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Cyclical recovery in the CIS but South-Eastern Europe sees some slowdown: UN
report

Domestic demand driving the recovery

Geneva, 11 December —An upturn in the global economy—now growing by about 3 per cent— paves the way
to reorient policy towards longer-term issues such as addressing climate change, tackling existing inequalities
and removing institutional obstacles to development, according to the United Nations World Economic
Situation and Prospects (WESP) 2018 Report.

According to the report, in 2017, world economic growth has reached 3 per cent—the highest growth since
2011— as crisis-related fragilities and the adverse effects of other recent shocks subside. The improvement is
widespread, with roughly two-thirds of countries worldwide experiencing stronger growth in 2017 than in the
previous year. Global growth is expected to remain steady at 3.0 per cent in 2018 and 2019.

Stronger economic activity in the CIS area

The pace of economic activity in the CIS area is accelerating, marked by the return to growth in the Russian
Federation. Belarus has also exited recession, while economic activity has improved in Kazakhstan, Armenia,
Kyrgyzstan and Uzbekistan. Improved terms of trade, a more supportive external environment and less volatile
macroeconomic conditions have contributed to a more favourable economic climate for the region. Following
anear stagnation in growth in 2016, regional GDP is expected to have rebounded to 2.2 per cent in 2017. Growth
is projected to accelerate to around 2.3 per cent and 2.4 per cent in 2018 and 2019, respectively. The Central
Asian economies are expected to expand faster than other CIS economies.

The report notes that the recovery is largely driven by domestic demand. In the Russian Federation, the dynamics
of retail trade and mortgage lending are improving amid positive real wage growth. However, for most of the
CIS, projected growth is relatively modest and will remain well below pre-crisis rates.

More balanced growth in South-Eastern Europe

Economic activity in South-Eastern Europe is supported by improved economic prospects in the European
Union and stronger domestic demand, including infrastructure-related investment. However, in Serbia, the
largest economy in the region, adverse weather conditions in early 2017 dampened growth. Domestic political
uncertainties in the Former Yugoslav Republic of Macedonia weigh on business investment and private
consumption. Regional GDP growth moderated from 2.9 per cent in 2016 to an estimated 2.5 per cent in 2017,
but is expected to accelerate to 3.2 per cent in 2018. The current growth pattern in the region is more balanced
than in the pre-crisis period, when rapid expansion was accompanied by massive current account deficits and
increasing private and public indebtedness. For South-Eastern Europe, the prospect of EU accession remains
the most important policy anchor for the region, and in many aspects, developments on that front will determine
both the political and economic outlook.



Inflation performance diverged in 2017

Inflation in the CIS in 2017 ranged from a near-zero inflation in Armenia to double-digit price increases in
Azerbaijan and Ukraine. In the Russian Federation, lower food prices have brought inflation to record low
levels. Slowing inflation allowed for policy rate cuts in a number of countries in 2017. However, real interest
rates remain high in comparison to other emerging markets. Lending, in particular to households, has picked
up, but the banking sector in the region remains generally in poor shape in the region.

Risks and policy challenges

Despite the improved short-term outlook, the global economy continues to face risks—including changes in
trade policy, a sudden deterioration in global financial conditions and rising geopolitical tensions.

The world economy also faces longer-term challenges. The report highlights four areas where the improved
macroeconomic situation opens the way for policy to address these challenges: increasing economic
diversification, reducing inequality, supporting long-term investment and tackling institutional deficiencies. The
report notes that reorienting policy to address these challenges can generate stronger investment and
productivity, higher job creation and more sustainable medium-term economic growth.

For the CIS, the report cautions that several cyclical and structural constraints are posing challenges to the
region’s near-term and medium-term economic prospects. These constraints include international sanctions
against the Russian Federation which are restricting access to certain technologies and limiting access to capital
markets; the conflict in the east of Ukraine; limited room for fiscal stimulus; and distressed banking sectors.

In addition, progress in economic diversification in the CIS remains slow and natural resource-dependence,
albeit to varying degrees, remains a source of vulnerability. In the longer-term, unfavourable demographic
trends in the European part of the CIS will lead to a shrinking workforce and increased dependency ratios,
putting additional burdens on pension systems.

About the report: The World Economic Situation and Prospects report is the UN’s flagship publication on
expected trends in the global economy. WESP is produced annually by the UN Department of Economic and
Social Affairs (DESA), the UN Conference on Trade and Development (UNCTAD), the five UN regional
commissions and the World Tourism Organisation (UNWTO).

For more information, please visit: http://www.un.org/en/development/desa/policy/wesp/
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