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Fitch On: Central and Eastern Europe is a 
curated compilation of Fitch Ratings’ in-
depth research and commentary. This edition 
examines the macroeconomic outlook for 
Central and Eastern Europe, accounting for 
crucial regional variables including political 
stability, government responses to Covid-19, 
and more. 

Ratings for sovereigns in the region range 
from BB+ (North Macedonia, Serbia) to AA- 
(Czech Republic, Estonia).

At Fitch, our seasoned team of analysts 
collaborate across sectors to provide global, 
integrated analysis and commentary. Across 
Central and Eastern Europe, we cover 
121 issuers, including 40 in Corporates, 
45 in Financial Institutions and 36 in 
International Public Finance, as well 
as four covered bond programmes. We 
hope this issue, as well as future ones, serve 
as valued resources to help you make more 
informed investment decisions. We welcome 
comments, including suggestions for topical 
or credit-specific research for future issues. 
For our latest insights on the CEE region, 
please visit our Europe page.

About Fitch On: Central and Eastern  
Europe 

https://www.fitchratings.com/region/europe
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Fitch Ratings expects credit conditions for sovereigns in 
emerging Europe to improve in 2022. We project that 
fiscal balances will narrow in all, as solid growth supports 
revenue, and Covid-19 pandemic-related spending is 
reduced, stabilising median general government debt/
GDP.

Debt dynamics will remain generally supportive. 
Marginal funding costs will increase as domestic policy 
rates are tightened as inflation rates rise and some 
developed-market central banks tighten policy, but will 
be low on an effective basis. Economic growth should 
remain favourable, particularly for EU members that 
benefit from higher fund transfers.

Non-EU sovereigns are less well-positioned. Effective 
funding rates are generally higher, pressures from 
inflation are greater, the slowdown in growth will be 
more pronounced and the risks from the pandemic 
are higher. However, improvements in policy credibility 
have been maintained and together with strengthened 
reserve positions and high commodity prices, should 

reduce the scope for exchange-rate pressures that feed 
into public debt levels. Turkey is an exception.

The rating outlook for the region is broadly balanced. 
Three sovereigns have Positive Outlooks and four 
Negative. All of the four Negative Outlooks resolved 
in 2021 reverted to Stable, although Turkey’s was 
returned to Negative in December due to elevated risks 
stemming from economic policy missteps.

Each of the three sovereigns that currently have 
Positive Outlooks (Bulgaria, Croatia and Ukraine) also 
had Positive Outlooks at the onset of the pandemic 
that were then revised to Stable. Beyond demonstrating 
resilience to the coronavirus shock, the Positive 
Outlooks for Bulgaria and Croatia (which was upgraded 
in November) reflect progress towards euro accession. 
Two of the Negative Outlooks we put in place early in 
the pandemic (North Macedonia and Romania) reflect 
uncertainty over the trajectory of public finances. 
Belarus’s Negative Outlook reflects idiosyncratic 
financing concerns.

Sovereign: Regional

Emerging Europe Sovereign Debt Ratios to Stabilise (Dec 2021)
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Eastern European (EE) lessors are well-placed to benefit 
from post-pandemic demand for leasing products but 
volume growth could be hampered by constrained 
funding access. Following a decline in new business 
generation in 2020 (21% lower yoy by lease volumes), 
business volumes recovered in 1H21 (up 13% yoy). 
Maintaining these growth rates, however, will in many 
cases depend on local banks’ willingness to increase 
exposure to the local leasing sector.

Leasing requires considerable long-term funding and 
most EE lessors rely on lending from local banks, with 
access to other funding sources underdeveloped. This 
often leads to concentrated funding profiles and in 
some cases interrupted access to funding, hampering 
growth prospects. An exception to this is Poland where 
larger lessors have well-established access to local 
short-term capital markets. As a result, both leasing 
penetration and recent growth rates in the Polish 
market are above the EE market average.

Leasing penetration in other EE markets remains low, 
with subsidiaries of international companies often 
dominating operating leasing product offerings, leading 
to high lessor concentration. Domestic lessors are often 
small.

Despite falls in new business origination, EE lessors’ 
performance has been relatively resilient during the 
pandemic, helped by generally long-term leases (with 
improving revenue predictability) and contained lessee 
defaults, helped in many cases by government support 
schemes.

Lessors that are units of banking groups or of large 
international lessor groups are best-positioned to 
make the most of the growth opportunities given 
their funding access. For independent lessors, small 
franchises and concentration by product and income 
sources weigh on Fitch’s franchise and business model 
assessments, often constraining creditworthiness.

