)
I
gy

BANK OF ISRAEL
Office of the Spokesperson and Economic Information

7 June 2010

Report to the public on the Bank of Israel’s discusions prior to setting the
interest rate for June 2010

The discussions took place on 23 and 24 May 2010

General

Before the Governor makes the monthly interest datgsion, discussions are held at
two levels—the first in a broad forum, and theoseklin a narrower one.

In the broad-forum discussion, the relevant baakigdoeconomic conditions are
presented, including real, monetary and financeletbpments in Israel’s economy,
and developments in the global economy. Particgpanthis discussion include the
Governor, the Deputy Governor, the directors ofResearch and Market Operations
Departments of the Bank and economists from vard@martments who prepare and
present the material for discussion. The datamestis and assessments in these
minutes are those that were available at the tihtleeodiscussions.

In the narrow forum, the directors of the Reseasnid Market Operations
Departments and two other participating membersmahagement present their
recommendations regarding the interest rate atidwimg a discussion, the Governor
makes his decision.

A. THE BROAD-FORUM DISCUSSION—THE STATE OF THE EC@WY
1. Developments on the real side
General assessment

Most indicators published in the last month (in gegiod between the discussions on
the interest rate for May on April 26 and the catrdiscussions on May 24) point to
the continued expansion of economic activity, wathpossibility that the rate of
increase is slowing.

Concern mounted this month over the implicationthefvery large deficits and debts
of several European countries for economic deve@pmin Europe and the global
economy. With regard to possible effects on Issaetonomy, the share of Israel's
exports to European countries under market pressurelatively small (about 5
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percent of exports), but there was neverthelesseased concern that if the crisis
were to spread to the whole of the EU, which comsts an important market for
Israel's exports (28 percent of exports), it cdudde a significant impact on Israel's
exports. A decline in demand in Europe, should tbetur, together with the
weakness of the euro against the shekel, wouldecrdificulties for Israeli firms
exporting to Europe and would make Israeli expsrtiess competitive vis-a-vis
European exporters.

National Accounts data for the first quarter of 2010

According to Central Bureau of Statistics (CBSufigs published this month, GDP
grew by3.3 percent, annual rate, in the first qeraof 2010, below the Bank of Israel

forecast of 3.7 percent. Business sector produceased at a rate of 4.8 percent in
the first quarter. The CBS figures show that pevabnsumption increased by 1.6
percent, and public consumption by 8.2 percent, dauvices exports fell by 7.3

percent, and nonresidential investment declined.bypercent.

The composite state-of-the-economy index

The April composite state-of-the-economy index, |@ied in May, rose by 0.1
percent, following its increase of 0.5 percent iarbh (each month compared with the
previous one). The latest rise, following those¢ha last few months, strengthens the
assessments that the economic recovery is conginwith some slowdown in its
pace .

The increase in April reflects, among other things,0.2 percent increase in
manufacturing production in March, following its7fQpercent increase in February; a
1.8 percent increase in trade and services revenMarch, after its decline by 1.3
percent in February; and no change in the serege®rts index, following its 6.6
percent rise in March. With regard to foreign traske below.

The labor market

The gradual improvement in the labor market, asectdd by the increase in
employment, continued. In February the number afells employee posts increased
by 0.3 percent compared with the number in Jan(segsonally adjusted). In the
three months December 2009 to February 2010 thébeumcreased by 2.6 percent
compared with the previous three months (seasoadjlysted, in annual terms).

The nominal wage per employee post in the busiseswr increased by 1.2 percent
in February compared with the January level. In thieee months December to
February the nominal wage per employee post ineteéy 6.4 percent compared
with the average in the previous three months, thedreal wage increased by 3.3
percent (seasonally adjusted, in annual terms).



The monthly unemployment rate according to trernd elaas 7.3 percent in February,
similar to the January level. The monthly data, &eer, are based on a relatively
small sample, so that the figures should be treatédcaution.

Foreign trade

Goods exports (excluding diamonds) dropped by aBdupercent in April from their
March level (in dollar terms, seasonally adjustéa}he three months February—April
2010 these exports expanded at an annual rateoot @8.1 percent (in dollar terms,
seasonally adjusted) from their level in the prasithree months.

Goods imports (excluding ships, aircraft and diadsg)ndeclined by 3.2 percent in
April from their March level (in dollar terms, sesmlly adjusted). In the three
months February—April these imports increased atrarual rate of 32.2 percent (in
dollar terms, seasonally adjusted) from their lenehe previous three months.

