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Growth momentum weakening on tighter financing 
conditions, trade tensions, lower commodity prices  
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Growth in the EBRD regions in 2018 is estimated at 3.3%, down from 3.5% in the first nine months of the year 
and 3.8% in 2017 
 
• The change is to a large extent explained by the slowdown in Turkey; outcome was stronger than forecast 

early in the year 
 
Weaker external demand – from China and advanced Europe 
 
Financing conditions tightened in 2018, but episode ended in Jan’19 and interest rates remain low in historical 
perspective 
 
• The episode exposed weaknesses in selected emerging markets – Argentina, Turkey, South Africa/Zambia  

 
• Markets now expect monetary easing in the US going forward 

 
Escalating trade wars could, in an extreme scenario, lead to unwinding of global value chains with profound 
impact on economies globally 
 
• In general, the region is more strongly reliant on global value chains than most EMs, hence high risks 

 
• Although most of them are part of European value chains which are still intact 

 
Lower commodity prices affect outlook for Russia, Central Asia, countries in Eastern Europe with strong 
economic links to Russia 



After peaking at 4.1% in mid-2018 growth in the EBRD 
regions has been softening recently 

3 Source: National authorities via CEIC, IMF and authors’ calculations. Dotted line represents a combination of nowcast based on 152 global indicators. 
And estimates of long-term potential growth across economies. 

Growth in the EBRD region, 12-month rolling basis, %  

Moderation on account of trade risks, weaker data from advanced Europe, slowdown in Turkey (where rapid credit 
expansion led to strong growth in 2018H1, followed by a contraction of -3% in Q4) 
 
Model-based projections point to deceleration of growth bottoming out in mid-2019, partially recovering afterwards 
 



EM financing conditions: Tightening episode came to 
an end in Jan’19; conditions still neutral-to-favourable  

4 Source: Bloomberg. 

Yields, % 

In terms of levels of interest rates for EMs, they remain as low as 2003-07 & 2013-15  

In terms of change, 2018 was the 5th steepest tightening after 2008; 2001; Greek debt (2011); 2014  



Capital outflows from emerging markets  
were lower than in other recent episodes 
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Net mutual fund flows to the EBRD regions, 6-months moving average,  
% of assets under management 

Source: EPFR Global. Emerging market countries: Argentina, Brazil, Chile, China, South Korea, Indonesia, Malaysia, Mexico and the Philippines. 

Tighter financing conditions have primarily affected capital flows to economies with underlying weaknesses, notably Argentina 
and Turkey  



Other economies where forex debt rose fast  
remain vulnerable to US dollar strengthening 
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Source: National authorities via CEIC; IMF, WB, BIS, OECD via Joint External Debt Hub. Domestic debt numbers are based on bank balance sheet 
data from national sources. External Debt data consists of external loans from BIS reporting banks, as well as international debt securities. 

Non-financial sector corporate debt, % of GDP 



Although most countries in the region have significant 
buffers in case of  capital flow reversals 
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Source: World Bank WDI and author’s calculation. External financing requirements = current account deficits + short-term external debt. Euro area 
economies not shown 

Non-financial sector corporate debt, % of GDP 

Increased use of flexible exchange rates; limited impact of slowdown in Turkey on other economies (non-contagion) 



Stock market valuations  in Emerging Europe weakened 
back to levels of  mid-2017 
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Source: Thomson Reuters. EM Europe countries include: the Czech Republic, Greece, Hungary, Poland, Russia and Turkey. Emerging Markets 
countries include: China, India, Indonesia, Korea, Malaysia, Pakistan, the Philippines, Taiwan and Thailand.  

Global equity indices, 1 Jan 2008 = 100 

Other emerging markets also experienced a downward correction on escalating trade 
wars, weaker global outlook, earlier concerns about tightening of financing conditions  
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In relative terms, EM exchange rate volatility highest 
since 2001 as EMs switched to flexible exchange rates 

Ratio of exchange rate volatility, EMs to advanced economies  

Source: Thomson Reuters.  Based on 3-month moving average of the standard deviation of nominal effective exchange rates. 