The economies of sovereigns in emerging Europe 
are continuing to rebound from the effects of the 
pandemic, as businesses adjust to restrictions, 
vaccination progresses, and official support remains in 
place, but renewed waves of the virus are hitting activity.

The prolongation of this disruption continues to put 
pressure on public finances, but financing stresses 
have not been evident. The rate of inflation has picked 
up in much of the region, prompting monetary policy 
responses.

Rising US long-term interest rates generally have 
had little effect on the bulk of the region given the 
predominance of euro funding for Central and Eastern 
Europe (CEE).

The region’s ratings have weathered the pandemic, 
with only Slovakia receiving a downgrade. However, 
the impact on public and external finances, combined 
with some idiosyncratic factors, have contributed to 
Negative Outlooks for certain CEE sovereigns. Of those, 
North Macedonia and Romania have been on Negative 
Outlook since the pandemic’s onset, while a Negative 
Outlook was placed on Slovakia in November of 2020. 

On the improvement side for 2021, Bulgaria’s Outlook 
was revised back to Positive, due to the dissipation of 
pandemic-related macro risk, underpinned by a more 
resilient economy, a sound policy framework, and 
progress towards euro adoption.

Recovery from Covid-19 Pandemic Evident in Emerging Europe (May 2021)

Eastern Europe Lessors’ Post-Pandemic Opportunities Depend on Funding 
Access (Dec 2021)
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Rule of Law a Contentious Issue in CEE: 

The rule of law has been a contentious issue in the EU 
in recent years. This reflects concerns over the potential 
undermining of institutions and erosion of independent 
checks and balances in some member-states, and the 
lack of an effective sanctioning system. The concerns 
are most pronounced in some CEE countries. Rule of 
law and associated issues of governance are only set to 
increase in importance in the region, given the explicit 
conditionality associated with adherence to these values 
under the Next Generation EU Funds (NGEU) facility.

Where Do Countries in the Region Stand on Rule  
of Law Issues? 

Bulgaria: 

Bulgaria’s rule of law metrics, as measured by the WGIs, 
saw a modest deterioration in 2016-2017, before 
returning to 2015 levels by 2019. In recent years, the 
European Commission (EC) has highlighted judicial 
independence and the fight against corruption as two 
challenges. Issues include the role of the prosecutor 
general and that of the Supreme Judicial Council, and 
in particular adverse political interference in these 
institutions. Large-scale protests, such as those in 
summer 2020, have centred around negative public 
perceptions of these issues. Over the next few years, 
Bulgaria will see additional pressure to address rule of law 
issues as grant disbursement under the NGEU will be tied 
to progress in such areas. 

Croatia: 

Rule of law in Croatia has not changed much since 2015. 
The EC reports some progress in speeding up judicial 
processes and highlights a robust media landscape and 
adequate policy framework to tackle corruption. The 
country’s main challenges are around low perception 
of judicial independence, limited financial resources for 
judicial/prosecution bodies that reduce efficiency, and 
corruption problems within regional administrations. 
Political stability in recent years has not translated into 
significant rule of law reforms. 

Czech Republic:

The Czech Republic’s performance on rule of law has 
remained largely unchanged in the WGI in 2015-2019. 
As of 2019, the country scored in the 82nd percentile 
on the rule of law, the third best performer in CEE behind 
Estonia and Slovenia. Nonetheless, some gaps in the 
regulatory/legal framework persist. For instance, bribery 
by Czech institutions or individuals overseas is not 
explicitly criminalised in the Czech criminal code, and 
in 2019, Prime Minister Andrej Babis was found by the 
EC to be in a position of conflict of interest in allocation 
of EU funds of about CZK450 million (EUR17.4 million). 
Some concerns also exist over the lack of transparency of 
media ownership structures, which have been perceived 
as paving the way for undue political influence in the 
media. 

Estonia:

Estonia’s WGI score on rule of law has been high and 
improving over the past decade, standing at the 87th 
percentile in 2019. The very high level of adoption of 
information and communication technology in the 
functioning of government and the judicial system has 
been supportive of Estonia’s governance standards. 
Estonia is preparing a new anti-corruption strategy 
to complement its existing legal and institutional 
mechanisms. 

Hungary: 

Hungary ranks in the middle of CEE countries on rule of 
law indicators and its WGI score has been broadly stable 
since 2015. The 2019 WGI showed a dip, potentially 
reflecting attempts to institute a ‘parallel’ judicial system 
called the administrative courts in 2018-2019, which 
was subsequently abandoned. Reforms to judicial 
appointment systems also appear to be adversely 
affecting independence of institutions. On a more 
indirect level, the government has been increasing its 
control over nongovernmental, scientific and cultural 
institutions. Media plurality has also reduced with a 
significant proportion of media ownership concentrated 
in the hands of businesses seen as friendly to the 
administration. 

