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Modest recovery in the east — EU fiscal rules act a s obstacle to growth — BREXIT
poses new uncertainties

The countries of Central, East and Southeast Europe (CESEE) will have a trend
growth rate of up to 3% in the period of 2016-2018. This is 1-1Y% percentage
points higher than average growth in the eurozone. Consumption will be the
main growth driver. The Austrian economy is still b enefiting from its economic

ties with the region. Direct effects of BREXIT on t he region will be limited —
indirect effects for the European economy as a whol e may be considerable.

wiiw expects a GDP trend growth rate of up to 3% for CESEE over the medium
term. Household consumption  will be an important component of economic growth,
especially for the EU members of Central and Eastern Europe. There, consumption
replaces EU-co-financed investment as the most important growth driver. In the first
couple of years of the EU Multiannual Financial Framework payments are usually slow;
this should be the same in the new period (2014-2020) and therefore investment is
expected to play less of a role. In the countries of the Western Balkans investment and
net exports will be important growth drivers. In the Commonwealth of Independent
States (CIS) and in Ukraine the economic downturn seems to have bottomed out
After strong economic losses due to the oil price drop, devaluations and war, a period
of stagnation will probably follow, before slow growth can be expected to resume.

This forecast is based upon an international environment for the CESEE countries that
is mainly characterised by weak recovery in the euro area . The rigid EU fiscal rules
are the most important obstacle to sustainable economic revival in Europe. There is
increasing awareness — at least among economists — that loose monetary policy alone
will not lead to a sustainable recovery. Massive EU-wide coordinated public
investment is needed to improve the expectations of the economic agents and to
generate a reversal of the trend in private investment.

The effects of the EU referendum in the UK pose, however, an additional substantial
risk for the total EU economy , in particular because of markedly increased economic
uncertainty. An immediate downturn in the financial markets has already materialised.
Further effects should, however, mostly be felt in the medium term. Therefore these
effects are not yet taken account of in our forecast. The longer-term impact of the
BREXIT vote on institutional developments, relocations and the EU’s economic policy
orientation may, however, be considerable.

Some CESEE countries will have to deal with additional, direct economic
consequences as a result of the exit of the UK from the EU. Many Poles (790 th.),
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Romanians (137 th.), Lithuanians (137 th.) and Latv ians (102 th.) may start to
worry about their possibilities to remain in the UK . Important trade relations
between CESEE and the UK exist particularly in the case of Belarus, Poland and
Turkey. Also the Czech Republic, Latvia and Slovakia all have a share of more than
5% of their exports going to the UK. In general, however, the direct effects are likely to
be limited . Moreover, exit negotiations will take at least two years; and if there is a
further transition period the impact of BREXIT on the business cycle still remains quite
unclear.

Austria should gain from the recovery in CESEE | as the region is home to important
Austrian trading partners. These pose, however, only a limited danger for Austrian
competitiveness. Over the longer term wages in CESEE will be rising faster than
productivity. The share of Austrian FDI in the region is declining and also Austrian
greenfield investment has recently become cautious. However, Austrian total FDI
income has increased to more than 10 bn  euro annually .
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OVERVIEW 2015 AND OUTLOOK 2016-2018

GDP Investment (GFCF) Consumer prices Unemployment (LFS) Current account
real change in % against prev. year real change in % against prev. year change in % against prev. year rate in %, annual average in % of GDP

2015 2016 2017 2018 2015 2016 2017 2018 2015 2016 2017 2018 2015 2016 2017 2018 2015 2016 2017 2018

EU-CEE
Bulgaria 30 29 30 31 25 10 30 50 -1 00 05 1,0 92 85 80 75 14 15 13 08
Croatia 16 20 22 23 15 35 40 50 03 -05 1,0 1,0 16,3 16,0 155 15,0 52 34 22 19
Czech Republic 42 24 26 26 72 15 35 43 03 07 1,7 19 51 50 45 45 09 12 10 08
Estonia 11 20 23 24 44 25 45 50 01 03 15 25 62 64 66 65 19 00 -15 -25
Hungary 29 20 25 29 19 -60 30 6,0 01 06 20 30 68 65 63 61 44 43 41 40
Latvia 27 25 30 33 27 05 40 4,0 02 00 15 22 99 98 94 90 -1,2 20 -25 -30
Lithuania 16 28 31 34 103 1,0 60 7,0 07 07 21 23 91 85 80 75 1,7 22 26 -28
Poland 36 33 33 34 61 18 45 7,0 07 -05 13 18 75 66 63 62 02 -03 -05 -08
Romania 38 40 32 35 89 60 50 50 04 -10 20 25 68 65 63 60 11 -25 25 -30
Slovakia 36 30 32 33 139 -1,0 65 4,0 03 -01 12 18 11,5 100 95 9,0 -1,3 16 -2,0 -20
Slovenia 29 20 23 28 05 -50 30 40 08 -05 10 1,0 90 85 80 75 73 70 60 50
EU-CEE Y2 34 30 30 372 63 14 43 56 04 -02 15 20 78 72 69 67 07 03 00 -03
EA-19 1,7 16 1,8 : 29 29 38 . 00 02 14 : 109 10,3 9,9 : 36 37 36

EU-28 20 1,8 1,9 . 34 30 38 . 00 03 15 . 94 89 85 . 20 22 21

Western Balkans

Albania 26 29 33 33 11,3 10,0 80 7,0 19 09 15 20 17,1 17,0 16,8 16,7 -11,2 -11,0 -10,0 -10,0
Bosnia and Herzegovina 32 29 29 30 40 50 40 50 10 10 2,0 20 277 272 26,1 250 56 -80 -80 -7,0
Kosovo 40 33 42 40 100 40 50 4,0 05 01 1,0 20 34,0 330 330 320 9,1 -100 -10,0 -11,0
Macedonia 37 34 31 31 40 40 40 40 03 10 20 20 26,1 27,0 26,0 25,0 -14 20 -40 -40
Montenegro 32 31 33 35 105 50 40 4,0 14 20 20 20 176 175 17,0 165 -134 -146 -14,6 -14,0
Serbia 07 19 23 25 83 50 50 40 19 20 30 30 17,7 17,0 17,0 16,0 -48 -60 -60 -6,0
ws Y? 22 26 28 29 76 57 52 47 09 14 23 24 21,4 21,0 207 198 62 -75 -72 -71.2
Turkey 40 41 37 35 36 20 10 10 77 78 73 68 10,3 10,2 10,1 10,0 45 -47 49 50
Belarus ¥ -39 20 05 14 -159 -85 -15 15 13,5 12,0 11,0 10,0 10 20 25 25 -39 -18 -1,3 -1,0
Kazakhstan 12 04 20 30 41 20 40 50 66 130 7,0 6,0 50 52 50 50 32 -31 -16 -15
Russia ¥ 37 -08 08 18 76 50 1,0 3,0 155 100 6,0 6,0 56 53 53 53 52 48 42 49
Ukraine ¥ 99 05 19 24 93 30 50 70 487 155 95 6,0 91 100 10,0 95 02 -25 -25 -35

Note: GFCF: Gross fixed capital formation. LFS: Labour Force Survey. EU-CEE: European Union - Central and Eastern Europe. EA: Euro area. WB: Western Balkans.
1) wiiw estimates. - 2) Current account data include transactions within the region (sum over individual countries). - 3) Unemployment rate by registration. - 4) Including Crimea. - 5)
Excluding Crimea and parts of Donbas.

Source: wiiw (June, 2016), Eurostat. Forecasts by wiiw and European Commission for EU and Euro area (Spring Report, May 2016).



