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Foreword

Since the fall of the Berlin wall on 9 November 1989, Western Europe (WE) and Central & Eastern Europe (CEE) have
become ever more economically and financially connected. In this report, the ING Economics Department - Global Markets
Research seeks to answer the question: ‘What has been the contribution to economic prosperity that the relationship
between WE and CEE has helped to create over the past 25 years?’ To measure this contribution, we have introduced the
ING Connection Rate, which captures the values of trade flows, FDI stocks and bank loans expressed as a percentage of
GDRP. It is the first time that the impact of both regions on each other is measured by looking at the added value created, and
translated into production and employment benefits. This is the first of two publications that looks at the economic benefits of
the connection between WE and CEE. In our next report, we will focus on the developments that have taken place in

production.
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Main conclusions

This report shows that huge benefits have resulted from the economic connection between Western
Europe (WE) and Central and Eastern Europe (CEE), Russia (RU), and the Commonwealth of
Independent States (CIS) since 1995, leading to growth in employment and GDP.

0 In WE, the ING Connection Rate” was equivalent to around 20% of GDP in 2012. In CEE and CIS, it
equaled 65% of GDP in the same year

9 US$ 240 billion was added to total production in WE between 1995-2011 due to demand from CEE and
RU. In CEE and RU, US$ 272 billion was added to production due to demand from WE

e The main beneficiaries of the CEE and RU demand in WE were Germany (US$ 81.5 billion), Italy, UK,
France, Spain and the Netherlands

@ Between 1995 and 2008, almost 2.7 million jobs were created in WE due to demand from CEE and
RU. CEE saw an increase of 1 million jobs due to increased demand from WE. However, Russia lost
some 0.5 million jobs in this period, which leaves the total job increase for CEE and RU at around 0.5
million

It is the first time that the impact of both regions on each other is measured by looking at the added
value created and its impact on employment.
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More prosperous thanks to the connection

Capturing the WE - CEE+CIS connection

Both regions showed a substantial increase in prosperity
since 1995. GDP and GDP per capita in Central and Eastern
Europe and CIS presented a more rapid increase than in
Western Europe, as the region was ‘catching up’ following the
collapse of the Berlin Wall. Integration at regional level can be
illustrated by increased flows of goods, foreign direct
investments and bank loans. Trade flows, foreign direct
investments, and bank loans as a percentage of regional
GDP, indicate the importance of the overall connection for
each region (the connection rate). The connection between
WE and CEE+RU is a very important one for both regions.




1.

Take off in GDP growth in CIS and CEE since 2000

‘Catching up’ process of CEE takes shape

The GDP growth of CEE+CIS accelerated since 2004. This is
partly due to the accession of 8 CEE countries to the EU in
2004. The oil wealth generated in Russia pushed CIS
economic growth onto a higher growth path. Real economic
growth figures (see graph) show the big difference in growth
rate of the CEE+CIS countries with the average growth rate of
the Western European countries. The German growth
performance (1.6%) was even lagging the overall WE growth
rate in 2000-2008.

* CEE countries with nominal GDP above 25 bn. USD as of 2013

GDP growth CEE countries* and CIS
(GDP real, 2000-2008, 2009-2013)

2000-2008

CIS

Latvia

Lithuania
Estonia
Romania
Bulgaria

Slovak Republic
Serbia

Turkey

Czech Republic
Croatia
Slovenia
Poland
Hungary

Western Europe [ 2.1

7.4
7.2
7.0
6.6
5.9
5.8
5.6
5.0
4.7
4.5

4.3

4.3

4.2

&8

2009-2013
1.8
-0.9
-0.1
0.6
0.3
0.4
1.0
0.0
3.9
-0.4
-1.9
-1.9
2.7
-0.9
0.2 1




1. More prosperous thanks to the connection

Improvements of GDP per capita in CEE and CIS, a huge gap to bridge

still

Increasing prosperity

GDP per capita measured in purchasing power in US
dollars shows the development of prosperity in both regions
as of the mid 1990s.

As of 2004, GDP per capita in CEE and CIS increased more
rapidly. The catching up got a big boost. This has a lot to do
with the accession of 10 CEE countries to the EU. Funds
from the EU and foreign direct investments by WE
companies supported a rapid growth of GDP per capita in
CEE. Increasing demand for CEE and WE products
generated production, income and jobs for each region. This
will be addressed in chapter 2.

