
Global issues 
Greek voters reject bailout proposal
The Greek debt crisis escalated sharply as the final deadline to 
extend the Greek Master Financial Assistance Facility Agreement 
beyond 30 June approached. After months of negotiations, the 
Greek Government and its creditors repeatedly failed to find an 
acceptable compromise in order to release an urgently needed €15.3 
billion in new loans. The Government broke off negotiations on 26 
June and called a referendum on the bailout proposals put forward 
by the troika lenders (the European Commission, European Central 
Bank (ECB) and International Monetary Fund (IMF)), which was 
held five days after the Greek Master Financial Assistance Facility 
Agreement had already expired. On 5 July, an overwhelming 
majority of Greek voters voted to reject the bailout proposals. 

In the interim, the failure to release the needed loans meant 
that the Greek Government missed a payment of €1.5 billion due 
to the IMF on 30 June and has struggled to meet cash pension 
payments. Until the missed payment to the IMF is cleared, no 
further disbursements from the IMF will be forthcoming, which 
poses an added challenge to any new bailout agreement. The Greek 
Government considers that the result of the referendum gives them 
a stronger negotiating position with the Eurogroup over a new 
bailout programme. However, other European leaders, finance 
ministers and parliaments have yet to agree that there necessarily 
will be any new bailout programme, let alone whether they are 
willing to offer additional concessions, such as debt restructuring 
or relief.

On 29 June, Greece’s Financial Stability Council imposed 
highly restrictive capital controls in Greece, with strict limitations 
on international transfers from Greek bank accounts, and a limit 
on cash withdrawals from any account of €60 per day. The controls 
are far more stringent than those imposed in Cyprus in 2013, 
where daily cash withdrawals were limited to €300. The Athens 
Stock Exchange and all Greek banks, with the exception of a few 
that have been authorized to issue partial payments of pensions, 
have been closed since 29 June. While the banks were originally 
due to re-open on 7 July, the re-opening has been delayed. There 
is little prospect of an easing of capital controls until the ECB lifts 
the cap on Emergency Liquidity Assistance (ELA) well above its 
current level of €89 billion, or the banking system is recapitalized 
through loans from the European Stability Mechanism (ESM), 
which will require another protracted period of negotiations with 
the Eurogroup. 

Since February 2015, ELA issued by the National Bank of 
Greece has provided vital liquidity to Greek banks in the face of 
severe capital flight, as depositors moved billions of euros abroad 
in an attempt to safeguard the value of their savings in the event 
of a euro exit. According to the Statute of the European System of 
Central Banks and the ECB on the provision of ELA, ELA can only 
be provided to solvent financial institutions that are facing tempo-
rary liquidity problems. It is not clear that all banks receiving ELA 
currently fulfil this requirement. Easing capital controls, without 
first providing a decisive and credible commitment to retain the 
currency in which deposits are denominated, can be expected to 
prompt renewed capital flight out of Greece. This, in turn, could 
expose undercapitalized banks, prompting a sudden withdrawal of 
ELA and a collapse of the banking system.

Unless a new bailout programme is put in place, the looming 
prospect of a potential collapse of the Greek banking system could 
trigger a withdrawal of Greece from the monetary union. In this 
event, steps must be taken to minimize the spread of any financial 
and political disruption to countries outside of Greece. Thus far, 
financial markets’ reaction to the Greek crisis has been relatively 
subdued. While the euro has depreciated marginally since nego-
tiations broke down on 26 June, there is no evidence of a loss of 
confidence in the currency as a whole. Yields on ten-year govern-
ment bonds in Europe have been rising over the last few months, 
but the spread over Germany has remained relatively stable outside 
of Greece. Yields on two-year bonds have been much more volatile, 
however, and spreads have jumped in Italy, Portugal and Spain. If 
signs of contagion from the Greek crisis to other markets inten-
sify, the ECB and other institutions should be prepared to respond 
quickly and decisively with the tools, such as Outright Monetary 
Transactions, that were designed specifically to cope with contagion 
crises. Greece’s position within the European Union (EU) would 
also have to be clarified immediately, to prevent speculation on the 
future integrity of the EU. 
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Summary
 � Greek voters reject bailout proposal
 � Several new EU members and South-Eastern European 