2. Budget data

An analysis performed by the Bank of Israel Rede&epartment shows that under
the assumption of a 3.7 percent growth rate in 201Brael, the budget deficit is
expected to be significantly lower than the ceilofgs.5 percent of GDP. The main
reason is that tax revenues are in excess of tleedsts made when the budget was
prepared. Excluding the effect of statutory taxnges and non-recurring revenues,
tax revenues in January—April 2010 were about ¥tegpe higher, in real terms, than
in the equivalent period in 2009: revenues fronedirtaxes were about 10 percent
higher in real terms, and from indirect taxes, alddupercent higher.

Government expenditure in April, excluding creags lower than the seasonal path
consistent with full budget expenditure. In totaince the beginning of the year
domestic budget expenditure has been in line viiéhseasonal path consistent with
full expenditure of the budget.

3. Developments on the nominal side

Inflation

The Consumer Price Index (CPI) for April rose b9 Percent, slightly more than
both the average of the private forecasters' ptiede and the Bank of Israel's

Research Department forecast which were for aneasw of 0.7 percent. The
seasonally adjusted index for April increased [&ydercent.



The CPl is at the same level as at the beginninbeofear. Adjusting for seasonality,
the reduction in indirect taxes and the abolitibnhe water surcharge, inflation since
the beginning of the year was 0.9 percent.

In the last twelve months the CPI rose by 3 perciet upper limit of the inflation
target range. Excluding the effect of governmetibas (i.e., excluding the effects of
the changes in VAT, and the increases in taxesgarettes and fuel and surcharges),
the index rose by 2.6 percent.

The housing component of the CPI increased by &eperin April, further to its 0.6
percent increase in March. In the previous tweleatis the housing index increased
by a cumulative 4.7 percent (see below for a metaiktd reference to the housing
market).

Expectations and forecasts of inflation and of the Bank of Israel interest rate

One-year-forward inflation expectations derivedhirthe capital market ("break-even
inflation") remained steady during the last montith the average for April (to April
22) an average of 2.7 percent, the same as thehNarel.

The Israeli forecasters predict on average thédtioh in the next twelve price indices
(from May 2010 to April 2011) will be 2.7 perceiiihey assess that inflation in 2010
measured over the previous twelve months will Bepkrcent. They expect inflation
(over the previous twelve months) to decline gréigda reach 1.5 percent in August,
and predict that it will then rise, to reach abdit percent in a year's time.

The Israeli forecasters expect, on average, tleaC#l will rise by a total of 1 percent
in the three months May to July 2010.

With regard to the interest rate, the Israeli fasters assess on average that the Bank
of Israel's rate will increase in the next threenthe by a cumulative 0.4 percentage
points, and that the rate in twelve months' timilvg 3.0 percent.

The slope of thenakam yield curve indicates that the capital market exp¢he Bank
of Israel interest rate one year hence to be abéypercent.

The makam and bond markets

The yield to maturity on CPI-indexed five-year govaent bonds declined slightly in

May (to May 20) to an average of about 1.1 perceom about 1.2 percent in April.

The yield on 5-year unindexed government bondsimstito an average of about 3.9
percent in May, from about 4 percent in April. Tyield to maturity on one-year

makam remained unchanged in May at its April level obab2.2 percent.

Theinterest rate differential and the yield gap between Israel and abroad



Prior to the current interest rate decision, thekBaf Israel interest rate was 1.25—
1.50 percentage points higher than the US fedenadld rate, and 0.5 percentage
points higher than the ECB rate. The yield gap betwlocal currency unindexed ten-
year bonds and ten-year US Treasury bonds incrdased117 b.p. on April 26 to
159 b.p. on May 21.

The expected real interest rate

The Bank of Israel interest ratanus twelve-months-forward inflation expectations
derived from the capital markets in May, prior heese discussions, averagahus
1.2 percent, compared withinus 1.1 percent in April.

The monetary aggregates

In the twelve months up to and including April 20tb@ monetary base measured by
the M1 monetary aggregate (cash held by the palcc demand deposits) increased
by 15.6 percent; in April it increased by about gekcent. In the last twelve months

the M2 aggregate (M1 plus unindexed term depositgopdo one year) increased by

4.1 percent, and in April it increased by 1.2 patc@he rapid increase in M1 in the

last year was mainly due to the public's switchirgn term deposits to demand

deposits in light of the low level of the intereate on term deposits.