GDP per capita by region, 1995-2013
(USD in PPP)
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GDP per capita by country and WE region
(Nominal USD, 1990 and 2013)
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1. More prosperous thanks to the connection

A close connection between Western Europe and CEE+CIS

Crisis interrupted WE and CEE+CIS coming Connection rate as % of WE GDP and CEE+CIS GDP

closer
25% 90%

The catching up process of CEE and CIS with WE is
strongly linked to increasing trade flows, foreign direct
investments and bank claims from WE on CEE+CIS. The
sum of the three elements expressed as a % of GDP is 20%
what we refer to as the connection rate. This rate has been

steadily increasing to 19% of WE GDP since the mid 1990s.

In 2009, the year after the start of the global financial crisis,

the rate of connectedness showed a sharp fall, which was 15%
mainly due to a drying up of trade flows, the freeze on bank
loans to the region, and a moderate increase of FDI's in US
dollars. The connection rate has since recovered all the
ground lost, reaching 20.6% of WE GDP in 2012.

The connection rate for CEE+CIS in % of GDP shows a

different development as of 2009. The ratio (orange line in

graph rhs.) increased to 82% in 2007 in GDP. CEE+CIS. 5%
Obvious GDP of CEE+CIS is much smaller than GDP of
WE. As a consequence the ratio is much higher. Since the
beginning of 2008 the orange line shows a decline of the
ratio. The downward trend is due to the higher economic
growth figures for the CEE+CIS region a drying up of trade

flows, a freeze on bank loans and a moderate growth of DI
FDI. === Foreign claims

= Trade flows
====Connection rate as % of CEE+CIS GDP (R-axis)
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The rapid increase and current level of the connection rate
express the importance of this connection for both regions.
There is no other region with such a strong connection with Note:
WE except for WE itself. «  Foreign claims are end of year and from Western European BIS banks
+ Trade flows cover only trade in goods
* FDI (stock) are sum of inward and outward
Source: UNCTAD, OECD, BIS, ING calculation
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1. More prosperous thanks to the connection

More than 50% of the connection made up by Poland, Russia and Turkey

Largest economies play major roles Connection rate by CEE and CIS countries as % of
WE GDP

Poland, the largest single contributor, makes up 3.9
percentage points of the 20.6% connection rate in 2012.

The largest component of that number refers to claims of 25%
WE banks on Poland, which make up almost half of the Rest of CIS
connection rate. ® Romania
Russia is the second largest contributor with 3.7 percentage 20% Czech Republic
points of the total. In this case, however, the largest Turkey
component is trade: total exports and imports account for m Russia
60% of the link.
= Poland

Turkey represents 2.9% of the total. Trade was the largest 15% —_ Rest of CEE
component of the WE-Turkey connection in the years before
the crisis. After the crisis, bank claims on Turkey became
the largest part of the connection (46%).

10%
The fastest increases in the link between the regions took
place in Romania (connection rate with WE only 0.1% in
1995, against 1.3% in 2012) and Poland (0.5% connection
rate in 1995, against 3.9% in 2012). 5%

0%
'95 '96 '97 '98 '99 '00 '01 '02 '03 '04 '05 '06 '0O7 '08 '09 '10 '11 '12

Source: UNCTAD, OECD, BIS, ING calculation
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1.

WE frontrunners in the connection with CEE are still in the lead

Early birds still in the lead

Germany, Italy and Austria had already relatively strong ties
with CEE+CIS countries even before 1989. Based on the
long standing relationship they were able to expand their
activities in the region more rapidly than other countries.

High growth in connectedness since the turn of the
millennium has been in the Southern European countries
Greece and France. Growth in bank claims of French banks
in CEE is the main driver behind this rapid growth of France.

The largest link of WE with CEE+RU originates in Germany:
this country is responsible for 4.2 percentage points of the
20.6% connection rate in 2012. Three quarters of this
German link is made up of trade flows.

