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MR ANTHONY WILLIAMS (Head of Media Relations, EBRD):  Good afternoon, 

ladies and gentlemen.  I am very happy to welcome you to our press conference with 

the Chief Economist, Erik Berglof.  I think most of you will have seen the press 

release that we have issued on the latest economic forecasts.  Erik will briefly 

introduce those and he will then be happy to take your questions.  I should be grateful 

if the questions could concentrate broadly on Erik’s main area, which is of course 

economics. 

 

MR ERIK BERGLOF (Chief Economist, EBRD):  You are very welcome to this 

traditional press conference.  We are now publishing our forecasts for our countries of 

operation and I thought I would go quickly through some slides to give you some 

background.  It will then be your opportunity to ask me questions. 

 

I can summarise in one sentence by saying that we see improving growth prospects 

amid rising inflation and eurozone debt concerns.  Yes, the region is growing but 

there are serious issues that different parts of the region are dealing with.  It is 

growing again but we should remember what the region went through.  As you can 

see from this slide, comparing the level of GDP to that of 2008, many of our countries 

have not yet reached the level that they had then.  Looking at the rest of the world, we 

see that the region is not unique.  You will see the different impacts of the crisis and 

the different pace of recovery. 

 

In 2010 we saw stronger growth in our region than we had expected but it still lags 

other emerging markets.  Here the global economic recovery was stronger than we 

had expected, which helped our region.  The high commodity prices, at least in the 

short term, helped growth rates in the region last year.  Coming out of the crisis, the 

pattern was that the region grew at a very different pace.  Within our region we now 

see growth rates recovering in most countries. 

 

For the rest of this year we expect continued growth.  All our countries now have 

positive growth for the first time since the crisis.  The risks are very much tilted to the 

downside.  There are two types of risks and they were in the initial sentence that 

I mentioned.  For the west of our region the concerns are over what is going on in the 

eurozone and the potential for financial market contagion.  In the east the concern is 



that the increases in the prices of  food and energy will filter through in inflation.  

They are doing so already, of course, but there are also the second-round effects.  The 

countries in eastern Europe and the Caucasus are somewhere in between east and west 

in this regard. 

 

We can see how in most respects the region lagged the rest of the world and is still 

lagging.  I guess the area where that does not hold is the area of non-FDI capital 

inflows.  We see that the region is more stable and in general is not receiving the same 

level of capital inflows as we see in many emerging markets.  The good thing is that 

we also did not see so much outflow as in some other parts of the world in the crisis. 

 

Coming into the crisis, the big story in the region was the very large external deficits.  

We are now seeing those come down in most parts of the region but there are some 

countries – Turkey, Ukraine, Belarus and Mongolia – where we see a widening.  

Having said that, we think that, for now at least, this is not something we should be 

overly concerned about. 

 

Looking at the budget deficits, they are narrowing, with fiscal adjustments and the 

recovery.  As the growth is coming up, so are revenues.  Overall the story is positive 

here.  The governments of the region have done what they should do and this is 

essentially on the right path.  Again, I am generalising here.  Domestic demand has 

been the driver of growth but the patterns vary across countries.  It was inventory 

growth in Romania, Slovenia, Poland, Estonia, Lithuania and Russia.  It was fixed 

investments in other countries, Belarus, Moldova, Slovakia.  Consumption is very 

important, particularly in Turkey, Poland, and so on. 

 

Unemployment is still an issue in the region.  Of course, it increased during the crisis 

and is something that I think all governments in the region have to deal with.  In many 

parts of the region – and I just give here the example of Kazakhstan – non-performing 

loans in the banking sector increased.  In most countries we see now this levelling off 

but you still have to deal with the stock.  The flow is OK but the stock is still 

outstanding in many countries, and we need measures to deal with this. 
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There are mounting inflationary pressures in the east.  It is worrying that in many 

countries we see these second-round effects as the prices of food and raw materials 

filter into the core inflation.   

 

Looking to the future, while the region came out of the crisis at very different growth 

rates, the pattern now is that they are converging.  This is in the main scenario in our 

forecast.  We assume a benign external environment so continuous strong growth in 

the eurozone core, which has helped the region, particularly the western part of the 

region, high but stable commodity prices, and no major financial disruption, 

particularly in western Europe.  We also assume stable domestic environments.  The 

governments are dealing with the non-performing loans and we see no major domestic 

political shocks. 