Rule of Law and Sovereign Ratings in Central and Eastern Europe (June 2021)



9Fitch On: Central and Eastern Europe

Latvia:

There has been broad stability in terms of rule of law in 
Latvia. According to the EC, there has been progress in 
improving the quality, efficiency and accessibility of the 
judiciary, as well as a more robust framework to combat 
corruption.  Following high-profile issues regarding 
money laundering in the financial sector, the authorities 
have made progress in tackling regulatory gaps for 
financial crimes. 

Lithuania: 

Lithuania’s WGI scores have remained largely unchanged 
since 2015. The judicial system is highly digitised and 
efficiency is regarded by the EC as high. Moreover, the 
perceived independence of the judiciary has improved 
following the detention of high-ranking judges in a 2019 
corruption scandal. Lithuania’s anticorruption framework 
as well as checks and balances are largely in place and 
effective, though the EC has identified the need to speed 
up implementation of some anti-corruption measures. 

Poland: 

There has been a sharp deterioration in rule of law in 
Poland since 2015, as measured by the WGIs, and there 
have been significant related tensions with the EC. This 
decline has coincided with the rule of governments led by 
the Law and Justice (PiS) party. The EC highlights reforms 
that it says have weakened judicial independence, 
including the procedures for appointing and sanctioning 
judges. The EC has also raised concerns over the anti-
corruption framework and independence of associated 
institutions. Attention is now being focused on media 
ownership amid concerns about media independence 
(Poland’s ranking has fallen from 18 to 62 out of 180 
between 2015 and 2020 in the World Press Freedom 
Index).  
 
 
 

Romania: 

Romania’s rule of law metrics have stabilised since 2015 
after a rapid improvement driven by concerted efforts to 
improve the independence of judiciary and administrative 
bodies. These reforms were then either backtracked or 
weakened during the Social Democrat Party (PSD)-led 
government in 2016-2019. A large number of protests 
took place between 2017 and 2019 surrounding 
corruption issues and political interference in judicial 
cases, most prominently in that of a former leader of 
the PSD. In its latest rule of law report, the EC noted a 
reduction in tensions between Romania and EU regarding 
judicial and corruption issues as a new National Liberal 
Party administration took power and pledged to return to 
a reformist agenda.  

Slovakia:

Slovakia’s rule of law indicators have recorded a modest 
improvement since 2015. In general, institutional capacity 
remains weak compared with many of its peers. The 
assassination of an investigative journalist in 2018 led to 
a change in government and the election of a president 
seen as outside of the traditional political class and 
untainted by perceptions of corruption. Nevertheless, 
capacity constraints and perceived excessive political 
influence in key institutions (including the judiciary) are 
key challenges affecting rule of law and governance 
standards in Slovakia.

Slovenia: 

There has been improvement in rule of law in Slovenia 
since 2015, with the country ranking second only 
to Estonia in CEE (as of 2019). This reflects a strong 
institutional framework that fosters judicial independence 
and safeguards against corruption. The country has a 
good participative framework despite under-resourced 
programmes. The one main area of concern is regarding 
media freedom, in particular undue political interference. 
This issue has come to the fore since PM Janez Jansa 
took power for the third time in 2020, and could cause 
tensions with European institutions.
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Baltic economies have outperformed EU, eurozone 
and rating peers since the onset of the pandemic. 
Their contractions in 2020 were smaller and recoveries 
have been robust. GDP in all three Baltic economies 
had surpassed pre-pandemic GDP levels by end-June 
2021. Growth has been especially strong in Estonia, 
where the economy grew by 4.3% qoq in 2Q21. The 
outperformance in the Baltics reflects resilient export 
sectors, sizeable fiscal stimulus and rebounding 
consumer and investment demand. This regional 
outperformance is in stark contrast to the economic 
turmoil of the 2008 global financial crisis (GFC), after 
which it took these economies years to return to pre-
crisis levels.

We expect strong growth to be maintained, and forecast 
that Estonia will lead the recovery, with 9.7% growth in 
2021, followed by Lithuania and Latvia, at 5% and 4%, 
respectively. Over the next few years, all three economies 
will benefit from the inflow of EU funds (including from 
the Recovery and Resilience Facility) and investments 
under flagship infrastructure project Rail Baltica. 
Weighted regional growth is expected to remain strong 
at 4.5% in 2022 and 4% in 2023 – well above the 3.5% 
average for 2015–2019.

