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EM: Countries at risk amid the global credit crunch

The credit crisis is spreading and after the economic and financial collapse in Iceland, the markets are asking the
question - which country will be the next to fall? The markets seem to have decided that Hungary will be the next
‘Iceland’ and the Hungarian forint has plummeted in recent days. However, there are other countries that share

some unpleasant similarities with Iceland.

In this note we list 15 countries that we think are in the ‘danger zone’ in the present environment. That is not to
say that these countries will undergo the same fate as Iceland, but they are all at risk of a significant slowdown in
the economy and of increased financial distress - as we have seen in Iceland and Hungary recently.

We focus on three factors when deciding which countries should be included in the ‘danger zone™:

e Large current account deficit, high credit growth in recent years, asset market bubbles, large reli-
ance on foreign currency funding
e Increased palitical risks - both domestic and geo-political
e Commodity exporters that failed to used to the ‘good years’ to save for the bad years
Once again, it is not a given that these countries will undergo a similar collapse as Iceland, but we think market
participants should be very careful in these markets.

Below we list the countries with a few key facts on each. There is no ranking of the countries and it is not an
‘Iceland look-alike contest’, but rather a general list of countries with heightened risks in the present deleveraging

environment.

For more information on the countries, please refer to our Emerging Markets Briefer - IMF’s busy travel itinerary

published yesterday.
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Credit rating:
e S&P:BBB [negative]

e Moody's: Al (downgrade review)

e  Fitch: BBB- [negative)
Avg. 2008 estimates:

e C/A:-20% of GDP

e Inflation: 12.1% y/y

e GDP/capita: 60122 USD
5y CDS: 1304.1

In recent years Iceland has become
the most indebted country in the
world and credit growth has been
very strong.

The Icelandic boom has now come to
an end with the total collapse of the
Icelandic financial sector and GDP is
likely to drop sharply.

Iceland is in negotiations with Russia
about a possible loan to get out of the
crisis. However, we expect the IMF to
step in sooner or later with a rescue
package.

EMEA
Credit rating: Widening of current account deficit is
Bulgaria e S&P:BBB+ (stable] key risk - strong credit growth due to
e Moody's: Baa3 (stable) buoyant consumer spending may fuel
e  Fitch: BBB [negative) inflationary pressures further. A hard
Avg. 2008 estimates: landing is increasingly likely.
e C/A:-25% of GDP This regime has been stable for along
- 0 time, but large and increasing imbal-
* Inflation: .12'2AJ v/y ances and the risk of a hard landing
e (GDP/capita: 6849 USD ising doubts about the sustain.
5y CDS: 409.2 are raising doubts about the susta
ability of the currency board regime.
Credit rating: High probability of negative growth
Estonia e  S&P: A (negative] for 2008. Recovery is expected in
e Moody's: Al (stable) 2010-11.
e  Fitch: A- [negative) Inflation is not expected to slow until
Avg. 2008 estimates: 20089.
e C/A:-13% of GDP The property market bubble has
e Inflation: 10.2% y/y burst and prices have dropped
o GDP/capita: 18809 USD sharp]y and could continue to fall for
5y CDS: 370.0 some time-
Credit rating: Despite the fact that Hungary has
Hungary e S&P:BBB+ (negative watch) seen a significant improvement in
e Moody's: A2 (stable) both the current account situation
e  Fitch: BBB+ (stable] and public finances over the past
Avg. 2008 estimates: year, the markets seem to have
e C/A -5.5% of GDP ‘decided’ that Hungary is the next
o Inflation: 6.3% vy/y Iceland.
o The IMF has already offered Hungary
*  GDP/capita: 16343 USD ‘financial and technical’ support. The
5y CDS: 313.3 . et pport. 1
ECB 1is providing the Hungarian
central bank with a EUR3bn liquidity
facility.
Credit rating: The Kazakh financial sector has been
Kazakhstan e SR&P:BBB- [negative) heavily addicted to foreign currency

e Moody's: Baa2 (stable)

e Fitch: BBB (negative)
Avg. 2008 estimates:

e C/A:4.3% of GDP

e Inflation: 17.6%vy/y

e GDP/capita: 9076 USD
5y CDS:812.5

funding in recent years. Rich liquidity
supported construction and property
market sectors.

