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Recovery in prospect...
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..but weak convergence...
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...but weak convergence
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More balanced growth

Real GDP growth composition
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Inflation back on the radar - negatively
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Inflation expected to rise (we hope)...
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..including in CESEE
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Fiscal balance (percent of GDP)

CEE fiscal mostly under control
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High dependence on external funding...
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FDIs are a significant part
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Private sector accounts for most of the

external debt
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Funding structure matters
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Sources of external funding risks

Stock vulnerabilities

Flow vulnerabilities External fundamentals

Stock of debt

External funding from
non-affiliated sources

Debt denominated or
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External financing Exchange rate
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Funding costs



Countries susceptible to external funding risks
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Deleveraging continues

External Position of BIS-reporting Banks
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Uncertainty on geopolitical situation

Russia and Ukraine share of exports
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Fiscal buffers need to be rebuilt
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Montary policy challenge

Y/Y change in interest rates, April 2014
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Bank legacy issues
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Weak labour markets
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Weak labour markets

2011-2013 average

25 - Y @
20 - @

15

Unemployment rate

10

30 40 50 60 70

26
Employment rate



Business environments need work
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IMF policy priorities in the region

» Composition of fiscal consolidation should be more balanced

Fiscal « Improve tax compliance
* Monetary policy should remain supportive, while being alert to
Monetary inflation and exchange rate pressures
Financial » Address high NPLs problem
system » Strengthen financial sector supervision and regulation

 Improve labor market participation and reduce skill mismatches

Labor market » Consider active labor market policies

 Improve contracts enforcment
« Strenghten insolvency framework

Business
environment

» Consider parametric reform of pension system

Social security » Ensure fairness and counter abuses of the system

* Prevalence of calls for policy action in latest IMF Article IV staff appraisals 29
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