Higher Inflation, Wage Rates: 

Higher energy and food prices and rising wages have 
pushed inflation above EU and eurozone averages. 
While we expect these effects will be mostly transitory, 
persistent nominal wage growth due to labour shortages 
and continued loose monetary conditions could lead 
to a risk of more sustained inflation and potential issues 
due to international competition.

Baltics Sovereigns Strong Recovery Supporting Debt Stabilisation (Sep 2021)
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Fitch Ratings has upgraded Croatia’s Long-Term 
Foreign-Currency Issuer Default Rating (IDR) to ‘BBB’ 
from ‘BBB-. The Outlook is Positive. The upgrade of 
Croatia’s IDRs reflects the following key rating drivers 
and their relative weights:

High

Fitch expects Croatia to be in a position to join the 
euro in January 2023 due to its significant progress in 
meeting convergence and structural reform criteria, 
despite the pandemic shock, and political support at 
the wider eurozone level for Croatia’s membership. 
This is in line with the authorities’ official target, and 
is ahead of our previous expectations of 2024. Euro 
adoption is supportive of the rating, as it would provide 
the sovereign with reserve currency status, reduce 
transaction costs and limit exchange rate risk to 
corporate and household balance sheets. The Positive 
Outlook reflects further upward rating potential from 
the direct positive impact that euro adoption would 
have on the Sovereign Rating Model output, mainly 
through reserve currency flexibility. 

Medium

Croatia’s growth performance has been much 
stronger than we previously expected, thanks to 
better performance of the tourism sector and ongoing 
resilience of the export sector. Tourism arrivals in 
2021 are likely to reach 80% of 2019 levels, with the 
sector benefiting from the country’s perception as 
a safe destination with accessible road links to key 
tourism markets. Preliminary data point to tourism-
related expenditure already exceeding 2019 levels, 
which has been supportive of both employment and 
consumption. Exports of goods has also continued 
to perform strongly (up 43% yoy in 2Q21) pointing to 
resilient competitiveness. Overall, we now forecast GDP 
growth of 8.9% in 2021 (from 5.5% previously), with 
output set to exceed 2019 levels at the end of this year 
(compared with the eight years it took after the global 
financial crisis). 
 
 
 
 

Sovereign (Country-Specific)

Fitch Upgrades Croatia to ‘BBB’; Outlook Positive (Nov 2021) 
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The Polish Constitutional Court’s ruling affirming the 
primacy of Polish over EU law poses meaningful risks 
to growth and governance. A so-called ‘Polexit’, where 
Poland leaves the bloc, is very unlikely, but the ruling 
significantly escalates tensions between Poland’s 
government and the EU because it is fundamentally 
incompatible with EU membership.

The ruling published in the Journal of Laws on 12 
October comes against a backdrop of steadily 
increasing tensions. However, pro-EU public sentiment 
in Poland is strong and the EU accounts for 73% of 
goods exports and 88% of FDI inflows, and a significant 
number of Poles work in other EU countries. The 
economic costs of ‘Polexit’ would be very large and the 
political rationale is not readily apparent.

Nevertheless, the ruling presents a risk to Poland’s 
EU membership, which requires that member states 
recognise the primacy of EU law. It is unclear how or 
when this situation will be resolved, and much will 
depend on domestic political developments. If Poland 
took concrete steps towards leaving the EU, we would 
assess the likelihood of exit and potentially take a 
negative rating action, including but not limited to 
placing the sovereign on Negative Outlook or Rating 
Watch Negative. In an exit, we would review the rating 
in light of the likely impact on the economy, public 
finances, external finances and governance. Fitch 
downgraded the UK immediately after it voted to leave 
the EU in June 2016.

Regardless of the ultimate consequences, the ruling is 
negative for growth prospects. We believe the scope for 
the European Commission approving and disbursing 
the first payment of Poland’s NGEU funds in 2021 is all 
but extinguished. Delays well into 2022 and beyond 

would likely cause us to reduce growth forecasts for 
2022-2023 from 4.5% and 3.8%, respectively. NGEU 
funds are assumed to contribute a cumulative 1.8pp.

Greater risks would arise from suspending or stopping 
disbursements of Multi-Annual Financial Framework 
(MFF) funds from the 2014-2020 cycle (totalling 
EUR110 billion, of which Poland has absorbed only 
58%) or the 2021-2027 cycle (EUR111 billion). EU-
funded and co-financed investment underpinned 
average annual investment growth of 4.6% in 2014-
2019. Cessation would hit the budget by removing a 
source of direct revenue, preventing potential savings 
on capex (notably that to be funded by grants) and 
slowing the economy.