 

The risks for these are again inflation and there are strong pressures in many of the 

countries, or maybe all of the countries, from increased food prices.  Of course, the 

poorer you are, the more food prices weigh in your budget.  Fuel prices are also a 

major concern in the poorer countries, particularly those that do not have their own 

resources. 

 

In the western part of our region the big story is what is happening in the eurozone 

and particularly in Greece.  Here the direct impact may be modest.  There are some 

important trade links for south-east Europe and there is a link through the financial 

system, with the subsidiaries of the Greek banks.  But there is also a potential impact 

on the European banking system, which in turn can affect the subsidiaries of banks in 

our region.  This is certainly something we are concerned about.  There is also the 

potential that if there is disruption in the eurozone this will affect in general the 

sentiments and willingness to invest in the region.  Of course, there are even worse 

scenarios that we can think of in the eurozone.  Policy-makers in the western part of 

the region are intently watching what is going on in the eurozone. 

 

Looking back at what happened in 2010, compared to what we predicted last year at 

this time, there has been a stronger growth rate, benefiting from a global recovery in 

commodity prices.  There is a converging growth outlook for 2011 and 2012;  in most 

countries it will return at least to the levels we saw in 2008, but we now need to deal 
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with many of the issues that existed before the crisis.  There are important downside 

risks in the region. 

 

I now open the floor for questions. 

 

MR WILLIAMS:  If there are very specific country questions, we can deal with them 

separately, but we are happy to take the questions now. 

 

A SPEAKER:  (Interpretation):  Specifically in Kazakhstan the level of inflation and 

GDP growth, according to your forecast, is the average.  What figures can you quote? 

 

MR BERGLOF:   We do not make forecasts for inflation but I know that the objective 

of the government is to keep inflation to a single-digit number.  There are clearly 

challenges in reaching that objective, given what is happening to food and fuel prices 

globally.  My own prediction is that the government will be able to reach that 

objective. 

 

CT TELEVISION CHANNEL:  What do you think the government should do about 

the non-performing loans?  What are your predictions for the next year?  Should they 

increase the pressure on the loan-takers or should they do something else?  What do 

you think about the … (inaudible) … of the Kazakhstan Government given the 

country’s high level of income in … (inaudible) 

 

MR BERGLOF:  I am sorry, is your question pertaining to Kazakhstan specifically or 

more generally? 

 

CT TELEVISION CHANNEL:  To Kazakhstan. 

 

MR BERGLOF:  There are many approaches to dealing with non-performing loans.  

I do not want to say that one method is better than another.  I know that there are 

attempts to create new funds for dealing with non-performing loans;  I think that that 

is one way to try to lift them off the balance sheets of the banks.  Of course, this has to 

be combined with the preparation of these banks to return to the private sector, which 

I think is the intention of the government.  This is extremely important to get the 
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whole financial system going but also to get banks in Kazakhstan to lend to the real 

sector.  As to the method you use to get these loans off the balance sheets of the 

banks, I do not have a strong view on one method or another, but it is a very urgent 

issue. 

 

There was a second part to your question. 

 

CT TELEVISION CHANNEL:  (No microphone) 

 

MR BERGLOF:  The question is what about them reaching the levels that qualify 

them for OECD membership, and so on.  I think this is a very worthy goal.  In the 

opening panel this morning the Prime Minister said that they were very well aware of 

the risks that countries face at this level of development.  There are many examples of 

countries that have got stuck in what is called the middle-income trap.  I think the 

kind of measures they are considering in terms of getting a more diversified economy 

and trying to improve the competitiveness of the non-resource sector are important 

but there are very difficult challenges.  I think they will be able to reach these 

objectives.  They have a strong growth rate at the moment.  If that growth rate 

continues, they will reach that objective, but they should think beyond that, about the 

long-term sustainable economy and long-term sustainable growth that diversify the 

economy away from a very strong dependence on natural resources.  

 

MR MATTHEW PLOWRIGHT (Emerging Markets):  Zhang Tao of the People’s 

Bank of China said in the very interesting session you took this morning that China is 

very keen on joining the EBRD.  Would you welcome Chinese membership of the 

EBRD? 

