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New wiiw forecast for Central, East and Southeast Europe, 2013-2015:

Animal Spirits still dimmed: slow recovery expected

Continued weak external demand and uncertain recovery of investments will allow for only
modest growth prospects for the countries of Central, East and Southeast Europe (CESEE)
this year. Slovenia, Croatia and the Czech Republic will remain in recession. Russia, Ukraine
and the Baltic countries will experience a slowdown of growth. Over the next two years,
growth will speed up, but will remain below potential for most CESEE countries except
Kazakhstan and likely Turkey. The emerging institutional and policy framework in the EU that
reflects unresolved dilemmas about the process of deepening may put in question the model
of convergence growth. Widening of the EU is, in contrast, proceeding with Croatia acceding
and the intention to start negotiations with Serbia being announced. However, given the
worsening labour markets, social and political risks may be on the rise. These are the main
results of the newly released medium-term growth forecast for the region by the Vienna
Institute for International Economic Studies (wiiw).

wiiw expects slow recovery this year within a mostly restrictive policy framework. Some
acceleration, due in part to an improved external environment for EU and CESEE economies
and in part to growth of investments, is forecast for the medium term. However, the set of better
performers has shrunk, with Poland’s and Slovakia's performance coming more in line with the
growing number of slowly recovering economies. Recovery is slowing down in the Baltic region.
There are still some countries that are struggling with recession, such as Slovenia and Croatia
and also the Czech Republic within the CESEE group. Stability issues are also still being faced
in a number of Balkan countries, e.g. Serbia, Montenegro, and Bosnia and Herzegovina; by
contrast, Albania and Kosovo are managing to stay out of recession and on a relatively elevated
growth path. Russia and Ukraine are seeing either a slowdown of growth or prospects for
stagnation and slow recovery, while positive news keep coming from Kazakhstan and faster
growth resuming in Turkey.

By and large, Central European countries are relying on a positive contribution from net exports
and investments, the Balkan countries on recovery of industrial production and exports, Russia
and Ukraine, and perhaps also Turkey, rely on a continued positive contribution of household
consumption, and Kazakhstan on receipts from sales of oil and gas. None of these factors is
particularly strong — hence weak GDP growth expectations prevail. Last but not least, the
contribution of public consumption and investments tends to be rather limited throughout the
whole of Europe.

Monetary policy has been stabilising due to the assertive communication rather than action by
the European Central Bank (ECB) and due to mostly relaxing actions by the other central banks
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in CESEE. However, these have affected recovery to a lesser extent because of the continuing
process of consolidation in the financial sector. While sovereigns have seen a decline in the
spreads of their yields, a similar calming down of interest rates in the private sector has been
insufficient to support stronger credit activity, especially when it comes to small and medium-
sized enterprises. This can be expected to continue to be a drag on growth of investments and
thus also on overall GDP growth.

Within the institutional and policy framework geared towards elimination of external and internal
macroeconomic imbalances, the bulk of the structural adjustment is happening in the labour
markets. Employment rates have declined in most countries while unemployment in particular
among the youth and the long-term unemployed is on the rise. This is particularly damaging in
the Balkans where the labour markets have been in depression even before the eruption of the
crisis. There are few if any indications of a turnaround in the labour markets in the medium term.

The strengthened emphasis on the correction of imbalances, reflected in the Macroeconomic
Imbalance Procedure of the EU, may turn out to be harmful for the countries benefiting from EU
transfers due to increased stress on using these funds as a disciplining device. In addition to
fiscal imbalances, which should prove less of a problem to many CESEE countries, the
correction of external and labour market imbalances may turn out to be more difficult to address.
Moreover, balanced growth, implying less reliance on cross-border financing, may be a problem
for countries that cannot move to a new growth model by mobilising more domestic savings.

The processes of deepening and widening of the EU are proceeding, with deepening being
more at a project- and institution-building stage while widening is getting a new boost by the
accession of Croatia and by the start of accession negotiations with Serbia early next year.
Croatia’s accession to the common market also means its departure from the regional free trade
area, the CEFTA. Estimates of trade and welfare effects point to relatively mild overall negative
consequences for Croatia in the short run. Those should be outweighed by more general
positive effects of EU membership in the medium and long run.