Poland’s external finances would be negatively affected 
as most EU MFF funds are received as capital transfers, 
resulting in a net positive balance of payments impact 
despite the accompanying investment-related import 
growth. EU funds are also a predictable source of hard-
currency external funding.

The December 2020 agreement on the NGEU and 
MFF is ambiguous on the requirement of adherence to 
the rule of law for receipt of funds, but delays indicate 
that the Commission can use extra-procedural delays 
to reinforce its negotiating position. However, formal 
thresholds for initiating sanctions and achieving 
consensus within the European Council and Parliament 
are high, the process is prone to delays, and the 
targeted country has opportunities to make its case and 
submit corrective plans of action, and may try to exert 
leverage through other channels. These dynamics and 
Poland’s approach to interpreting and implementing 
adverse ECJ verdicts will determine whether the 
confrontation escalates further.

Poland-EU Constitutional Court Ruling Is Negative for Growth, Governance 
(Oct 2021)

We forecast sustained economic momentum in 2022-2023 with GDP growth averaging 4%, broadly in line with ‘BBB’ 
peers, despite some persistent short-term risks related to renewed pandemic-related challenges and the potential 
adverse effects of higher energy costs on the corporate sector. Investment will remain a major growth driver, 
facilitated by EU financing programmes totalling around 40% of GDP over the next six years, making Croatia one 
the highest net beneficiaries of EU investment funds. We expect implementation challenges to persist, aggravated 
by supply bottlenecks in sectors such as construction, but anticipate there will be positive spill-overs to the wider 
economy from the rise in investment.
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Developments in October 2021 pose risks to 
governance. If the government follows the 
Constitutional Court’s verdict (as it is nominally obliged 
to), it would raise uncertainty about the validity of cross-
border contracts, the business environment and the 
broader regulatory framework. If it simply disregarded 
the verdict, this would undermine Poland’s own rule of 
law framework.

Delays to EU funding and governance concerns could 
weaken foreign direct investment in key sectors, 
particularly if investors viewed EU and single market 
membership as at risk.

The Polish government’s recently (November 2021) 
approved measures for the funding of local and regional 
governments (LRGs) will cause a deterioration in their 
financial situation and creditworthiness, and this may 
lead to rating downgrades. Furthermore, the legislation 
is insufficient to compensate LRGs for losses in personal 
income tax (PIT) revenue following the Polish Deal tax 
reform.

The Polish Deal tax reform will slash LRGs’ PIT revenue in 
2022. By our calculations, this will be about 11% lower 
compared to our expectations for 2021.

The envisaged subsidies (additional and development 
one) and other measures in the approved bill are not 
expected to compensate for the PIT revenue drop. LRGs 
will be forced to raise local taxes and fees for services, 
as well as cut expenditure by lowering the standard of 
services. A drop in current balances will be detrimental 
to LRGs’ investments as it will lower their self-funding 
capacity. 
 
 

We expect that LRGs with the lowest budgetary 
flexibility will be unable to balance their budgets at the 
current level and to comply with their individual debt 
service limits, thus being forced to introduce recovery 
proceedings.

We estimate that the 17 Fitch-rated cities will strive 
to increase revenue and cut spending. Still the failure 
to fully offset the PIT losses will put pressure on their 
ratings. We estimate that we may downgrade the ratings 
of some cities by between one and three notches in 
the medium term (up to three years). Fitch’s rating 
committees will decide about the scope of the impact 
of the Polish Deal on a particular issuer, upon receipt of 
budget projects for 2022 (together with multi-annual 
financial projections) and of information about the 
planned measures.

Conversely, for Fitch-rated regions, the impact of the 
reform should be low as the regions have a low share of 
PIT revenue in current revenue, thus we do not expect 
rating downgrades of regions as a result of the Polish 
Deal.

Polish Deal Reform May Lead to Local Governments’ Rating Downgrades  
(Nov 2021)
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Fitch Ratings has placed the Issuer Default Ratings of 
14 Polish local governments (LGs) on Rating Watch 
Negative (RWN). 

Under EU credit rating agency regulation, the 
publication of sovereign (including by CRA definition 
regional or local authorities of a state) reviews is 
subject to restrictions and must take place according 
to a published schedule, except where it is necessary 
for CRAs to deviate from this in order to comply with 
their legal obligations. Fitch interprets this provision as 
allowing us to publish a rating review in situations where 
there is a material change in the creditworthiness of the 
issuer that we believe it inappropriate for us to wait until 
the next scheduled review date to update the rating or 
Outlook/Watch status.