nations face risks of spillover effects from the Greek 
debt crisis

 � India and other South Asian economies register strong 
economic growth 
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Developed economies
North America: synchronized economic slowdown in the US  
and Canada during the first quarter 
During the first quarter of 2015, gross domestic product (GDP) for 
both the United States of America and Canada declined from the 
previous quarter at an annualized rate of 0.2 per cent and 0.6 per 
cent, respectively.  Both economies suffered from lower investment 
in the energy sector, after crude oil prices collapsed, followed by a 
decline of about 20 per cent in investment in the category of non-res-
idential structures in both countries. Expansion in consumption 
also decelerated significantly; in the United States, the growth rate 
for private consumption dropped from 4.4 per cent for the fourth 
quarter of 2014 to 2.1 per cent, while in Canada this rate lowered 
from 2.1 per cent to 0.4 per cent. Conversely, residential investment 
and inventory changes contributed positively to GDP growth in 
both countries, whereas government expenditures and net exports 
contributed differently in the two economies. In the United States, 
both government expenditure and net exports contributed to the 
GDP drop, whereas in Canada, both served as buffer to the decline. 
Recent statistics covering the second quarter show that labour 
markets expanded in both economies. For the first five months of 
2015, employee levels increased by 20,000 per month in Canada 
and by 217,000 in the United States.          

Developed Asia: higher tax base effect on inflation faded out in Japan 
GDP growth rate in Japan for the first quarter of 2015 was revised 
upward, from a 2.4 per cent annualized rate to 3.9 per cent, which 
is notably higher than the 1.2 per cent growth for the fourth 
quarter of 2014.  Nevertheless, even after two consecutive quarters 
of economic growth, the level of GDP is still 1 per cent lower than 
one year ago.  Revised data revealed that growth in recent quarters 
was mainly due to nonresidential fixed investment and in particular 
to change in inventory stocks. Household consumption expanded 
during the past three quarters, but its level is still more than 4 per 
cent lower than the pre-hike level of April 2014. Meanwhile, the 
higher tax’s base effect on inflation faded out, as both headline 
and core CPI inflation rates dropped significantly. In May 2015, 
the headline inflation for Japan was only 0.5 per cent, while the 
figure for May 2014 was 3.7 per cent.  One factor leading to lower 
inflation was the slowdown in growth of real wages. In May 2015, 
the average real wage was only 0.1 per cent lower than one year ago, 
while it was 2.7 per cent lower than two months ago.

Western Europe: surprise interest-rate cut in Sweden
The crisis in Greece has overshadowed and threatens to derail an 
otherwise improving outlook for much of Western Europe. GDP 
growth has become more broadly-based, with a strong rebound 
in Denmark, Ireland, the Netherlands and Spain. While Austria, 
Finland, France and Italy have been slow to revive, partly reflecting 
the overhang of bank fragility in the aftermath of the financial 
crisis, some more positive signs of growth have emerged from these 
economies as well in the first half of 2015. The immediate threat of 
deflation has eased, with prices rising for two consecutive months 
in the euro area, demand for new loans is rising, and retail sales 
have strengthened, while confidence indicators are generally stable 
or improving.   

Sweden stands out as one of the stronger economies in 
Europe, with GDP growth of 2.3 per cent last year, and a year-
on-year rise of 2.6 per cent in the first quarter of 2015. Inflation 
stands at 0.9 per cent, well below the Riksbank target range, but 
somewhat higher than most other EU economies. It therefore came 
as a surprise when the Riksbank decided on 1 July to cut Swedish 
interest rates by 10 basis points to -0.35 per cent. The Swedish 
central bank cited concerns regarding the crisis in Greece and the 
impact on the exchange rate of the Swedish krona vis-à-vis the euro. 
Since the start of 2014, the Swedish krona has depreciated by more 
than 6 per cent against the euro, despite the relative strength of the 
economy. It would seem that monetary policy in Sweden has taken 
to targeting the exchange rate in an effort to achieve its inflation 
mandate. 

The new EU members: interest rates were cut to new record lows
Industry and exports continued to drive economies of the new EU 
members in April-May. In June, the Russian Federation extended 
by one year its food import ban on a range of products from the 
EU. This embargo affected agricultural exports of the Baltic States 
and Poland, but only partially, as those sales were redirected either 
to EU countries or to the domestic market. In Poland, where the 
first quarter growth has been revised up to 3.6 per cent, industrial 
production growth accelerated in May to 2.8 per cent. Business 
sentiment in the region, despite some fluctuations, remains in posi-
tive territory, and favourable trends in labour markets continue. In 
Poland, the rate of registered unemployment dropped to 10.8 per 
cent in May, reaching the lowest level since 2009, thanks to job 
creation in the private sector. Inflationary pressures remain weak in 
those countries, which has led to interest-rate cuts by several central 
banks in May and June, such as those in Hungary and Romania. 
In late June, bonds, stocks and currencies (for those with flexible 
exchange rates) of new EU members lost value as a result of the 
Greek debt crisis. Among them, Bulgaria and Romania, which have 
the closest banking links and trade exposure to Greece, can still 
rely on existing capital buffers and specific arrangements, including 
swap lines from the ECB, to mitigate spillover effects. 