Second and third largest contributors are Italy and Austria,
with 2.9% and 2.6% respectively. For these countries, the
connectedness is primarily through bank claims. Banks from
both countries rapidly strengthened their activities in CEE
soon after the tiring down of the Berlin wall.

Large investments in local production facilities were done
not only in the banking sector, but also in the manufacturing
sector. Most well known are the investments in the
automotive industry. Contributing to an increase of
production, jobs and income in CEE and stimulating
demand from CEE for products and services in WE and
created jobs in the services sectors and high added value
manufacturing sectors. Both regions benefitted from this
development.

Source: OECD, BIS, ING calculation

Connection rate by Western European countries as % of
WE GDP
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FOREIGN DEMAND IN THE LEAD

Foreign demand versus domestic demand

The growing internationalisation of the economies shows foreign
demand became more important at the expense of domestic demand
in both regions. Demand from consumers, corporates and
governments from CEE+RU started to play an important role for
producers in WE at the expense of foreign demand from their own
region. Western European consumers, corporates and governments
used to play a dominant role in the foreign demand for producers in
CEE+RU. That role, while still dominant, seems to have diminished
due to Asia’s (China) role becoming more important.

With the help of the WIOD we were able to calculate the impact of
increasing demand from both regions on each other. The calculation
generates numbers on the gross added value and the number of jobs
created. The impact of growth of demand outnumbered the loss of jobs
due to the redistribution of production in both regions.
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More dependency on foreign demand in both regions

Increasing internationalisation

More and more production and services are meant for
serving foreign demand. As shown in the graph foreign final
demand (measured in value added) increased more rapidly
than domestic demand in the period 1995-2011. The global
crisis of 2008 had a severe negative impact on foreign
demand. In the recovery phase foreign demand was clearly
in the lead in WE. Countries most vulnerable due to global
developments in WE, are Ireland, the Netherlands and
Belgium. The countries least depending on foreign demand
are Greece (11% in share of GDP) plus France, Spain and
Portugal.

Not much difference in dependency on
foreign demand between WE, CEE+RU

The average ratio of foreign demand in percentage of GDP
for WE (30%) and CEE (32%) do not differ much. Hungary
is the most open economy with a ratio of 45% . The Turkish
economy is a fairly closed economy with a ratio of 16%.
After bottoming out of the crisis in 2009 foreign demand was
in the lead in the recovery phase in CEE and RU like in WE.

Source: WIOD, ING calculation
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2. Foreign demand in the lead

Bilateral demand growing in parallel till 2008 crisis

Value added created by region due to bilateral demand
(1995-2011, nominal USD billion)
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Source: WIOD, ING calculation
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Value added Growth value added
Region in % of GDP in USD bn
CEE+RU 1995 2001 1995-2011
Excl. Russia Excl. Russia Excl. Russia
11%/ 10.5% 10.5%/ 11.8% $272/% 166
4 r 1.1% 2.2% $ 240
f‘!.
WS
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For both regions an important contribution
to GDP

The growth of value added created in CEE plus RU
(US$272 billion) due to foreign demand in WE is higher than
the value created in WE (US$ 240 billion) due to final
demand in CEE+RU in the years 1995-2011. However, if we
exclude Russia (impact oil/gas) from the CEE+RU total, the
number for CEE drops to US$166 billion. The total value
created in 2011 still reflects almost 12% of CEE GDP. For
the larger WE economy the total value added represents
2.2% of GDP in 2011. For both regions, it is an important
contribution to GDP.




2. Foreign demand in the lead

Growth CEE+RU demand more important than Asia for WE

Demand from its own region became less important for Western Europe

CEE and Asia became more important customers of WE products and services in 1995-2011. Customers of the own WE region could not keep up
with the increasing demand from these regions. The rest of the world (ROW) includes important winners as well. Countries from the Middle East,
Oceania, Africa are included in this group of countries. Austria, Italy, Spain and France are most successful in attracting customers from CEE+RU. In
all WE countries except Ireland, Greece and Finland CEE+RU demand became more important.