As EMs in the EBRD regions and globally use flexible exchange rates, inflation targeting to respond to 
external and domestic shocks 



In many EBRD countries price-to-earnings ratios have been 
high in historical perspective but lower than in other EMs 
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Source: Thomson Reuters.  

Price-to-earnings ratios 



Global trade growth has been slowing down markedly   
after spiking in 2017 

11 Source: World Trade Organisation (WTO) and authors’ calculations. GDP growth is weighted using purchasing power parity-based values.   

Global growth, %  



The art of  no deal: Who is most at risk 
in an extreme trade wars scenario?  
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US imposed 10% tariff on ≈ 45% (US$ 230+ billion) of imports from China, rising to 25% tariff in Mar 19  
 
China has so far responded by imposing tariffs on $60 billion worth of  US imports, may restrict exports 
 
NAFTA  → USMCA with stricter rules of origin for cars, wage requirements 
 
Earlier in March, US imposed additional tariffs on steel (25%) and aluminium (10%) including from the EU 

US trade with China, % of GDP 

Source: Thomson Reuters and author’s calculation. 



As intermediate goods cross borders, tariffs multiply  
inflating costs of  final goods by much more than the tariff 
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Undoing global supply chains will be painful for businesses, costly for consumer -- but may be possible  
 

Source: Eora Multi-Regional Input-Output data and author’s calculations. EM-4 comprises of Mexico, Malaysia, Brazil and India and EBRD 
comprises of countries in the EU customs union (Central Europe and Baltic States and Romania, Bulgaria, Cyprus and Greece). 

Import content of exports averaged to 43 % in Central and SE Europe 



If  trade wars escalate globally, risks are high for countries  
strongly integrated into global production chains 
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Economies in Emerging Europe tend to be very strongly integrated into global value chains 

Emerging Europe has higher exports of intermediate goods (as % of GDP) than most other emerging markets – reflecting 
strong integration into “factory Europe”  

Source: WITS, World Bank and author’s calculations. 



Mitigating factor: Many economies trade intermediate 
goods mostly within the EU customs union 

15 Source: WITS, World Bank and author’s calculations.  

Imports of intermediate goods in the EBRD regions come mostly from the EU customs union 



Oil prices supported growth in Russia / Central Asia / 
Eastern Europe in 2018 

16 Source: Reuters and authors’ calculations.  

Change in annual average oil price (Brent), % 

Oil Brent peaked at US$86 / barrel in early October, then dropped to lows of US$50 /barrel in December 2018 
 
Recovered to close to US$ 70 by March 2019 but year-on-year change in 2019 is so far negative  



Remittances from Russia to Central Asia/MDA/Caucasus 
picked up by 15% in US$ terms in Q1-Q3 2018… 

17 Source: Central Bank of Russia and authors’ calculations. 

Remittances from Russia to Central Asia, Moldova and the Caucasus, index (Q4 2013 = 100),  
4-quarter MA, inflation-adjusted 

…but moderated towards the end of the year. On current trends, they are unlikely to surpass the 2013 peak 



Reductions in NPLs on the back of  policy actions, 
virtuous cycle of  lower NPLs and economic upswing 

18 Source: CEIC, national authorities and World Bank. 

Non-performing loans, % of total loans  

Median NPL reduction of 10 percentage points since the peak – but high levels persist in several economies 



Concluding remarks: More challenging outlook amidst 
tightening financing conditions, trade tensions 
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Growth in the EBRD regions peaked at 4.1% in mid-2018, has been weakening in 
recent quarters 
 
Model-based projections point to deceleration of growth bottoming out in mid-2019, 
partially recovering afterwards 
 
Episode of tightening of financing conditions for emerging markets ended in Jan’19 
(5th highest), conditions remain neutral-to-favourable in historical perspective  
 
Economies with high stocks of debt in foreign currency remain vulnerable to 
strengthening of the US dollar 
 
Turkey’s markets came under pressure – on concerns about domestic policy, 
geopolitical risks and corporate indebtedness; spillovers from Turkey have been  
limited 
 
If trade wars escalate beyond US-China, they carry significant risks for the region as 
most economies are strongly integrated into global supply chains  
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