Economies in transition
CIS: further monetary loosening in the Russian Federation
In the Russian Federation, economic contraction deepened in the 
second quarter, with GDP declining by 4.2 per cent in April and 
4.9 per cent in May. The Central Bank of the Russian Federation 
cut its policy rate in mid-June from 12.5 per cent to 11.5 per cent, 
and further reductions may be expected. The Russian rouble has 
stabilized since May, and the central bank’s focus has shifted to 
rebuilding reserves. For Ukraine, near-term growth prospects 
continue to depend on the success of restructuring the country’s 
external debt. In Kazakhstan, where GDP rose by 2 per cent in 
the first quarter, short-term output indicators for May suggest 
that growth may slightly accelerate in the second quarter, despite 
subdued bank lending. Negotiations between Kazakhstan and the 
World Trade Organization were completed, and the country will 
likely join the organization sometime in 2015. Lower oil prices 
continue to affect current-account surpluses of CIS energy-ex-
porters. In Azerbaijan, for instance, the surplus declined from $3.3 
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billion in the first quarter of 2014 to just $58 million in the first 
quarter of 2015. However, the economy grew by over 5 per cent 
in January-May thanks to the non-energy sector. Exports of food 
and other products to the EU, facilitated by the weaker currency, 
contributed to stronger-than-expected GDP growth in Moldova, 
4.8 per cent in the first quarter. In the first quarter, remittances 
from the Russian Federation dropped by 47 per cent in dollar 
terms, affecting many small economies in the CIS.  

South-Eastern Europe: central banks cautious about capital  
outflow to Greece
The region has been benefiting from the recovery in Europe. In 
the former Yugoslav Republic of Macedonia, for instance, GDP 
increased by 3.2 per cent in the first quarter. In Serbia, inflation 
remains subdued; consumer prices fell by 0.3 per cent in May, 
bringing annual inflation down to 1.5 per cent. In June, the 
National Bank of Serbia cut its key policy rate by 50 basis points to 
6 per cent, based on expectations of disinflation, caused by external 
factors and tight domestic fiscal policy. South-Eastern Europe is 
prone to spillover effects from the Greek crisis, as Greek banks 
control a significant share of the region’s banking sector. However, 
local banks are generally well capitalized and in some cases parent 
banks cannot easily remove capital from their local subsidiaries. In 
late June, Serbia and the former Yugoslav Republic of Macedonia 
introduced capital controls to stem capital outflows to Greece.

Developing economies
Africa: weaker currencies are driving monetary policies  
on multiple fronts
The Central Bank of Nigeria excluded importers of selected goods 
and services from foreign-exchange purchases in the Nigerian 
foreign-exchange market. The measure is aimed at limiting high 
demand for foreign currencies and supporting the naira, which 
has suffered from lower foreign-exchange earnings due to lower oil 
prices. Monetary policy saw further tightening measures across the 
continent; authorities in Kenya and Uganda, for example, increased 
their policy interest rates by 150 basis points to 10 per cent and 
by 100 basis points to 13 per cent, respectively. The moves were 
aimed at shoring up domestic currencies and addressing increased 
inflation pressure. In Kenya, tourist arrivals fell sharply by more 
than 25 per cent in the first five months of this year because of 
increased security concerns, causing significant ripple effects in the 
economy in the form of hotel closures, job losses and less consump-
tion spending by tourists. Zambia raised the possibility to issue 
further international bonds in view of increased financing needs as 
a consequence of lower copper prices. The coupon on such new debt 
issuance would be higher than for previous rounds of financing, 
given the imminent tightening in benchmark US interest rates. 
This would result in raising debt-service payments, in addition to 
increased exchange-rate risks. 

East Asia: China and Republic of Korea cut policy rates 
On 28 June, People’s Bank of China cut the benchmark interest 
rates for the fourth time since November last year. The one-year 
lending rate and the deposit rate were cut by 25 basis points to 4.85 
per cent and 2.0 per cent respectively. Reserve requirement ratios 

were also cut for financial institutions targeting the agricultural 
sector and micro/small enterprises. The cuts came as the Chinese 
stock markets experienced significant losses of market capitaliza-
tion in the second half of June. The Shanghai Composite Index 
closed the month with a 17 per cent drop from the peak on 12 
June (a further sharp decline in the beginning of July has triggered 
a number of policy measures in an attempt to stabilize the equity 
markets: more detailed information will be included in the next 
Monthly Briefing). May data shows that economic momentum 
remains weak, but with some positive signs. Compared to April, 
fewer of the 70 major cities monitored by the Government witnessed 
a monthly decline of new home prices. On a year-over-year basis, 
industrial output growth accelerated for two consecutive months 
and retail sales growth remained relatively stable. However, urban 
fixed asset investment growth continued its decelerating trend that 
began in the second half of 2014, largely a result of the ongoing real 
estate market adjustment.      