In this case the deviation was caused by the peer review 
of Polish municipalities following the fiscal reform 
‘Polish Deal’. The recently approved bills, including 
one implementing a number of changes in the LG 
revenue system, will lead to a change in the funding 
system of Polish LGs, with Polish municipalities the most 
negatively affected. The new system may change the 
financial profiles of the Fitch-rated municipalities and 
consequently impact their ratings.

The following issuers have been placed on RWN:

City of Bialystok (BBB; A+(pol))

City of Bydgoszcz (A-; AA+(pol))

City of Chorzow (BBB-; A(pol))

City of Czestochowa (BBB+; AA(pol))

City of Gdansk (A-; AAA(pol))

City of Gliwice (A-; AA+(pol))

City of Katowice (A-; AA+(pol))

City of Opole (BBB; A+(pol))

Municipality of Ostrow Wielkopolski (A-; AA+(pol))

City of Plock (A-; AA+(pol))

City of Poznan (A-)

City of Rybnik (BBB+; AA+(pol))

City of Rzeszow (BBB+, AA(pol))

City of Szczecin (A-; F1; AA+(pol))

City of Torun (BBB, A+(pol))

City of Warsaw (A-; AAA(pol))

City of Zabrze BB; BBB(pol))

Fitch Ratings has placed the IDR of Poznan (‘A-’), Torun 
(BBB), and Rzeszow (BBB+) on Rating Watch Negative. 

The RWN decisions follow the recently approved bills 
implementing the fiscal reform ‘Polish Deal’, which may 
change the financial profiles of the Fitch-rated cities and 
consequently impact their ratings.

Key Rating Drivers

The RWNs reflect our uncertainty about the possible 
impact the ‘Polish Deal’ fiscal reform may have on 
the financial profile of these cities. The implemented 
reform will lead to much lower operating revenue. The 
reform affects the LGs’ revenue from personal income 
tax (PIT). This constituted more than 25% on average 
of the total revenues of Fitch-rated municipalities. In 
our opinion, the compensatory measures envisaged 

in the amended regulation on the LG revenue system, 
will be insufficient to fully compensate the expected 
drop in PIT revenue. The municipalities will be forced to 
implement measures, such as increasing local taxes and 
fees and reducing of current spending, to counteract 
the revenue fall.

The municipalities, including Poznan, Torun and 
Rzeszow, are currently in the 2022 budget approval 
process, with mitigating measures being discussed in 
the local councils, which should be approved by the 
end of this year. If the municipalities fail to mitigate the 
projected drop in their operating revenue following 
the ‘Polish Deal’ reform, their Standalone Credit Profiles 
(SCPs) will deteriorate leading to downgrades of the 
ratings.

Fitch Places 14 Polish LGs on Rating Watch Negative After Peer Review  
(Dec 2021)

Fitch Places Cities of Poznan, Torun, Rzeszow on Rating Watch Negative 
 (Dec 2021)



17Fitch On: Central and Eastern Europe

The European Commission’s consultation on a statutory 
replacement rate for CHF LIBOR offers a solution for 
the LIBOR transition of foreign currency residential 
mortgage loans on the books of Polish banks at end-
2021. However, the resolution of LIBOR transition 
risks is tied up with broader legal risks from legacy FC 
mortgages. The magnitude of LIBOR transition risk 
could be materially reduced over the coming months 
if banks partly convert CHF mortgages to Polish zloty 
(PLN), but this is uncertain, and would itself be likely to 
result in significant losses for banks.

CHF LIBOR will be discontinued from the end of 2021, 
along with sterling, euro, certain US dollar tenors and 
Japanese yen LIBOR. A failure to amend legacy debt 
contracts before the cessation could result in floating-
rate contracts moving to a fixed rate. Polish banks still 
had 428,000 CHF-denominated mortgages on their 
books at end-2020, accounting for EUR20.5 billion of 
assets, which represented 8.3% of loans to Poland’s 
non-financial sector.

The EC’s statutory replacement rate proposals published 
on 23 March broadly follow the recommendations 
of the Swiss National Working Group on Swiss Franc 
Reference Rates. The replacement rate would be a 
compounded Swiss Average Rate Overnight (SARON) 
rate, representing the overnight interest rate of the 
secured funding market for CHF (published each 
business day), plus the applicable spread adjustment 
calculated under ISDA’s methodology (which uses the 
historical median approach over a five-year lookback 
period). The EC’s proposed methodology would use 
the “last-reset” method, where the rate for a particular 
calculation period is determined using data from the 
previous calculation period. This allows the rate to be 
determined and communicated to borrowers prior to its 
application, in accordance with EU consumer protection 
rules.