The credit markets

The outstanding balance of bank credit to the lassirsector declined in March by 0.5
percent, after increasing by 0.9 percent in Felyru@utstanding bank credit to
households increased in March by 1.7 percent &fliéng by 0.4 percent in February.

The housing mar ket

Based on the survey of house prices, housing pigagch are not included in the
CPI) increased in March by 1.1 percent, and in tlvelve months to March
(inclusive) by 21.9 percent, in which period thausiag index in the CPI rose by 5.1
percent, due both to the low rate of interest antihé slowness of the response of the
supply of housing to higher prices.

Outstanding housing credit increased by 0.9 pernteharch, and in the last twelve
months by 13.5 percent.



The econometric models'

Various scenarios were examined using the Banksiael's econometric models,
under the following assumptions: an increase ofp&18ent in business sector product
in 2010 (consistent with the Bank of Israel's fascof about 3.7 percent growth in
GDP); a 4.6 percent increase in business sectolupton 2011 (consistent with 4.0
percent growth in GDP); low interest rates aroureworld that start to increase very
gradually in 2011; a moderate increase in pricesnpbrted inputs till the middle of
2010; and an increase of 7.0 percent in world trad®10 and of 6.0 percent in 2011.

The baseline scenario of the DSGE (dynamic stoithgsheral equilibrium) model—
which places great weight on expectations and whs#s a Bank of Israel reaction
function based in part on the smoothing of therggerate path—gives an increase in
the rate of interest to an average of 2.1 peraenhe third quarter of 2010, to 2.6
percent in the last quarter of 2010, and to 3.4qrin the second quarter of 2011.
The model also gives an average exchange rate B3NU to the dollar in 2010,
inflation close to the midpoint of the target range., 2 percent, in the next twelve
months, inflation of 1.4 percent in 2010, and Z@cpnt in 2011.

The error-correction (EC) model gives inflation®® percent in 2010 and 1.8 percent
in 2011, with the Bank of Israel interest rate @asing from an average of 1.3 percent
in the first quarter of 2010 to 2.1 percent in thst quarter of the year and to 3.1
percent in the last quarter of 2011. In this sdentéie average exchange rate in 2010
Is NIS 3.75 to the dollar.

Based on the results of the models, other indissaad economic forces not reflected
by the models, the assessment of the Bank of Idk@skarch Department is that
inflation in 2010 will be below the midpoint of tharget inflation range. This result is
obtained along with an increase in the interese rdtiring 2010, against the
background of the recovery from the recession dmdlow starting level of the
interest rate.

4. The foreign currency market and the share market
The foreign-currency market

During the period from April 26 to the current dissions (May 21), the shekel
weakened against the dollar, with the exchangerisiteg from NIS 3.72 to the dollar

to NIS 3.82, a depreciation of 2.8 percent. In ffesiod the shekel appreciated by 3.5
percent against the euro, from NIS 4.96 to the eardllS 4.78. Measured by the
nominal effective exchange rate of the shekel, utated as the trade-weighted

! The Bank of Israel uses econometric models to dbws scenarios. Due to their nature, includirgftct that
their results naturally depend on certain assumptebout relevant variables, the scenarios shoeilddwed as
one input among several in the discussions onntteedst rate. In the abnormal conditions prevailinthe global
financial markets since the outbreak of the worttbrMinancial crisis, and bearing in mind that thedels do not
directly reflect such events, the weight that caratiached to the forecasts derived from the masleéluced.



average shekel exchange rate against 28 currglnefaesenting 38 of Israel's trading
partners), the shekel appreciated by about 1.3pgrc

The share market

The Tel Aviv 25 share price index on May 21 waswl9 percent lower than on
April 26. The Dow Jones index fell by about 9.1qaat in that period.

5. Israel’s financial risk, the sovereign risk prenium

Israel’s risk premium, as measured by the five-geadit default swap (CDS) spread,
increased slightly between the previous and theentiinterest rate discussions, from
1.09 percentage points to 1.13 percentage poimtféi course of the period it reached
1.25 percentage points). The CDS spreads of thegamgemarket economies also
increased, and the differences between countridsned.

6. Global economic development&ee Appendix for further details)

In the month between the previous interest rateudsions and the current ones,
concern mounted over the budget deficits and debteveral European countries,
leading to sharp changes in financial markets. fBversal in the financial markets
occurred with the downgrading of the sovereign itredings of Greece, Portugal and
Spain. Financial market traders became more risksay and bond and CDS spreads
widened in several countries in Europe. In the enoy markets the euro weakened
very considerably against the dollar.