WE value added due to ...and development CEE+RU share in value added created in Western
demand from different European countries due to foreign demand, 1995-2011
regions... , .
SA= South America | NA= North America | ROW=Rest of the World
mWE m CEE+Russia
H Asia mNA
mROW HSA
14%
0 12%
20% 26%
10%
8%
5%
6%
9%
4%
51% 3l
39% 2% B

0%
WE total CYP FIN AUT GRC DEU ITA MLT DNK  SWE NLD FRA BEL GBR ESP IRL LUX PRT

1995 2011 =+ = E®] B iR =111 DI o83

Source: WIOD, ING calculation
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2. Foreign demand in the lead

The WE lucky ones to satisfy CEE demand

Western European value added due to Growth value added by country due to increased demand
demand from CEE+RU grew rapidly from CEE+RU (2011 compared with 1995, as % of GDP)
CEE+RU show highest growth since 2004 of all regions of % AUT
demand for WE products. In total the growth of value added 3.0% DEU
in WE production amounted to US$ 240 billion in 1995- 2.5%
2011. The main beneficiaries of the CEE+RU demand in BEL \iD Total
WE are Germany (US$ 81.5 billion), Italy, UK, France, 2.0% ITA—WE SWE
Spain and the Netherlands (chart at the bottom right hand). 159 IRL Esp pnk FIN
As shown in the graph, Austria and Belgium also have =7 GBR FRA
profited significantly from increased demand from CEE+RU 1.0% PRT <re
when we take into account the size of their economy.
0.5%
0.0%

Growth of Western European value added
due to demand from different regions,

1995-2011 Growth value added by country due to increased demand
50 from CEE+RU (2011 compared with 1995)
N

400 / \ ) CEE+RU Increase of value added % share of total WE value
350 / \ / Countries (USD billion) added growth

300 / =~ Germany 81.5 34%

250 N\, North America Italy 34.5 14%

200 % o7\ Western Europe”  United Kingdom 24.8 10%

0 = ) - France 235 10%

100 —=<=== = Spai

pain 18.7 8%
50 Netherlands 14.4 6%

'95 '96 '97 '98 '99 '00 '01 '02 '03 '04 '05 '06 '07 '08 '09 '10 '11

* Demand from Western Europe consist of foreign demand within the region, e.g. German demand for French products
Source: WIOD, ING calculation
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2. Foreign demand in the lead

Asian demand becoming more important for CEE+RU production at the
expense of WE

WE lost share but very important for CEE+RU still

WE became less important clients for CEE producers. However, on average 39% of demand for products from CEE comes from WE. The
conclusion must be that WE still is very important for CEE. The global trend of Asia becoming an important manufacturing region and an important
consuming region is reflected in its increasing share in demand for CEE+RU production. The decreasing share of WE demand is reflected in the
percentages for the individual countries below. For instance, in Poland the WE share decreased from 62% in 1995 to 48% in 2011. In Russia and
Turkey, a similar loss of share in demand by WE is visible.

CEE+RU value added due to ...and development Western European share in value added created in

demand different regions... individual CEE countries + RU due to foreign demand, 1995-2011

SA= South America | NA= North America | ROW=Rest of the World
m CEE+Russia (ex. dom.) msWE
m Asia ENA

EROW ESA
70%

60%

25%
50%
40%
30%
53%
39% 20%
10% o :
(o)
o] O
| N
15% 13% 0% "
B »
I e R
1995 2011 < &
& - -
© = B @ N ® ] T a = = = =

Source: WIOD, ING calculation

» thinkforward



http://www.freeflagicons.com/country/lithuania/square_icon/

2. Foreign demand in the lead

Russia, Poland and Turkey main beneficiaries of WE demand growth

A decreasing share but still a huge amount Growth value added by country due to increased demand

With almost 40%, Russia was the main beneficiary of from WE (2011 compared with 1995, as % of GDP)
increased demand from WE in the period 1995-2011. Qil,

gas and oil prices play an important role in this huge share 20%

of Russia. Poland profited from the growing WE demand for CZE

an amount of almost US$ 50 billion (value added) in 1995- 15% HUN VK

2011. Turkey, Poland and Russia are the main beneficiaries 0 EST

(69%) of the WE demand for products in CEE+RU. Taking POL

into account the size of the economy (value added increase 10% BGR

as % of GDP) especially Czech Rep. and Hungary benefited

LTU SVN ROM RUS
relatively well from increased WE demand.

