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Regional insights

Czech and Polish growth slowed in 3¢ quarter

While the euro area economy has seen a decelerating economic growth throughout
2019, the expansion in Central Europe has remained solid with the real GDP growth
mostly above potential. Such a resilience seems striking particularly in the context of a
pronounced slowdown of the German economy which is highly integrated with the
region through trade and financial channels. In this respect, the fresh set of regional
GDP figures for the third quarter suggests that the CE’s economies maintained steady
economic momentum, albeit the growth rates saw a moderation across the region.
The sole exception to the latter trend is Hungary, which keeps its position of the
regional growth champion with the real GDP growth accelerating from 4.9% yoy in the
second quarter to 5.0% yoy in the third quarter. Meanwhile, the Polish economy
experienced an economic slowdown to 3.9% yoy in Q3 from 4.6% yoy a quarter earlier.
This, however, seems less dramatic if we take into account a quarter-on-quarter reading
showing a pick-up in the economic activity from 0.8% qoq in Q2 to 1.3% qoq Q3. The
Czech Republic recorded a year-on-year growth of 2.5%, slightly down from 2.8% yoy in
the second quarter, keeping the economy on a relatively stable growth trajectory since
mid-2018.

Although the detailed breakdowns of regional GDP readings are not yet available, we
assume that once again robust domestic demand was the main driver of economic
activity. Indeed, it is this shift from export to domestic demand-driven growth that we
believe is largely behind the resilience of the CE region to the weakening economic
growth in Germany. Therefore, even though the manufacturing recession in Germany
has resulted in a marked slowdown in industrial production across the region in the
recent months, its adverse impact on economic activity has been partly mitigated by
strong private consumption. The general regional trend is thus set to remain unchanged
—abuoyant household spending, underpinned by strong consumer confidence, the tight
labour markets (with the unemployment rate reaching the historical lows), and rapid
wage growth.

Furthermore, the fast expansion has been supported by solid investment growth in
many CE’s economies, which remains well above that in the euro area. In this regard,
the disbursement of EU structural funds plays a crucial role, not least in the case of
Poland and Hungary that are capable of absorbing more than 2% of GDP annually. Last
but not least, both Poland and Hungary also rely on a favourable mix of loose monetary
and fiscal policy which further underpins their impressive growth performance.
Looking further ahead, the growth prospects of the CE region remain still relatively
positive. Nonetheless, much will be determined by the economic momentum in the
euro area, in particular, Germany. Despite the spectacular resilience seen so far, it
would be naive to think that the region that is so highly integrated into the German
value chains (with the automotive industry as a prime example), would remain
completely immune to long-lasting weaknesses of its key trade partner.
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This non-exhaustive information is based on short-term forecasts for expected developments on the financial markets. KBC Bank cannot guarantee

that these forecasts will materialize and cannot be held liable in any way for direct or consequential loss arising from any use of this document or its
content. The document is not intended as personalized investment advice and does not constitute a recommendation to buy, sell or hold investments
described herein. Although information has been obtained from and is based upon sources KBC believes to be reliable, KBC does not guarantee the
accuracy of this information, which may be incomplete or condensed. All opinions and estimates constitute a KBC judgment as of the data of the
report and are subject to change without notice.