In cases where the EC-driven statutory solution is not 
implemented, Polish banks would have to revert to 
one-to-one discussions with customers, which could 
be a challenge to finalise in time for the phase-out of 
LIBOR at end-2021. Consumers could refuse to switch 
to SARON and instead lock in a low CHF rate for the life 
of the mortgage contract. This would require banks to 
enter into hedges for the now fixed-rate asset, incurring 
further costs.

The timely adoption of the EC’s statutory replacement 
rate would significantly reduce these risks. The EC 
consultation under its amended EU Benchmarks 
Regulation (BMR) closes on 18 May 2021. Adopting 
implementing legislation under the EU BMR could pave 
the way for Polish banks to implement the necessary 
fallbacks for their legacy CHF mortgages during 2H21, 
in time for cessation.

However, this would only solve a small portion of Polish 
banks’ challenges relating to CHF mortgages. The Polish 
Financial Supervision Authority (KNF) proposal for a 
voluntary conversion of FC mortgages into PLN, based 
on historical exchange rates at origination, remains 
under discussion. The proposal could result in sizeable 
upfront losses for some banks, causing significant 
reductions in capital ratios that would need to be 
replenished by future earnings or capital injections.

The Polish Supreme Court is also due to rule in mid-
April on issues that will materially determine the scope 
of losses for banks in cases where FC mortgage clauses 
are found to be abusive for borrowers who have 
brought litigation. A strongly negative ruling for banks 
could incentivise borrowers to continue to litigate, 
rather than to accept conversion in line with the KNF 
proposal. This could speed up the influx of new court 
cases, leading to faster recognition of associated legal 
costs through additional provisions by banks.

LIBOR Proposal Offers Partial Relief on Polish Banks’ FC Loans (April 2021)
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The failure to form a government after April’s Bulgarian 
election raises the possibility of prolonged political 
uncertainty, but this is unlikely to result in significant 
changes to key economic policies. Commitment to 
prudent fiscal and macro policies, and euro accession is 
broad-based and long-standing, and none of the anti-
establishment parties that made gains are seeking to 
change relations with the EU.

Public dissatisfaction with the country’s established 
political parties, fuelled by corruption scandals at various 
levels of government that led to a series of protests in 
recent years, was reflected in parliamentary elections 
held on 4 April. The centre-right Citizens for European 
Development of Bulgaria (GERB), the leading party in 
the incumbent coalition government, won the largest 
share of the vote but this fell to 26.2% from 32.7% in 
2017. At 15%, the centre-left Bulgarian Socialist Party’s 
(BSP) share of the vote almost halved.

Anti-establishment parties increased their 
representation, notably There Is Such a People (TISP), 
formed by TV anchor Slavi Trifonov last year, which 
is now the second-largest parliamentary party after 
winning 18% of the vote. The three-party centrist 
Democratic Bulgaria alliance received 9.5% of the vote.

The more fragmented National Assembly increased 
the challenge of assembling a government, with GERB 
failing to build a coalition even after its leader Boyko 
Borissov said he would not remain as Prime Minister. 
TISP was unwilling to work with GERB or to govern with 
BSP support. Following three failed attempts to form 
a government, Bulgaria will now face fresh elections, 
most likely in early July, but opinion polls suggest these 
would not greatly improve prospects for the formation 
of a government. A multi-party coalition could prove 
unstable, as they have in the past.

The Positive Outlook we assigned to the ‘BBB’ rating 
reflected the dissipation of macroeconomic risks from 
Covid-19 and continued gradual progress towards 
eurozone membership (planned for 2024). We still see 
little risk of abrupt changes to the macro-economic 
policy settings that underpinned the Outlook revision.

All parties, including those that are anti-establishment, 
see significant benefits to investment and growth 
from upcoming EU funding programmes. Cross-party 
consensus on euro adoption is similarly broad, as is 
commitment to fiscal prudence and the currency board 
framework.

Indeed, questions around the rule of law, institutional 
quality and corruption have become central to 
domestic politics, which could help accelerate reforms 
in these areas, which lagged under the outgoing 
government. Bulgaria’s governance indicators are in line 
with ‘BBB’ category peers but are the weakest in the EU.