A TUR

| =
5% II
|

l

0%
Growth of CEE+RU value added due to CEE Total  CEE/RU Total

d df diff t regions, 1995-2011 :
emand from difierent regions Growth value added by country due to increased demand

900 from WE (2011 compared with 1995, in nominal USD)
800
00 Increase of value added % share of total CEE+RU
North America ~ Country (USD billion) value added growth
o0 Russia 105.7 39%
500 CEE+RU*
200 Western Europe  Poland 49.1 18%
Turkey 32.8 12%
300
Czech Rep. 29.1 11%
0 — Hungar 17.8 7%
100 ——————— gary . b
Slovak Rep. 11.8 4%
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'95 '96 '97 '98 '99 '00 '01 '02 '03 '04 '05 '06 '07 '08 '09 '10 '11

* Demand from CEE+RU consist of foreign demand within the region, e.g. Polish demand for Hungarian products
Source: WIOD, ING calculation
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2

Ihcreasing demand CEE+RU positive impact on most WE sectors of
Industry

Development share CEE+RU demand in value added

Western European sectors
(Share 2011 compared with share 1995, value added in USD billion)
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@
10% Transport equipment . 6@0‘ ‘
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Chemical industry Rat
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Agriculture e g Trade )
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A s © Inte diatic
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$8bn. . — Food manufacturing o serces 7
3—.‘-“ $9bn. @
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"/ government)
~” $138bn 0% 4%
.7 Share in 1995
onstruction
0% "',i $5bn.
0
0% 2% 4% 6% 8% 10% 12%
Share in 1995
*Note:

All WE sectors benefited from CEE+RU
demand a couple of industries stand out

CEE+RU became more important in consuming WE
products. The more internationally oriented sectors
benefited most from increased demand from CEE+RU via
direct exports or indirectly through value added in other
countries' exports. The success of these sectors reflects
not only the increasing demand from CEE+RU, but also the
extent to which Western Europe remained competitive to
satisfy this demand. By plotting the shares in 1995 against
those in 2011 (see figure) a few sectors stand out. Most
successful industries are: other industry (2/3 textile),
transport equipment, chemical industry, machinery and
manufacturing by material. Construction and the services
sectors are traditionally domestic oriented but service
sectors play an ever increasing role in the value chains of
manufacturing sectors.

Large Italian and German sectors main
beneficiaries of growth CEE+RU demand

Other industry (2/3 = textile) shows the highest growth rate
thanks to rapidly growing spending power in Russia and
Turkey. 70% of growth in demand comes from these two
countries. Especially Italian textile industry benefited from
this growing demand. Germany, by far the largest WE
producer of transport equipment and machinery, accounted
for 50% of value added growth due to increased demand
from CEE+RU. ltaly took up 15% of WE value added
growth in the machinery.

« Other industry consists of: textiles (products), leather & footwear, manufacturing nec & recycling
« Manufacturing industry by material consists of: metals & fabricated metal, rubber & plastics, Paper and wood
Source: RUG, ING calculation




2.
WE demand and investments had a positive impact on higher value added

production in CEE

Western Europe still important as buyer
CEE products

For most sectors of industry WE remains the most
important foreign consumer of CEE products and services.
As presented on page 14 total value added created in CEE
due to WE demand increased from 10.5% of GDP (1995)
to 11.8% (2011) of GDP. It is interesting to note that this is
the opposite from what we saw in terms of value added
due to only foreign demand on page 17. The difference is
the result of rapidly increasing importance of foreign
demand for CEE compared with domestic demand. In other
words, even though WE lost share compared to other
foreign consumers of CEE products this region became
more important because of a decreased share of value
added related to domestic demand.

Transport equipment and machinery mainly
produced for Western Europe

Years of investments from WE have led to a strong position
in transport equipment sector especially in the automotive.
More than two-thirds of CEE automotive exports go to
Western Europe. Looking at the whole transport equipment
sector 42% of value added created in CEE is due to WE
demand. This is exceptionally high and more than the
value added created due to demand from the own CEE
region. This also counts for machinery where 41% of value
added is due to Western European demand (31% for CEE
demand). Czech Rep., Poland and Turkey are responsible
for 65% of CEE value added in the transport equipment
sector underlining the shift towards higher value added
production.