 

MR BERGLOF:  We very much welcome collaboration with China.  We are doing a 

number of things with them.  We want at some point to issue RMB-denominated 

bonds in China.  We want in general to have collaboration on experiences from 

financial sector development, the local capital market development.  We also hope to 

have some research projects.  Those are the plans at the moment.  I cannot comment 

on prospects or future shareholdings. 
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A QUESTION (Interpretation):  I should like your comment with regard to the 

statement by Accountability International to the effect that EBRD investment 

contributes to less diversification of the economy, not more diversification. 

 

MR BERGLOF:  First of all, we very much want to support the diversification of the 

resource economies in our region.  There are many things that need to be done in 

order for that to happen.  That does not preclude investing in the natural resource 

sector.  One thing we know from that process of weaning yourself off natural 

resources is that you need to create transparency around the natural resource sector.  

A lot of things come out of strong dependence on natural resources.  Large rents are 

being accumulated in that sector.  It feeds corruption, and so on.  Those are issues that 

you need to deal with along with trying to diversify the economy.  You want to create 

transparency about payments within that sector;  you want the management of these 

resources.  These are not contradictory things;  they are very much complementary 

objectives. 

 

MR MICHAEL WINFREY (Reuters):  I have two questions on the main risks that 

you pointed out.  The first is on inflation.  Does the Bank have an estimate of  how 

much the very loose monetary policy in the US is inflating the prices of fuel and food 

or perhaps how much that is adding to inflation in this region?  Do you see any risk of 

quantitative easing to end any risk to this region? 

 

My second question concerns the other risk you mentioned, the eurozone.  Have you 

been in contact with the banks that are prevalent in this region to discuss with them 

the potential of their taking haircuts and how that would affect their operations if there 

is a reconstruction? 

 

MR BERGLOF:  We have not made any specific calculations of the impact of 

different monetary policies or quantitative easing in the United States.  It is probably 

possible that this is influencing raw material prices and that that is benefiting parts of 

the region in the short term, but it also increases inflationary pressures.  The important 

thing to remember is that we get increases in food prices and in commodities more 

generally, but you really need to work on making sure that this does not lead to rapid 

wage increases in the second round.  We see that some of our countries are much 

1004 Press and Chief Economist 6 



more vulnerable to that.  The policy should focus on trying to limit that path through 

(pass through ?).  The countries that are particularly vulnerable are countries like 

Russia and Ukraine. 

 

I do not see a major risk if there is some cooling off in our region.  We should 

remember that there are countries in our region that are now vulnerable to very large 

capital inflows.  We see it in more and more countries in the region.  There is a 

concern that these capital inflows tend to be short term and, as much as they come 

quickly, they can also leave very quickly.  That is certainly a concern we have. 

 

As to whether there are any discussions with banks in western Europe, you probably 

know that we have invested in the subsidiaries of the Greek banks and that is a signal 

of our confidence that these subsidiaries are viable companies and viable operations 

and even quite profitable operations which we want to support. 

 

When it comes to the bigger issue of the eurozone, we have not had any discussions, 

but of course we have close contacts with many of these banks and have regular 

meetings with banks and authorities on all kinds of issues so I would not be surprised 

if this comes up once in a while. 

 

MR WERNER MUSSLER (Frankfurter Allgemeine Zeitung):  I have three questions.  

The first is a very general one.  In your view, what are the main reasons why the 

region is lagging behind other emerging markets?   

 

The second question concerns inflation.  Would currency appreciation be a way to 

fight inflation?  Maybe you can compare Kazakhstan and Russia in that respect? 

 

Thirdly, going back to your slides about the current account deficit in some countries, 

at what point would you be more concerned about current account deficits? 

 

MR BERGLOF:  I will deal with the last question first.  There were large current 

account deficits when the crisis broke out but we think it is part of the growth model 

of the region that we shall see current deficits.  We think they were probably 

excessive but we should not focus too much on the size of the deficits as such, we 
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should look at the structure, at the kind of capital that is flowing in and what it is used 

for, whether it is used for building a competitive export sector or for speculative 

investments in real estate and non-tradables.  I would not over-interpret my slightly 

offhand comment.  We are not worried about these deficits yet;  it is just to signal that 

we think it is natural that there will be some deficits but of course we shall be 

watching this carefully.  There are some countries where we see tendencies of 

over-heating;  I would single out Turkey and Poland. 