However, the construction boom is
over, and the Kazakh economy faces
headwinds from lower oil prices.
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Credit rating:

GDP growth is likely to be negative in

Latvia e S&P:BBB+ (negative) 2008 and may not resume until
e Moody's: A2 (stable) 2012-13. Large imbalances like high
e  Fitch: BBB [negative) C/A  deficit will make recovery
Avg. 2008 estimates: process painful.
e C/A:-15.1% of GDP High inflation will remain high next
o Inflation: 15.9% y/y year due to hike in energy prices.
e  GDP/capita: 14930 USD House prices have fallen significantly
5y CDS: 508.3 and could fall further due to tight
credit conditions.
Credit rating: Growth will slow; however, the
Lithuania e  S&P:A- negative) slowdown will not be as strong as in
e Moody's: A2 (stable) the other Baltic States.
e  Fitch: A- (negative) There is a risk that the housing
Avg. 2008 estimates: market will stagnate and house
e C/A:-14.9% of GDP prices will fall as in the other Baltic
e Inflation: 11.3% y/y countries.
e GDP/capita: 14456 USD
5y CDS: 350.0
Credit rating: Inflation has risen sharply recently,
South Africa e SR&P:BBB+ (stable) and the central bank is way behind

S

e Moody's: Baal (positive]

e Fitch: BBB+ (stable)
Avg. 2008 estimates:

e (C/A:-8.0% of GDP

e Inflation: 11.8%y/y

e GDP/capita: 6170 USD
5y CDS:313.8

the curve with its monetary policies.
Imbalances are very large and the
economy 1is stalling as domestic
demand is very weak.

With the resignation of the president,
political risks have risen significantly.

Credit rating:
e S&P:BB- (stable)
e Moody's: Ba3 [stable]
e  Fitch: BB- (stable)
Avg. 2008 estimates:
e (C/A:-6.5% of GDP
e Inflation: 10.5%vy/y

e GDP/capita: 11463 USD
5y CDS:432.7

The Turkish current account deficit
has increased sharply in recent years
and Turkish foreign debt remains
high. This makes Turkey very
sensitive to the global credit crisis.
Political risk has increased in Turkey
over the past year with tensions
between the Turkish Islamist-
oriented government and Turkish
secular elite rising.

Ukraine

Credit rating:

e S&P:B+ (stable)

e Moody's: Bl

e  Fitch: BB- (negative)
Avg. 2008 estimates:

e C/A:-10% of GDP

e Inflation: 25.3% y/y

e GDP/capita: 4313 USD
5y CDS: 1550

Inconsistent policies and increased
political uncertainty ahead of snap
parliamentary elections represent a
dangerous combination given ten-
sions in global liquidity markets and
large imbalances in the Ukrainian
economy.

Ukraine has asked the IMF for help to
limit liquidity strains.
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LATAM
_ Credit rating: Argentina failed to address structural
Argentina e S&P:B (stable) issues over the past couple of years,
e Moody's: B3 (stable) where growth has been high.
e Fitch:RD The economy has become highly dis-
{88 Avg. 2008 estimates: torted - including heavy subsidisation
e C/A:0.8% of GDP and taxation. Public spending has
e Inflation: 9.1% y/y been excessive and monetary condi-
«  GDP/capita: 8522 USD tions far too easy.
5y CDS: 2160.0
Credit rating: It is easy to hide structural issues,
Venezuela e S&P:BB- (stable)

e Moody's: B2 (upgrade review)
e  Fitch: BB- (negative])
Avg. 2008 estimates:
e C/A:8.5% of GDP
e Inflation: 27.2%vy/y

e GDP/capita: 11828 USD
5y CDS: 1350.0

when oil prices are rising and the
global environment is benign.
However, as the global credit esca-
lates, structural issues become very
visible very fast.

The boom is over and the economy is
heading for a sharp slowdown.

Emerging Asia
) Credit rating: The current account has turned into
Indonesia e S&P:BB- (stable) small deficit because of resilient do-
e Moody's: Ba3 [stable] mestic demand and higher crude oil
e  Fitch: BB (stable) prices.
Avg. 2008 estimates: Sensitive to foreign portfolio flows
e C/A:0.1% of GDP with considerable foreign exposure in
e Inflation: 9.8% y/y domestic bond market. .
e GDP/capita: 2181 USD However, current account to improve
S5y CDS: 676.7 ' on lower oil _p!*ices and very strong FX
reserve position.
Credit rating: FX reserves are running dangerously
Pakistan

O

e S&P:CCC+ [negative)
e Moody's: B2 [negative]
e Fitch:N/A

Avg. 2008 estimates:
e (C/A:-8.7% of GDP
e Inflation: 12.0% vy/y

e GDP/capita: 1000 USD
5y CDS: 2204.1

Tow in light of a major current account
deficit and the continued need to ser-
vice foreign debt.

Weak government has prevented
necessary adjustment in economic
policy.

Either IMF or Middle Eastern bail-out
needed.