*Note:
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» Other industry consists of: textiles (products), leather & footwear, manufacturing nec & recycling
* Manufacturing industry by material consists of: metals & fabricated metal, rubber & plastics, Paper and wood

Source: WIOD, ING calculation




2.

CEE+RU demand largest contributor to WE employment

Services related jobs show largest increase due to final demand from CEE+RU

Increasing demand from CEE+RU in 1995-2008 is responsible for increasing employment in WE by 2,7 million jobs. The growth in employment due
to the CEE+RU demand is even bigger than the growth due to demand from Asia, North America and South America combined. The services
industry is by far the most important beneficiary in WE. These services sectors are strongly linked to manufacturing sectors which are growing so
rapidly in CEE. 40% of the employment growth in services refers to other business services, renting of machinery and equipment, retail trade (20%),
transport (8%) and financial intermediation (5%). Most jobs in the WE manufacturing sectors are created in the manufacturing by material*,

machinery, and transport equipment.

Difference in employment in Western Europe due to development final demand from different regions,
1995-2008
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Manufacturing industry (by material)*
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Transport equipment
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Utilities
Construction
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Government services
Total WE economy

*Note:

« Other industry consists of: textiles (products), leather & footwear, manufacturing nec & recycling
« Manufacturing industry by material consists of: metals & fabricated metal, rubber & plastics, Paper and wood
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97
-10
301
29
111
27
-2
14
49
2,707
194
3,610




2. Foreign demand in the lead

Russia, Poland and Turkey are main foreign job creators in WE

Largest economies have biggest impact on WE employment
Russia, Poland and Turkey created on balance 1.6 million jobs in WE. Almost half of the jobs are created in the services sectors and the other part
mainly in the more value added sectors like the manufacturing by material, transport equipment and machinery. The negative figures for the

chemical and machinery industry in Turkey can be the result of the changing production structure in Turkey. The government strongly stimulates the
domestic production in high value added sectors of industry.

Difference in employment in countries of WE due to final demand from countries in CEE+RU, 2008/1995

w oo @ TR L W =

x1000 Russia Poland Turkey Romania Hungary Czech Rep. Rest of CEE

H% Agriculture 1 30 11 12 9 9 19
£ Food manufacturing 2 17 2 8 8 8 16
11 Oil and gas, minerals industry 4 7 10 4 2 3 4
01 Manufacturing industry (by material) 64 75 25 38 21 23 45
X Chemical industry 13 18 -4 8 5 5 8
#2 Machinery 71 61 -15 34 18 14 45
= Transport equipment 87 33 21 16 12 10 16
M Other industry 50 24 91 19 7 3 13
M Utilities 3 4 1 2 1 1 2
4 Construction 9 15 14 5 4 2 7
v Services 292 271 226 128 103 106 170

Government services 33 31 21 10 14 10 19

Total country effect 630 586 405 284 203 193 363

*Note:

» Other industry consists of: textiles (products), leather & footwear, manufacturing nec & recycling
* Manufacturing industry by material consists of: metals & fabricated metal, rubber & plastics, Paper and wood
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WE is second most Important contributor to the increase in jobs in
CEE+RU

Restructuring process CEE overshadows positive impact WE demand

The loss of jobs in agriculture in CEE+RU, and several other sectors of industry reflects the change in the production structure in CEE. Low
productivity in many sectors of industry including the agriculture required a painful restructuring process resulting in a huge loss of jobs. The impact
of the restructuring overshadows the positive impact of growing demand from WE as well. North America has the largest positive impact
employment in CEE, mainly in services sectors. Within this sector wholesale trade and inland transport (oil effect due to RU) are the most important
subsectors. Growing demand of WE for CEE+RU transport equipment is dominant in the manufacturing industry apart from the services sectors. If

we eliminate Russia from the numbers in the table below the net contribution in CEE employment by Western European demand increases to about
1 million jobs in stead of 477 thousand.