The EU responded by announcing a package of emgrgeeasures intended to ease
the pressures in the financial markets and thenéiah sector, and to prevent the
spread of the crisis to other countries. The IM&ated a rescue plan for Greece that
supported a reduction of the budget deficits (fi8r6 percent of GDP in 2009 to less
than 3 percent in 2014). The ECB bought governnbemds of several European
countries on the secondary market, introduced addit expansionary monetary
measures, and reactivated dollar swaps betweematdrdanks (as a result of a
shortage of dollar credit).

Pressure mounted for a change in budgetary poticgountries with large public
debts and/or large budget deficits. In Spain andtugal fiscal measures were
introduced to reduce budget deficits. The EU foated proposals to tighten
surveillance over EU members with regard to ma@oemic imbalances and
impaired competition.

% The weight of the dollar in the effective exchangi is about 25 percent, and that of the eurata®® percent.



Economic developments in the US, Japan, and tige lamrozone countries continue
to indicate that the exit from the crisis is pratieg and that they are returning to
economic growth. Among the advanced economiesett@very in the US is stronger
than that in Japan and much stronger than that urofge. Global growth is
spearheaded by China and India.

Expectations regarding interest rates around thedwaerived from the conduct of

financial market traders are that the increasasterest rates by the central banks in
most advanced economies will start later than eepetast month. The Fed is

expected to increase its interest rate in the setaff of the year, and the ECB is
expected to increase its rate after the Fed. Aedstahe ECB reintroduced several
special policy measures in order to conduct a raocemmodative monetary policy.

B. THE NARROW-FORUM DISCUSSION—THE INTEREST RATEERQISION
FOR JUNE 2010

In the narrow-forum discussion, four members of agament make

recommendations to the Governor regarding the g@ote rate of interest for the
economy. In the discussions on the interest rat@une, all the participating members
of management recommended that the Governor hadrdke unchanged at 1.5
percent.

As was stated in the report of the previous interage discussions, the Bank of
Israel's policy is to continue with the gradualqass of bringing the interest rate back
to a more "normal" level that reflects the recoveryeconomic activity, and that is
required to place inflation firmly in the targefflation range. The gradual nature of
the process is expressed by the fact that the Baek not change the interest rate
every month, but only in light of the inflation @ranment, expectations of growth in
the global economy, and the interest rates of thmntentral banks, while taking into
consideration the exchange rate of the shekel.

In the discussion, participants noted that datalibeame available in the month since
the previous interest rate discussions indicaté thal activity is continuing to
expand, with some indications that the rate of egmm has slowed somewhat.
Participants referred particularly to the increaseuncertainty regarding global
developments and their implications for Israel'srnemmy The greater uncertainty
resulted from the outbreak of the debt crisis ie€ge and fears that it would spread
to other countries in Europe. Participants disadisse various channels via which the
debt problem in several European countries afféioés global environment: the
exposure of banks around the world to countrieséadebt difficulties, the liquidity
problem in European financial markets, the esskefiieal consolidation in several
European countries that is likely to reduce demanithe short term, and the decline
of demand in Europe due to the weakness of the euro



As far as Israel's economy is concerned, it waschtitat Israel's exports to European
countries with debt problems are relatively modeest,if the crisis should spread and
become more severe it could reduce Europe's denfandlsrael's exports.
Furthermore, the weakness of the euro againsthibkes makes Israel's exports to
Europe less profitable and has an adverse impaekparters' competitiveness vis-a-
vis European competitors.

Participants in the discussion observed that tl@@woetric models used by the Bank
indicate that inflation (over the previous twelvemths) is expected to be below the
midpoint of the target inflation range in 2010, aadexpected to remain within the
target range over the course of the next twelveth®rirhis assessment, consistent
with those of the private Israeli forecasters, abows the interest rate increasing in
the next year. One-year forward inflation expeotadiderived from the capital market
remained at the same level as in the previous mamthe upper part of the inflation
target range. The reductions in commodity pricesl, @il prices in particular, (in the
month since the previous interest rate discussiang)expected to moderate the
inflation environment.

The timing of increases in the interest rate iradésmrelative to those in the leading

economies round the world affects the shekel exgphamte. Participants in the

discussion noted that as a result of concern dwerdebt crises in several European
countries, the increases in interest rates thaé wgpected to take place in the next
few months in Europe and most advanced economiebevidelayed, and the ECB is

not expected to increase its interest rate in &x half year.