South Korea

Credit rating:
e S&P: A (stable)
e Moody's: A2 (stable)

e  Fitch: AA (stable)
Avg. 2008 estimates:

e C/A:-1.3% of GDP

e Inflation: 4.8% vy/y

e GDP/capita: 19638 USD
5y CDS: 239.2

Main problem is banks’ dependence
on short-term foreign funding and
sharp increase in debt leverage
among private households. Hence fi-
nancial risk more than sovereign risk.
On the positive side: strong liquidity
position and the current account will
returninto surplus next year.

Sources: Ecowin, Bloomberg, IMF, own calculations
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Earlier research from Danske Research on the risk of boom-bust in the Emerging Markets:

Research - EU8+2: A Warning not to be ignored I, 14 December, 2007

Flash Comment - CIS: Why we should care about problems in the Kazakh banking sector, 5 October, 2007
Research - New Europe: Mind the ratings, 22 March, 2007

Research - New Europe: A warning not to be ignored, 23 February, 2007

Research - Iceland: Geyser Crisis, 21 March, 2006

Recent research on the impact from the credit crisis on the Emerging Markets:

Emerging Markets: IMF's busy travelitinerary The outlook for the Emerging Markets in a deleveraging world,
16 October, 2008

Flash Comment - Emerging Markets, Korea: KRVV slides on Standard & Poor's move to 'negative watch' on
banks, 16 October, 2008

Flash Comment - Hungary: ECB to the rescue. Will the ECB also help Croatia?, 16 October, 2008

Flash Comment - Hungary: S&P might downgrade Hungary - crisis intensifies, 16 October, 2008

Emerging Markets Briefer - IMF's busy travel itinerary, 15 October, 2008

Research - Pakistan: Badly in need of foreign assistance, 13 October, 2008

Research - Korea: Vulnerable but not a repeat of '97, 10 October, 2008

Flash Comment - LATAM currencies feel the global credit squeeze, 9 October 2008

Flash Comment - Iceland: Geyser crisis unfolding, 7 October, 2008

Flash Comment - Baltic States: Fitch downgrades Baltic States, 3 October, 2008

Presentation - Central and Eastern Europe: The slowdown is here, 24 September, 2008

Flash Comment - Emerging Markets: Implications of US 'bail-out' package, 19 September, 2008

Flash Comment - Russia: The credit crunch marches on Moscow, 18 September 2008

Emerging Markets Briefer - Running out of safe havens, 16 September, 2008
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This report has been prepared by Danske Research, which is part of Danske Markets, a division of Danske Bank. Danske Bank A/S is authorized by
the Danish Financial Supervisory Authority and subject to limited regulation by the Financial Services Authority (UK]. Details on the extent of our
regulation by the Financial Services Authority are available from us on request.

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high quality research based on research ob-
jectivity and independence. These procedures are documented in the Danske Bank Research Policy. Employees within the Danske Bank Research
Departments have been instructed that any request that might impair the objectivity and independence of research shall be referred to Research
Management and to the Compliance Officer. Danske Bank Research departments are organised independently from and do not report to other Dan-
ske Bank business areas. Research analysts are remunerated in part based on the over-all profitability of Danske Bank, which includes investment
banking revenues, but do not receive bonuses or other remuneration linked to specific corporate finance or dept capital transactions.

Danske Bank research reports are prepared in accordance with the Danish Society of Investment Professionals’ Ethical rules and the Recommenda-
tions of the Danish and Norwegian Securities Dealers Associations.

Financial models and/or methodology used in this report
Calculations and presentations in this report are based on standard econometric tools and methodology. Documentation can be obtained from the
above named authors upon request.

Risk warning
Major risks connected with recommendations or opinions in this report, including a sensitivity analysis of relevant assumptions, are stated through-
out the text.

First date of publication
Please see the front page of this research report.

Disclaimer

This publication has been prepared by Danske Markets for information purposes only. It is not an offer or solicitation of any offer to purchase or sell
any financial instrument. Whilst reasonable care has been taken to ensure that its contents are not untrue or misleading, no representation is made
as to its accuracy or completeness and no liability is accepted for any loss arising from reliance on it. Danske Bank, its affiliates or staff, may per-
form services for, solicit business from, hold long or short positions in, or otherwise be interested in the investments (including derivatives), of any
issuer mentioned herein. The Equity and Corporate Bonds analysts are not permitted to invest in securities under coverage in their research sector.
This publication is not intended for retail customers in the UK or any person in the US. Danske Markets is a division of Danske Bank A/S. Danske
Bank A/S is authorized by the Danish Financial Supervisory Authority and subject to limited regulation by the Financial Services Authority (UK]. De-
tails on the extent of our regulation by the Financial Services Authority are available from us on request. Copyright (C) Danske Bank A/S. All rights
reserved. This publication is protected by copyright and may not be reproduced in whole or in part without permission.
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