Difference in employment in CEE+RU due to development final demand from different regions, 2008/1995

Western North South Rest of the
x1000 CEE+RU Europe Asia America America world
5% Agriculture -10,171 =797 -385 -122 -12 186
< Food manufacturing -81 20 -20 -6 -1 55
11 Oiland gas, minerals industry -811 -217 47 47 4 118
o‘ Manufacturing industry (by material) 91 29 -30 5 22 441
,5 Chemical industry -190 -68 -21 -3 14 40
&9 Machinery -1281 142 -129 1 12 281
% Transport equipment -289 258 18 33 7 129
wll Other industry -413 -302 38 -58 6 163
™ Utilities 20 -13 29 30 8 88
T4 Construction 930 10 11 9 2 53
«» Services 9212 1210 719 588 113 1,691
Government services 4055 207 87 54 11 147
Total CEE+RU 1,070 477 364 578 187 3,392
*Note:

» Other industry consists of: textiles (products), leather & footwear, manufacturing nec & recycling
» Manufacturing industry by material consists of: metals & fabricated metal, rubber & plastics, Paper and wood




2. Foreign demand in the lead

Negative contribution to growth employment by Germany compensated by
UK, Spain, France, Greece and Belgium

Germany still most important contributor to employment despite of slow growth

The negative contribution of German demand to employment of CEE can be explained by three factors. Germany is the most important contributor
to the job creation in CEE from all WE countries (50% in 1995 and 29% still in 2008). In the period 1995-2008 German final demand did show a
very moderate increase compared to the other WE countries. This slow growth in demand (still + US$ 42 bn ‘95-'08) was not able to generate
enough jobs to compensate for the rapidly improving productivity in CEE or the reduction of jobs due to restructuring. As a consequence the
German contribution to growth of employment in CEE did show a negative number.

Difference in employment in countries CEE+RU due to development final demand from WE countries
2008/1995 .

e EI iRk = ik W8

x1000 UK Spain France Greece Belgium Germany Rest of WE

H% Agriculture -45 -12 -55 22 -9 -448 -249
£ Food manufacturing 12 1 3 5 3 -11 8
11 Oil and gas, minerals industry 17 -1 -20 6 2 -144 -77
01 Manufacturing industry (by material) 21 37 36 16 11 -114 22
X Chemical industry -1 -1 -3 -1 -4 -38 -20
#2 Machinery 66 48 68 9 11 -128 67
= Transport equipment 40 30 61 4 12 26 85
M Other industry 29 52 34 23 -11 -418 -12
M Utilities 11 6 3 5 7 -29 -17
4 Construction 19 6 7 12 4 -48 12
«» Services 343 194 191 111 99 -85 357

Government services 69 26 25 9 7 18 52

Total country effect 580 385 350 222 133 -1419 226

*Note:

» Other industry consists of: textiles (products), leather & footwear, manufacturing nec & recycling
» Manufacturing industry by material consists of: metals & fabricated metal, rubber & plastics, Paper and wood

(Ninkforward



Country coverage

Western Europe Central Eastern Europe North South Rest of the
(WE) (CEE) CIS Asia America (NA) America (SA) world (ROW)
Austria Albania Russia China United States Brazil
Belgium Bosnia and Herzegovina Armenia India Canada Mexico
Cyprus Bulgaria Azerbaijan Indonesia

Denmark Croatia Belarus Japan

Finland Czech Republic Georgia Korea

France Estonia Kazakhstan Taiwan

Germany Hungary Kyrgyzstan

Greece Latvia Mongolia

Ireland Lithuania Republic of Moldova

Italy Montenegro Tajikistan

Luxembourg Poland Turkmenistan

Malta Romania Ukraine

Netherlands Serbia Uzbekistan

Portugal SFR of Yugoslavia

Spain Macedonia

Sweden Slovakia

United Kingdom Slovenia

Iceland Turkey

Switzerland

Norway

The black colored countries are only included in chapter 1 due to data limitations, the orange-colored countries represent the regions also in chapter 2
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Industry classification

NACE
code
AtB

15t16
17t18
19
20
21t22
23
24
25
26
27128
29
30t33
34t35
36t37
E
F
50
51
52
H
60
61
62
63
64
J
70
71t74
L

