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Issues* 

 

ÅEuro crisis and the Balkans ς Adjusting to a 
άƴŜǿ ƴƻǊƳŀƭέ Κ 

ÅSlower convergence? Impact on EU 
integration?  

ÅWhat to do? 

ïMacropolicies, structural 

ïEU role 

*the views are those of the presenter and do not 
necessarily reflect those of the OECD. 



  

EU and the Balkans after the crisis ï a 
new reality for convergence? 



Potential output much lower than pre-crisis in the 

EU and elsewhere (The Economist) 

Å  



OECD potential output growth  

Estimated effects of the crisis on potential 

per capita output of OECD countries 
Percentage deviation from pre-crisis scenario1 

OECD structural unemployment 
Per cent of labour force 
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1. In the counter-factual baseline, productivity growth continues at its 

2000-07 rate and structural unemployment and participation rates 

remain at their 2007 levels.  

Source: OECD May 2014 Economic Outlook database; OECD calculations. 



Potential output also lower in Eastern and Southern Europe 

 (IMF Regional outlook) ï pre-crisis forecasts 5-6% trend 

  



What is potential output? 

ÅGrowth potential at full use of resources 
that is not inflationary  

 

ÅBased on LT trends in investment, labour 
force growth and productivity of workers 
and capital 

ÅVirtual concept, hard to measure 



Legacy of the financial (euro) 

crisis 
Four factors reducing potential output 
permanently? 

ÅUnemployment - hysteresis 

ÅInvestment ï deleveraging, over-
investment pre-crisis, rise in risk premia 

Ålabour force participation ï lower, plus 
aging 

ÅProductivity ï lower as less capital, skills 

 



OECD: Components of potential output decline affected by the financial 

(euro) crisis (difference in 2014) 

 



The decline in potential was influenced by the origins of the 

crisis 

ÅOverinvestment in ñwrongò areas  

ÅCredit growth with underestimated risks 
assessments 

ÅBuild -up of private and public debt ï 
deleveraging 

ÅCompetitiveness issues 

 



Imbalances were reflected in large current 
account deficits  
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Large capital inflows fuelled growth in 

both EE and SE, but increased 

vulnerability to shocks  
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The surge in credit contributed to strong investment 

and raised indebtedness  

 O
R

IG
IN

S
 O

F
 T

H
E

 C
R

IS
IS

 



Weak structural and incomes policies aggravated 
competitiveness problems  in many overheating 

countries in both regions  

Unite Labour Cost as % change 2000-08 
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Change in Real Estate Prices, 2003-08 

Sources: OECD Economic Outlook and IMF, Emerging Europe and the Global Crisis: lessons from the boom and bust 

...and led to unsustainable asset price booms especially 

in countries with  currency pegs or weak supervisory 

frameworks  
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This boom could not last and adjustments have been large to a new 

normal 

Change in 2008-13

Source: International Monetary Fund, International Financial Statistics Database.
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Adjustments have been large in 

some cases 

Change in Real Estate Prices 

1. Data collection started in 2005 for Estonia the Slovak 
Republic. 
Source: OECD, House Prices Database, June 
2014 
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When the crisis hit foreign banks reduced their claims in SE, but less in 

EE (2007-2010); a number of countries had large adjustments in other 

liabilities  
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Change in current account deficits 



Change in IIP between 2000-2007, and 2008-2013 



Large adjustments in IIP have taken place since the crisis - Change in 

IIP between 2008-2013 % of GDP 



Recovery is faster in EE than in SE, 

but way behind dynamic emerging 

regions - update  
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Actual and potential growth will be 

permanently lower 

 

ÅExternal demand weaker 

ÅConvergence slower (get a figure) 

ÅHarder to pursue reforms  

ÅHarder to pay back debts 

ÅTrust in Europe affected 

ÅHarder to raise potential growth in the 
Balkans 



The supply side: Potential output decline larger in CESEE than in 
other EM 

  



Main impact from lower investment and labour contribution 

  



Bulgaria ς unsustainable investment boom between accession and the 
crisis?(IMF) 

Å  



Other currency boards/pegs 

Å  



Growth has not returned to pre-
crisis levels 



Catch-up thus slower than before 
with the EU 



Capital flows likely to remain lower 



Emerging Europe is getting less of the bank flows (IMF) 



Some data for French and German 
banks 

Figure 7.  Cross-border credit provided by banks
1
 of German and French owners 

 

1. Lending banks are owned by stakeholders in Germany and France, respectively. 

Source: Bank for International Settlements. 



Credit is contracting 

  

  



Credit for investment may also be 
affected by the rise in NPLS 

Bank non-performing loans to total gross loans

2013

Source: World Bank, World Development Indicators Database.
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High public debt can also constrain investment ς BG better 



Demographics can work against raising potential 



Low growth will make it harder to create jobs for the unemployed 



Skill mismatches remain large 



Wages growth beyond roductivity makes imperoving competitiveness 
challenging 