On 11 June, for the second time this year, Bank of Korea 
(BOK) cut its policy rate, to an all-time low of 1.5 per cent. BOK 
considers it a preemptive move to soften the negative impact of 
the spread of the Middle East Respiratory Syndrome on economic 
activities. The rate cut also came as exports in May suffered the 
worst year-on-year fall since 2009, dropping by 10.9 per cent. 

South Asia: Bangladesh, India and Sri Lanka report strong GDP growth
Recently released GDP data have confirmed the positive outlook 
for several South Asian countries, notably Bangladesh, India 
and Sri Lanka. India’s economy grew by 7.5 per cent in the first 
quarter of 2015, up from 6.6 per cent in the previous three months. 
Private consumption was the main driver of growth—expanding 
by 7.9 per cent year on year—as demand was boosted by lower oil 
prices, falling inflation and interest-rate cuts. The manufacturing 
and service sectors expanded strongly, whereas agricultural output 
declined owing to a weak monsoon season. With consumer price 
inflation hovering around 5 per cent, the Reserve Bank of India cut 
interest rates for the third time in 2015, reducing the repurchase rate 
in June by 25 basis points to 7.25 per cent. According to provisional 
data, Bangladesh’s real GDP growth accelerated from 6.1 per cent 
in the fiscal year 2013/14 to 6.5 per cent in 2014/15 despite political 
turmoil and transport blockades in early 2015. Sri Lanka’s economy 
expanded by 6.4 per cent in the first quarter of 2015, the same 
pace as the last quarter of 2014. In Pakistan, the Government has 
recently implemented a series of emergency measures in response 
to a heat wave that crippled the country’s power and water supplies 
and overwhelmed public hospitals.

Western Asia: narrower twin deficit in Turkey,  
but vulnerability remains
In Turkey, the fiscal budget recorded a surplus in May 2015, bringing 
the cumulative deficit down to 2.4 billion Turkish lira (about $900 
million), between January and May 2015. The deficit for the first 
five months of the year is now narrower than a year ago, which 
is consistent with the Government’s target of reducing the annual 
fiscal deficit from 1.3 per cent of GDP in 2014 to 1.1 per cent of 
GDP in 2015. The current-account deficit was also reduced to 14.5 
billion Turkish lira between January and April 2015, from 16.7 
billion for the same period one year earlier. The current-account 
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balance benefited from a narrower merchandise trade-account 
deficit and a higher services-account surplus. This performance 
reflects the effects of lower oil prices and the weaker Turkish lira, 
which reduced demand for imports and made national goods 
more competitive. On the other hand, the primary income deficit 
widened, indicating a higher repatriation of profits from foreign 
investors. The main concern, however, is the decreasing and insuf-
ficient level of capital inflows to cover the current-account deficit. 
The challenge may become even more acute if the current-account 
deficit for the whole year of 2015 is not significantly lower than the 
5.7 per cent of GDP in 2014, and if capital inflows become more 
constrained, especially once the United States Federal Reserve 
increases interest rates.  

Latin America and the Caribbean: China reveals investment plan  
of $250 billion for the next decade
In recent years, Chinese investments in the region have remained 
relatively subdued, with foreign direct investments reaching about 
$9 billion to $10 billion on average per year. These investments 
have been concentrated in natural resources sectors, such as oil, 

gas and minerals, and in infrastructure projects, particularly in 
Argentina, Brazil, Ecuador and Peru. However, Chinese invest-
ments in the region are expected to upsurge in the coming years, as 
the country pursues its global quest for energy and raw materials, 
and seeks to intensify its economic relations with Latin America. 
In recent months, the President of China committed to a $250 
billion investment plan for the next decade, and the Prime minister 
signed several investment, financial and cooperation agreements in 
Brazil, Chile, Colombia and Peru. For instance, Brazil revealed 
China’s $50 billion support for investments projects in the coming 
years, mainly focused on upgrading domestic infrastructure. The 
Chinese investments and loans in Brazil could be expanded further 
in the coming years, including also a 3,300 miles transcontinental 
railroad from the Brazilian Atlantic coast to the Peruvian Pacific 
coast. Also, it was reported that Chinese banks granted $7.0 billion 
in new loans to the Brazilian state-owned oil company, Petrobras. 
In Chile, China’s Prime minister signed a currency swap agreement 
that will ease demand for foreign exchange up to $3.6 billion for 
the next three years, with the objective of facilitating trade and 
investment flows between countries.  
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