Special emphasis was placed in the discussioneraihid increase in housing prices
in the last year, with the Supervisor of Banks ipgrating in the discussions of this
issue. It was noted that housing prices, accortlirte house price survey, continued
to increase at the beginning of 2010 following thapid rise in 2009. Participants in
the discussion were of the view that there washubble" in the housing market, but
in order to prevent undesirable developments in ftitare it was important to
moderate the pressures for increases in housing9mhe point was made that house
prices affect rentals, which are included in thd, GB that house prices have an effect
on the index. In addition, a continuation of receayid increases in housing prices
would be likely to have a negative impact on tlab#ity of the financial sector.

Based in part on the analysis of the situationhgyBanking Supervision Department,
and in part on the discussion within the forum, ekhconcluded that in light of the
changing situation in the global economy, it woulat be appropriate to raise the
interest rate, participants recommended that mpardential tools be used
concurrently with the announcement of the interagt for June. In this context, to
support financial stability, the Supervisor of Banklecided to publish draft
guidelines—on the same day as the announcemetiteocfune interest rate—for
consultation with the banks, on the developmentisks on housing loans, with a



requirement for an additional provision for housingns with a high loan-to-value
ratio.

Taking into consideration the various points maadéhe discussion, the Governor
decided to keep the interest rate for June unclthag#.5 percent, and the Supervisor
of Banks published a requirement for banks to makeadditional provision for
housing loans with high loan-to-value ratios.

In its announcement of the decision, the Bank o&dks stressed the following
background conditions that led to the decisioretvé the interest rate unchanged for
June:

The inflation environment: the CPI rose by 3 petdarnthe last twelve months,
and over the last three months it was unchangedu#ixg the effect of indirect-
tax reductions and the removal of the water sugghanflation in the last twelve
months was 2.6 percent. Inflation over the previbusve months is expected to
decline in the next few months, and the annual fatethe whole of 2010 is
expected to be slightly below the midpoint of thenge. One-year-forward
inflation expectations derived from the capital kedrstood at 2.7 percent in May.
The Israeli forecasters also expect, on averagd, @l inflation in the next
twelve months will be 2.7 percent. These expeatati@and forecasts are
accompanied by expectations of gradual increasekeirBank of Israel interest
rate.

Data published this month, and in particular datdwosiness sector product in the
first quarter of 2010 and labor market data, cargito support the assessment that
economic activity is on a rising trend, althoughrthare signs of a slowing in the
rate of increase in activity. There was growingamn that the debt crises in some
European countries would cast a cloud over the vesgoin the advanced
economies, and would thus have a negative impaetonomic activity in Israel.

Interest rates of the central banks of the leadohganced economies are very low,
and are expected to remain so longer than origiraadticipated. In addition, the
ECB reintroduced some of the special instrumenta@ietary accommodation.

In light of the continued rapid increase in housprices and the steep rise in
housing credit, due partly to the low level of me&t, and in order to moderate
these trends and to support financial stabilitg, Supervisor of Banks issued draft
guidelines for consultation with the banks regagdine development of risks on
housing loans, and imposing additional provisiomsHousing loans with a high

loan-to-value ratio.
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The Bank of Israel will continue to act to achigtgeobjectives of price stability, the
encouragement of employment and growth, and supfoorthe stability of the
financial system.

The decision was made and published on May 24,.2010

Those participating in the narrow-forum discussion:

Prof. Stanley Fischer, Governor of the Bank ofdéra

Prof. Zvi Eckstein, Deputy Governor of the Banksrhel

Dr. Karnit Flug, Director of the Research Departinen

Mr David Elkayam. Acting Head of the Monetary anthdhce Division, Research
Department

Ms Irit Mendelson, Assistant Director of the Mark&perations Department

Mr Rony Hizkiyahu, the Supervisor of Banks

Dr. Ohad Bar-Efrat, Advisor to the Governor and éle# the Information and
International Affairs Division

Mr. Eddy Azoulay, Chief of Staff to the Governor

Dr. Yossi Saadon, Advisor to the Governor and Bainlisrael Spokesperson
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Appendix: Major Global Economic Developments
us

In the month since the previous interest rate disioms the data on the US economy
continued to be positive. In the first quarter 6fL@ GDP increased at an annual rate
of 3.2 percent, compared with expectations of &&ent. The composition of growth
was encouraging: The private sector contributedp@i@entage points to the growth
rate, while the public sector reduced it by 0.3cpatage points—an indication of the
strength of the recovery in the private sector. Weakness of the public sector,
however, points to a different problem, that wherehe government is taking
significant expansionary fiscal measures to bo¢st é€conomy, the local and
municipal authorities are having to cut their budgkeavily, and this more than
offsets the expansionary policy.

