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HOW
IS THE ECONOMY DOING?




Europe is enjoying strong growth

Real GDP Growth
(Year-over-year percent change)
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Sources: IMF, World Economic Outlook; and IMF staff calculations.

Note: CESEE includes Bulgaria, Croatia, Check Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Slovak Republic, and Slovenia. EU-15 includes Austria,
Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, Sweden, and United Kingdom.

1/ The upper and lower bounds of the shaded areas depict the minimum - maximum growth range for CESEE EU countries.

Output gaps appear largely closed

Output Gap, 2018
(Percent of potential GDP)

[l Positive gap (greater than 0.5 percent)
[T Closed gap (between -0.5 and 0.5 percent)

[T Small negative gap (between -0.5 and -2 percent)
B Negative gap (smaller than -2 percent)
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Sources: IMF World Economic Outlook; and IMF staff estimates. .
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And unemployment keeps going down
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EU: Unemployment and Additional Labor Market Slack!
(Percent)
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Sources: Eurostat; and IMF staff calculations.

1/ Additional slack includes persons marginally attached to the labor force and underemployed part-time workers.

WHAT
ABOUT DEBT?
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CESEE’s total debt ratio has remained flat since the crisis

Total Debt
(Percent of GDP)
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Sources: IMF, Global Debt Database; IMF, World Economic Outlook; and IMF staff calculations.

1/ Emerging economies and developing markets excluding China.

After the Global Financial Crisis (GFC)

increased

everywhere and since then the debt buildup has not been undone

Pre-Crisis and Post-Crisis Public Debt
(Percent of GDP)
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Sources: IMF World Economic Outlook; and IMF staff calculations.

105.9

Note: Baltics includes Estonia, Latvia, and Lithuania. CEE = Central and East Europe (includes Czech Republic, Hungary, Poland, Slovak Republic, and Slovenia);
SEE = South-Eastern Europe (includes Bulgaria, Croatia, and Romania). AE= advanced economies; EMDE = emerging economies and developing markets. .

1/ Emerging economies and developing markets excluding China.
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CESEE’s started to decline after GFC but
deleveraging in CESEE overall has been limited

Pre-Crisis and Post-Crisis Private Sector Debt
(Percent of GDP)
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Sources: IMF, Global Debt Database; IMF, World Economic Outlook; and IMF staff calculations.

Note: Baltics includes Estonia, Latvia, and Lithuania. CEE = Central and East Europe (includes Czech Republic, Hungary, Poland, Slovak Republic, and Slovenia);
SEE = South-Eastern Europe (includes Bulgaria, Croatia, and Romania). AE= advanced economies; EMDE = emerging economies and developing markets.

1/ Emerging economies and developing markets excluding China.

Total debt is still at historically-high levels

Total Debt, 2016
(Percent of GDP)
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Sources: IMF, Global Debt Database; IMF, World Economic Outlook; and IMF staff calculations.
Note: AE= advanced economies; EMDE = emerging economies and developing markets.
1/ Emerging economies and developing markets excluding China.
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HOW
DID PRIVATE
DELEVERAGING

HAPPEN?

Countries with higher private debt buildup deleveraged more
after the GFC
Change in Total Private Sector Debt Before and After Crisis
(Percent of GDP)
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Sources: IMF, Global Debt Database; IMF, World Economic Outlook; and IMF staff calculations.
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Private deleveraging was driven by corporations, while
households led new spikes

Change in Total Private Sector Debt, 2016 versus 2009
(Percent of GDP)
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Sources: IMF, Global Debt Database; IMF, World Economic Outlook; and IMF staff calculations. .

WHAT
ABOUT THE CREDIT RECOVERY?




Credit has been growing since 2016, led by households

CESEE EU: Credit to Private Sector, Jan.2009 - Feb.2018 CESEE EU: Growth of Credit to Households and Corporations, Feb.2018
(Percent change, year-over-year, nominal, exchange-rate adjusted, PPP GDP- (Percent, year-on-year, nominal, exchange-rate adjusted, PPP GDP-weighted)
weighted)
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Source: EBRD; Haver Analytics; and IMF staff calculations. .