In a nutshell: the CESEE region faces a slow recovery in the short and medium term with unclear
prospects for long-run growth and economic convergence.
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Overview 2011-2012 and outlook 2013-2015

GDP Consumer prices Unemployment, based Current account
on LFS
real change in % against previous year change in % against previous year rate in %, annual average in % of GDP

2011 2012 2013 2014 2015 2011 2012 2013 2014 2015 2011 2012 2013 2014 2015 2011 2012 2013 2014 2015

Forecast Forecast Forecast Forecast
NMS-11
Bulgaria 1,8 0,8 0,9 2,0 3,0 3,4 2,4 2,5 3,0 3,0 11,2 12,3 12,5 12,0 115 o1 -13 -1,7 -23 -2,8
Croatia 00 -20 -10 1,0 2,0 23 34 35 25 20 135 158 17,5 17,0 175 09 01 01 -06 -1,0
Czech Republic 19 -13 -08 1,4 2,4 2,2 3,5 1,9 2,0 1,8 6,7 7,0 7,6 7,7 7,3 2,7 -25 -17 -16 -19
Estonia 83 3.2 20 32 35 51 42 34 40 45 125 10,2 95 90 8,0 21 -12 -31 -36 -43
Hungary 1,6 -1,7 00 1.2 2,3 39 57 25 29 30 109 109 11,0 10,8 10,6 0,8 16 15 1,2 0,4
Latvia 55 5,6 2,8 3,1 3,5 4,2 2,3 1,0 1,5 2,0 154 14,9 132 125 115 2,1 -1,7 -29 -38 -44
Lithuania 59 3,7 35 38 4.2 41 32 20 25 36 154 13,3 12,0 11,0 10,0 37 -05 -29 -30 -30
Poland 4,5 1,9 1,2 2,7 3,5 3,9 3,7 1,5 2,0 2,0 97 10,1 11,0 10,8 10,5 48 -35 -31 -36 -38
Romania 22 07 19 20 2,1 58 34 42 35 35 74 70 70 70 65 -45 -40 -35 -36 -37
Slovakia 3,2 2,0 1,0 2,4 3,0 4,1 3,7 2,0 3,0 3,0 13,5 14,0 145 14,0 130 -2,1 2,3 2,0 1,9 1,0
Slovenia 06 -23 -33 -04 1,0 21 28 25 20 20 82 89 115 115 10,0 00 23 17 08 05
NMS-11 Y 31 08 08 21 2,9 39 37 23 25 25 98 99 104 102 98 30 -19 -18 -22 -25
EA-17 2 14 -06 -04 172 . 2,7 25 16 15 . 10,2 114 12,2 12,1 . 0,3 1.8 25 27
EU-28 12 1,7 -02 -01 15 . 31 26 18 1,7 . 97 105 11,1 11,1 . 04 1,0
Candidate countries
Macedonia 2,8 -0,2 1,2 2,2 2,6 39 33 30 30 30 31,4 310 310 31,0 30,0 -30 -39 -40 -60 -6,0
Montenegro 32 -05 1,3 2,0 3,0 3,1 4,1 3,0 3,0 3,0 19,7 19,7 20,0 19,0 19,0 -17,7 -17,9 -15,0 -15,0 -15,0
Serbia 1,6 -1,7 1,0 20 30 110 78 60 50 50 23,0 24,0 250 250 250 9,1 -105 -90 -90 -8,0
Turkey 8,8 2,2 3,4 4,5 5,0 6,5 9,0 6,6 6,0 6,0 8,8 8,2 9,2 9,0 8,8 97 59 -73 -75 -7,7
Potential candidate countries
Albania 3,1 1,5 3,5 2,5 3,0 3,4 2,0 3,0 2,0 2,0 14,3 14,0 14,0 13,0 130 -13,0 -10.6 -8,7 -7,3 -6,8
Bosnia and Herzegovina 1,0 -0,7 08 20 30 3,7 21 15 20 20 27,6 28,0 28,0 28,0 27,0 -87 -94 -96 -99 -10,1
Kosovo 4,5 2,1 3,0 5,0 4,0 7,3 2,5 3,0 4,0 4,0 448 44,0 43,0 41,0 39,0 -13,8 -7,6 -11,3 -155 -12,7
Kazakhstan 75 50 50 6,0 6,5 83 52 70 65 6,0 54 53 50 50 50 65 38 40 50 51
Russia 4,3 3,4 2,4 3,1 3,2 8,5 51 7,0 6,0 5,0 6,5 55 6,0 6,0 6,0 52 4,0 2,7 2,2 1,8
Ukraine 52 0,2 05 25 35 80 06 05 45 40 79 75 78 77 15 6,3 -84 -59 -69 -67

Note: LFS: Labour Force Survey. NMS: The New EU Member States. EA: Euro area 17 countries.
1) wiiw estimate. - 2) Current account data include transactions within the region (sum over individual countries).

Source: wiiw (June 2013), Eurostat. Forecasts by wiiw and European Commission for euro area (Spring Report, April 2013).