 

On currency appreciation as a way to combat inflation, a lot of work is being done on 

building more long-term currency arrangements in the region.  I guess the countries 

you are particularly referring to are Russia and Kazakhstan.  There are very strong 

upward pressures, particularly in Kazakhstan.  These have to be addressed, preferably 

by other means, but there may come a point when that is not sustainable.  I do not see 

the manipulation of currency leading (?) long-term objectives for a more flexible 

currency.  I do not think that more intervention with currency is the way to fight 

inflation. 

 

As to why the region was lagging, the reasons vary in different parts of the region.  In 

the western part of the region it was very much dependent on trade, and trade with 

western Europe.  Some of the most important economies in Europe suffered very 

large output falls and that translated into our region.  What we did not see – which 

was a very healthy sign – was large banks withdrawing their support.  That helped to 

moderate the impact.  In addition, when we came out of the region this deleveraging 

continued and there was a slower pick-up of new credit in these economies.   

 

The story is quite different in Russia.  There was a major impact from the global 

crisis.  The Russian banking system, particularly the private part of the banking 

system, was very dependent on wholesale funding internationally.  That channel 

closed in the crisis, affecting Russia very seriously.  On top of that, we saw quite a bit 

of non-transparency around some parts of the financial system, which also affected 

the functioning of the financial system.  It dealt with the global crisis and the same 

kinds of issues that other countries dealt with but it also had to deal with the more 

specific Russian problems that were due to a weaker and less transparent financial 

system. 
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MS IRINA CHISTYAKOVA (Central Asian Environmental Portal on Sustainable 

Development):  Bankwatch has presented their report on the 20th anniversary of the 

EBRD in which it presents a sort of imbalance between the Bank’s mandate to 

promote sustainable development and the other part of the mandate which concerns 

market economy and market tools in the economy.  Can you accept this assessment?  

If so, please say why;  if not, please say why not.  Is this imbalance valid for all 

29 countries or is it a special feature of Central Asia or another region? 

 

MR BERGLOF:  We think that this general approach to transition that we represent, 

trying to change the system to make it more reliant on markets, finding a new role for 

the state that supports private markets, is also the way to deal with many of those 

sustainability issues.  We have just launched a report on the low carbon transition 

which tries to show that these broad changes in the business environment, the rule of 

law, bringing down corruption, and so on, will also help towards sustainability.  More 

specifically, we believe that introducing new markets for carbon and pricing carbon to 

reflect climate change challenges are also ways to get towards what you want, namely 

an economy which is more sustainable from an ecological point of view.  We do not 

see any contradiction between those two objectives;  on the contrary, they are highly 

complementary. 

 

MR NEIL BUCKLEY (Financial Times):  I have two questions.  First, I was talking 

recently to some financial markets economists who warned that they still see domestic 

demand, particularly in central and eastern Europe, as being very weak.  I was 

interested to see that you talk about domestic demand rather than exports now driving 

the recovery.  I wondered if you could give us a bit more detail on that, what the 

factors are behind it and where you are seeing that. 

 

My second question is as to how concerned you are about the situation in Belarus, 

which seems to have some particular problems at the moment. 

 

MR BERGLOF:  Again, let me start with the last question.  We are of course closely 

watching what is happening in Belarus.  It is clear that they will have substantial need 

for funds from outside the country.  Before coming in here I learned that there are 
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now some promises from the CIS, led by Russia, to supply some of this funding.  I do 

not think what has been promised is enough for Belarus, which needs very 

fundamental reforms on measures where there is a lag in terms of reforms.  There is a 

short-term need because of the way the country was affected by the crisis but I think it 

would be an illusion to believe that just putting more money into Belarus would be a 

solution to their problems.  They need to change fundamentally their approach to the 

economy and also to the political system.  They have serious issues. 