For corporations the problem is not in accessing credit but
finding labor

Firms’ Perception of Major Obstacles to Investment
(Share of respondents who the given constraint as a major obstacle)

0 r Availability of staff with the right skills

B Availability of finance
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Sources: European Investment Bank Survey; and IMF staff calculations.
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SOME
REFLECTIONS AND QUESTIONS

We are slowly learning where we stand on debt
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Private Sector Debt Data, 2015
(Percent of GDP)

CESEE EU: Change in Private Sector Debt
(Percent of GDP)
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Sources: European Central Bank (ECB); IMF, Global Debt Database; IMF, World Economic Outlook; and IMF staff calculations. .
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When does debt stop being good for growth?

Effect of Household Debt on per Capita GDP Growth

(Percent)
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Source: IMF, Global Financial Stability Report, October 2017.

Note: Note: Figure shows nonlinear effect of household debt on long-term per capita GDP growth at various levels of household debt, based on a long-term

panel regression. It uses the Arellano-Bover general method of moments estimator of five-year average per capita GDP growth (shown in panel 2) on household .
debt to GDP (HHD), the squared ratio of household debt to GDP (HHD2), initial per capita GDP, secondary education enrollment, dummies for banking crises

(Crisis), and emerging market economies’ household debt-to-GDP ratio (EME x HHD).

Banking crises are associated with increases in corporate and
household debt, and effects can be non-linear

Probability of a Banking Crisis: Marginal Effects
(Percentage points)
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Source: IMF, Global Financial Stability Report, October 2017.

Note: The chart shows the marginal effects of a panel logit model for banking crises for 34 countries, with country fixed effects, levels, and changes in ratios of
household and nonfinancial corporate debt to GDP. It also shows the interaction effect with a high household debt dummy variable, set at 65 percent of GDP, .
representing the top quintile of the distribution. The effects are significant at the 10 percent confidence level. Banking crises are taken from the updated

database by Laeven and Valencia (2013).
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While credit growth may be good in the short term, it can be a
drag on growth over the medium term

Impact of Households Debt on Real GDP Growth Impact of H holds Debt on U /! t
(Regression coefficients) (Regression coefficients)
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Source: IMF, Global Financial Stability Report, October 2017.
Note: The charts are from panel regressions of rolling three-year real GDP growth and unemployment up to six years ahead, on lagged changes in household
and corporate debt-to-GDP ratios (over a three-year period), controlling for lags of the dependent variable, and country and time fixed effects. Colored bars

indicate that the effects are statistically significant at the 10 percent level or higher.

Private and Public Debt: A two-way street

Private Debt

Public Debt
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Financial recessions can hit public debt hard

Public Debt in Normal and Financial Recessions

Normal recession Financial recession === Financial recession preceded by rapid increase in private credit-to-GDP ratio
Advanced Economies: Real Public Debt per Capita Emerging Market Economies: Real Public Debt per Capita
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Source: IMF, Fiscal Monitor, October 2016.

Note: The figure shows the dynamics of real public debt per capita in advanced and emerging market economies, starting from the year preceding a recession

(peak). The solid lines show the path in normal (blue) and financial (red) recessions. The shaded area around the blue line represents the 95 percent confidence

interval. The dashed red lines show how the path deviates from its baseline when the peak before a financial recession coincides with a private credit boom. A

country is considered to be in a credit boom if the annual average change in the private-credit-to-GDP ratio in the five years before the crisis is greater than the .
cross-country average. In particular, a scenario is simulated in which such a difference is equal to 5 percentage points (approximately equal to one standard

deviation).

Good institutions and governance can help sustain higher debt

Marginal Interaction Effects for Country Factors
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(Kaplan-Meier survival estimates)
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Source: Jaramillo and others (2016); IMF, Global Financial Stability Report, October 2017.
Note: The chart shows the marginal effect of changes in household debt on GDP growth three years ahead, from panel regressions with institutional factors, .
evaluated at the 25th and 75th percentiles. Effects are statistically significant at the 10 percent level or higher.
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Build your own assessment and don’t rely much on markets

J.P. Morgan Bond Spread Index for Emerging Europe, Jan.2006 - Apr.2018
(Index, January 2006=100)
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Source: Bloomberg Finance L.P.
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