However, when new elections are called, an interim 
government will take power, with limited executive 
prerogatives and no ability to pass legislation in 
parliament. Protracted political stasis could delay 
reforms, including those linked to the NGEU Covid-19 
recovery fund, of which Bulgaria is set to be a major 
beneficiary. The extent of conditionality around NGEU 
disbursements remains unclear, but is increasingly in 
focus as recipients submit their Recovery and Resilience 
Plans (RRPs) to the European Commission.

EU funds, including transfers under the next 2021-2027 
Multi Annual Framework as well as NGEU funds, could 
lift growth from a projected 3.4% in 2021 to 4%-5% 
in 2022-2025. In the absence of clarity on Bulgaria’s 
capacity to absorb and deploy NGEU funds, which may 
face institutional, administrative and political constraints, 
we have not yet made an assessment about whether 
they could improve longer-term growth potential 
by lifting investment and productivity. Bulgaria’s low 
growth potential is a sovereign rating weakness.

Bulgarian Political Uncertainty Unlikely to Affect Key Policies (May 2021)



19Fitch On: Central and Eastern Europe

The formation of a coalition government in Bulgaria 
reduces near-term political uncertainty that could have 
hindered the timely implementation of the country’s 
EU-funded recovery and resilience plan (RRP). The 
outcome appears to confirm our view that this year’s 
political volatility would not pose a significant risk 
to economic policy or to Bulgaria’s commitment to 
adopting the euro, while the new government’s focus 
on improving governance could be credit positive over 
the medium term. 

The four-party coalition consists of the centrists We 
Continue The Change (WCC) and Democratic Bulgaria 
(DB), the centre-left Bulgarian Socialist Party (BSP) 
and There is Such a People (TISP), one of the anti-
establishment parties that emerged following last year’s 
protests against corruption. Collectively, they hold 134 
of the 240 seats in the National Assembly. WCC was 
launched just two months before the parliamentary 
election on 14 November, winning 67 seats and 
pushing former Prime Minster Boyko Borisov’s GERB 
into second place. 

Bulgaria Govt Deal Points to Greater Stability, Policy Continuity (Dec 2021)
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Bulgaria held three general elections in 2021, but 
forming a government proved impossible after 
inconclusive outcomes in April and July. Although WCC 
is a new party, its leaders, Kiril Petkov and Asen Vasilev, 
respectively served as the economics and finance 
ministers in Bulgaria’s caretaker government from May 
to September. WCC shares an anti-corruption agenda 
with some anti-establishment parties (including TISP), 
but it also has a developed economic agenda focused 
on improving the business environment, attracting FDI 
and raising productivity via education and institutional 
reforms.

The advent of a four-party coalition does not 
eliminate political uncertainty due to the potential for 
disagreements between coalition members. However, 
Petkov, who becomes Prime Minster, has said that four-
way talks in late November resulted in agreements on 
18 policy areas, including the prompt adoption of a 2022 
budget and commitment to the ERMII process.

Full details of the agreements have yet to emerge, 
but developments so far are consistent with our view 
that political uncertainty was unlikely to alter the 
broad-based commitment to prudent fiscal and macro 
policies and euro adoption. Despite the rise of anti-
establishment parties, none has proposed significantly 
changing relations with the EU. The Positive Outlook on 
Bulgaria’s ‘BBB’ sovereign rating in place since February 
reflects both the dissipation of macroeconomic risks 
from the pandemic and gradual progress towards 
eurozone membership, underpinned by prudent policy 
settings. We affirmed the rating and maintained the 
Positive Outlook in July. 
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Covid-19 still presents risks to growth, accentuated 
by the lowest vaccination rate in the EU. However, 
economic prospects are enhanced by the commitment 
to macro and fiscal stability and the prospects of 
substantial EU funding. The caretaker government 
submitted Bulgaria’s RRP to the European Commission 
on 15 October, requesting EUR6.6 billion (10% of 
2021 GDP) in grants under the Next Generation 
EU programme to be spent in such areas as 
decarbonisation, digital connectivity, research and skills, 
and social inclusion.

The scale of the funding available means we think RRP-
related investment will be very important in supporting 
GDP growth of 3.9% in 2022-2023, in addition to serving 
as a policy anchor given programme conditionality. 
The formation of a new government reduces the risk 
that RRP implementation will be delayed (the coalition 
parties supported the RRP submitted by the caretaker 
government).

Implementing planned judicial reforms and anti-
corruption measures could boost Bulgaria’s medium 
World Bank Governance Indicators ranking (which is 
slightly above ratings peers but is the lowest in the EU) 
and go some way to reducing popular disillusion with 
politics. However, this is likely to take time and could 
cause frictions within the coalition.
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