 

In terms of domestic demand, it is true that we saw immediately after the crisis that 

the countries that were dependent on exports recovered more quickly.  I think it was 

natural that, as world trade and trade within Europe recovered, these countries came 

out of it quickly.  We emphasise here that it was interesting to see that domestic 

demand is now again driving growth.  I tried to point out that the sources of domestic 

demand vary in different countries.  In some countries it was inventory build-up, in 

some it was fixed investment and in others it was consumption.  I would not make too 

much of this broad common feature that domestic demand drives growth.  South-east 

Asia is an exception, where this is not true.   

 

I cannot give you much more detail than that.  It is an interesting observation that, 

after the initial boost to exports, domestic demand is picking up, which I think is 

encouraging.  We also see that credit is starting to flow back into these economies.  

There is a genuine recovery within these economies, it is not relying purely on 

external demand. 

 

A SPEAKER (Interpretation):  In the morning session today Sergei Storchak, the 

Russian Deputy Minister of Finance, announced a four-year expert forecast for the 

Russian economy to the effect that by 2015 GDP growth will be 1 per cent higher 

than the world average.  How do you view this optimistic forecast for Russia?  What 

would the Bank’s strategy for Russia be in the foreseeable future? 

 

MR BERGLOF:  When it comes to growth in Russia, we should remember that it was 

mentioned in the discussion this morning that Russia was the G20 country with the 

deepest output fall and it will take about three years for it to get back to the level it 

had in 2008, so growth rate now of 4+ per cent is not overly impressive and is 
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probably below the potential.  In addition, a lot of this comes from quite high energy 

prices.  Even the growth rate that was mentioned, which is indeed somewhat higher 

than the global level, is not what Russia has the potential to generate.  To fully reach 

its capacity in terms of  long-term sustainable growth rate it needs to undertake a 

broad set of reforms.  It needs to improve its investment climate.  In Russia at the 

moment much is on hold awaiting the outcome of the presidential elections or at least 

knowing who the presidential candidates will be.  There is unfortunately a bit of a 

holding pattern in terms of addressing the very important issues.  The numbers that 

I presented earlier give some indications of where the weaknesses are, both in terms 

of fiscal policy and, maybe more importantly, in terms of addressing the weaknesses 

in the business environment.  We also have capital outflows from Russia now, which 

is quite unusual for an emerging market.  Some of this may be speculative inflows 

leaving but it is a sign that at the moment Russia is not attracting foreign direct 

investment and is not living up to its potential. 

 

In terms of what the EBRD will do in Russia, we are very much sticking with our 

approach to provide support.  Energy efficiency is very high on our agenda in Russia, 

both trying to provide credit to energy efficiency investments in small companies but 

also looking at large companies and undertaking energy audits.  We want to be part of 

infrastructure, creating transparency around very complex infrastructure projects and 

municipal infrastructure, as well.  We want to be part of supporting the diversification 

of the Russian economy.  We are working on a number of projects to help in 

particular the higher value added part of the Russian economy.  Agribusiness is also 

an important part;  Russia has tremendous potential in that sector. 

 

I think those would be the priorities I would focus on. 

 

A SPEAKER (Interpretation):  How do you view the candidacy of 

Grigoriy Marchenko as head of the IMF? 

 

A SPEAKER:  At the moment the government  is realising the plans of industrial 

relations and where the economy is going to need … 
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MR WILLIAMS:  Can we take one question at a time?  Can we keep some order? 

People have been putting up their hands.  I shall get to as many people as I possibly 

can.  It does not help if you leap in and take over. 

 

MR BERGLOF:  I consider Grigoriy Marchenko a friend and a very competent 

person in his current position.  He played a very important role in dealing with the 

impact of the financial crisis in Kazakhstan.  He also has experience from the private 

sector which I think helps him in his current position.   

 

As for the role of Managing Director of the IMF, that process is still open.  It is very 

important to us who is head of the IMF.  I worked very closely with the IMF in the 

crisis.  We are now working very closely with the IMF in trying to deal with some of 

what we saw as vulnerabilities in the crisis.  We are engaged with them in building 

local currency markets and local capital markets.  The IMF is a very strong institution, 

full of competent people, and it is important that it gets an important leader, whether it 

is a he or a she. 

 

A SPEAKER (Interpretation):  I should like to hear your opinion with regard to the 

extent to which investment in Kazakhstan is now profitable and what the risks are for 

the country. 