The main change noted in the announcement of tearfterest rate decision was the
comment that the labor market had started to imgrewd indeed the employment
data were particularly encouraging. The numberropleyee posts increased more
than expected, and the number of hours worked g&rgiso increased. The Chairman
of the Fed, in his address, stated that he expebetdthe banks would soon start
lending to small businesses, due to the improvelnnethibse businesses' situation.

The CPI data for March and for the first quarte2010 were very low. As a result of
the reductions in commodity and fuel prices anddtrengthening of the dollar, no
inflationary pressures are expected in the neardufThe Fed Chairman's adherence
to the expression promising "exceptionally low levef interest for a long time" led
to a delay in the timing of the expected path ofé@ases in the interest rate in the US.

Europe

The crisis in Greece, against the background df bigdget deficits and public debt in
several European countries, made it an urgent siggés find a solution for Greece
and dominated the difficult problems facing theozane. Solutions to the structural
problems of some European countries would have bieepler to find if they had the
possibility of devaluing their currencies and augtitheir labor costs, or if the
eurozone were subject to one uniform fiscal authobifferent commentators saw
the crisis either as posing a threat of the brgakeli the eurozone or as the
opportunity to create fiscal uniformity.

The main points of the rescue plan announced b¥thevere the establishment of an

extensive loans mechanism, intended for countnedifficulties, and the injection of
liquidity by means of actions by the ECB. The Riest of the ECB stated that this
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was the most difficult crisis since the WW2, andtetl that they needed a strong
sense of direction.

Despite everything, the European macroeconomic daldished this month were
generally good, with a positive surprise in thenfarf Germany's and Europe's GDPs,
manufacturing production, orders from factoriesd amployment data, and even
confidence indices (apparently dating prior to therease in the severity of the
crisis). However, it appears that these indicati@tate to the past, whereas Europe's
economic future currently depends entirely on thexess of the EU rescue plan.

UK

The new government declared an immediate prograouisfin budget expenditure.
Manufacturing production came as a positive suepwith the sharpest increase for
seven years, and various confidence indices camtioundicate expansion. The fact
that the UK has an independent currency and arperdent interest rate policy is
likely to improve its competitive position and tapport the economy.

In its interest rate announcement, the Bank of &mdjlkept unchanged both its
interest rate and its bond purchase program, aamgdstthat the risks that could
endanger growth had increased slightly, and that Bank did not rule out the
continued purchase of assets in the context gfuigstitative easing.

Japan

The data on Japan's economy were also encouraBimgluction, consumption,

construction activity, the various confidence imdicand the composite indices all
showed a continuation of the trend of improvememtd( most were better that the
forecasts), and there was even some improvemehtregard to the deflation. The
export sector in particular was notable, with anigant increase in sales, resulting
from the improvement in world trade and the weaknefsthe yen in the previous

months.

The disappointing GDP figure for the first quartiéwe reduced demand expected from
Europe, together with the strengthening of the yinthese are expected to have a
negative impact on Japan's production and expanis,were among the factors that
led to the Bank of Japan's announcement on thenurged to broaden the basis of
growth. The Bank of Japan increased its growthclase from its January level, and
now expects stronger growth than the long-term diréparticularly in 2011).
However, it seems that there are risks to thezatdin of this forecast, especially the
implications of the European debt crises, bothth&drop in European demand and
due to the unease expected to be felt by the nsakith regard to countries with
heavy debts.
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The emerging markets

The macroeconomic data of the emerging market en@socontinue to be buoyant,
particularly those of East Asia and Latin Ameriddat said, however, the capital
markets of the emerging markets were adverselyctaffieby the European crisis as
were the advanced economies, with the East Europedices showing an even
stronger negative impact. The main route of thetamgion was the increased risk
aversion and the growing dependence of the emergarggets on global growth and
world trade, which are likely to suffer.

Some East European countries, with Hungary atdpeot the list, have a worrying

debt profile, and are likely to be harmed by theréase in attention being paid to the
subject of debt.
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