 

MR BERGLOF:  Given the current prices of many raw materials, there are clearly 

quite high returns to that part of the Kazakh economy.  What I think is more important 

for Kazakhstan in the long term is what is happening in the rest of the economy.  It is 

important to get credit flowing into the non-resource sector, to deal with the needs for 

more value added in that sector, to be more competitive internationally;  and also to 

develop some other parts of the economy where there is tremendous potential – again, 

agribusiness and the whole food sector are very important – and to try to support these 

sectors by investing in human capital, both at the secondary level and at the university 

level.  I think those would be the key factors influencing long-term sustainable growth 

in Kazakhstan.  That is where you then also create profitable opportunities for 

Kazakhstani investors and for foreign investors. 

 

1004 Press and Chief Economist 12 



MS CURBERSAND (?) Russia (Interpretation):  Can you tell us which projects in 

Russia are the most problematic in terms of getting your money back and who in the 

Bank is the person to talk to with regard to new projects in Russia? 

 

MR BERGLOF:  It is probably not I who knows what specific new projects there will 

be.  Russia is not an easy country in which to operate, and that is exactly why we are 

there.  I gave you some of our priorities in Russia.  If you want specifics on individual 

projects, I guess you should talk to Natasha Khanjekova, who is our Director of 

Russian Operations and who is here in Astana.   

 

Russia is our single most important country of operation in terms of business volume.  

It is very important that we can feel that we are a trusted partner of the Russian 

Government.  We very much appreciate the attention that the Russian Government is 

paying to developing our relationship, involving us in important projects and in seeing 

a role for us as a sort of third party in many cases, which creates transparency in 

transactions.  To us, that is probably the single most important role we have. 

 

INTERNATIONAL AGENCY FERGANA NEWS, UZBEKISTAN (Interpretation):  

In practice our relations with the EBRD are frozen.  What do you think we need to do 

to make our country more active, or proactive, in relationships with the EBRD? 

 

MR BERGLOF:  I think that for Uzbekistan there are many things that should happen 

in order to profit more from what EBRD can contribute.  It is a little like the response 

I gave in terms of Belarus.  I think that fundamental changes are needed in the 

economic policy to make use of what EBRD can contribute in terms of developing the 

private sector, creating transparency, promoting better use of energy resources, and so 

on.  We certainly look at Uzbekistan and see that a lot of resources are unfortunately 

not being used in the most efficient way because of the policies of the government.  

Our relationship with Uzbekistan is very much coloured by the economic policies of 

the government. 

 

A SPEAKER:  You said that you support Greek banks.  Can you give me a round 

number of how much you gave them?  Is it possible to compare it with the new 

initiative that should come out here of supporting countries in North Africa? 
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MR BERGLOF:  We have had a long relationship with many of the Greek banks 

which pre-dates our latest involvement.  We decided in the middle of last year to 

engage with the subsidiaries of Greek banks with the prospect of trying to wean them 

off their strong dependence on funding from their parent banks.  We thought these 

were important operations in our countries of operation.  They are all systemic banks 

in those countries and we thought it was important to try to help them towards more 

reliance on local funding and to support them in being less dependent on support from 

their parent banks.   

 

Altogether we have opened up for around €1 billion and we have committed half of 

that. 

 

A SPEAKER:  What is the worst-case scenario if there is a default in Greece? 

 

MR BERGLOF:  I am probably not here to develop the worst-case scenario in 

Greece.  As I alluded to in my opening remarks, it is extremely important to Europe as 

a whole but also to our region that there is a constructive and orderly resolution to 

Greece’s problems.  We can speculate around what exactly the impact would be if 

something disorderly happened.  For Greece itself it may not be of such significance 

but the potential for spill-overs if this is not handled in an orderly way is very 

significant.  It would have major implications not only for western Europe but 

particularly for those countries in central and eastern Europe that depend on the banks 

of the countries.  In addition, if there are effects on growth in the countries in western 

Europe, that will have an impact on us.   

 

MR WILLIAMS:  On that optimistic note, if there are no further questions, I hope to 

see most of you tomorrow afternoon at President’s Mirow’s press conference.  Thank 

you very much indeed, and thank you, Erik. 

 

_________________________ 