M
N
o}
p

NACE description

Agriculture, Hunting, Forestry and Fishing

Mining and Quarrying

Food, Beverages and Tobacco

Textiles and Textile Products

Leather, Leather and Footwear

Wood and Products of Wood and Cork

Pulp, Paper, Paper , Printing and Publishing

Coke, Refined Petroleum and Nuclear Fuel

Chemicals and Chemical Products

Rubber and Plastics

Other Non-Metallic Mineral

Basic Metals and Fabricated Metal

Machinery, Nec

Electrical and Optical Equipment

Transport Equipment

Manufacturing, Nec; Recycling

Electricity, Gas and Water Supply

Construction

Sale, Maintenance and Repair of Motor Vehicles and Motorcycles; Retail Sale of Fuel
Wholesale Trade and Commission Trade, Except of Motor Vehicles and Motorcycles
Retail Trade, Except of Motor Vehicles and Motorcycles; Repair of Household Goods
Hotels and Restaurants

Inland Transport

Water Transport

Air Transport

Other Supporting and Auxiliary Transport Activities; Activities of Travel Agencies
Post and Telecommunications

Financial Intermediation

Real Estate Activities

Renting of M&Eq and Other Business Activities

Public Admin and Defence; Compulsory Social Security

Education

Health and Social Work

Other Community, Social and Personal Services

Private Households with Employed Persons

Included in following sectors in report

Agriculture

Oil and gas, minerals industry

Food manufacturing

Other industry

Other industry

Manufacturing industry (by material)
Manufacturing industry (by material)
Oil and gas, minerals industry
Chemical industry

Manufacturing industry (by material)
Oil and gas, minerals industry
Manufacturing industry (by material)
Machinery

Machinery

Transport equipment

other industry

Utilities

Construction

Services

Services

Services

Services

Services

Services

Services

Services

Services

Services

Services

Services

Government Services

Government Services

Government Services

Government Services

Government Services
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Methods and literature

What is WIOD?

International trade is increasingly trade in tasks and activities instead of trade in goods. This has deep consequences for the geographical location of
production, gains from trade and the functioning of labour markets. Current statistical frameworks are not well equipped to provide the necessary data
to analyse these phenomena. The World Input-Output Database (WIOD) is the first database that provides time-series of annual world input-output
tables for forty countries worldwide covering the period from 1995 to 2011. These tables have been constructed in a clear conceptual framework on
the basis of officially published input-output tables merged with national accounts data and international trade statistics. The new approach of
assessing the impact of economies on each other by calculating the added value created to produce exports in stead of the value shipped to the
destination country improves the usefulness of data on international trade.

From foreign demand to jobs

How important is foreign demand in generating new job opportunities? We use the so-called ‘trade in value added’ methodology, based on multi-
regional input-output tables, as introduced by Johnson and Noguera (2012). This methodology provides a consistent accounting framework of the
direct and indirect effects of domestic and foreign demand growth on value added, based on the multiplier analysis. We focus explicitly on the creation
of employment. The World Input-Output Database allows us to investigate how foreign demand has driven the size and the structure of employment in
the long-run. The creation of time series based on the WIOD data and the translation of the added value in employment figures are important add-ons
by the University of Groningen. By tracing the value added at the various stages of production, it provides an ex-post accounting of the value of final
demand. This allows one to measure the importance of foreign demand relative to domestic demand for home-country value added growth in a
consistent framework. Translation of the value added into the number of jobs is done by using the ratio of value per person engaged, calculated for
each year, by industry and by country.

Literature

+ Johnson, R., and G. Noguera (2012). “Accounting for Intermediates: Production Sharing and Trade in Value Added”. Journal of International
Economics, Vol. 86(2), pp. 224-236

« Timmer, M.P. (ed.) (2012) The World Input-Output Database (WIOD): Contents, Sources and Methods, WIOD Working Paper No. 10, available at
www.wiod.org.

+  Timmer, Marcel P., Bart Los, Robert Stehrer and Gaaitzen J. de Vries (2013) ‘Fragmentation, Incomes and Jobs. An analysis of European
Competititveness”. Economic Policy, 28(76), 613-661
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Disclaimer

This publication has been prepared by ING (being the commercial banking business of ING Bank N.V. and certain
subsidiary companies) solely for information purposes. It is not investment advice or an offer or solicitation to purchase or
sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading
when published, but ING does not represent that it is accurate or complete. The information contained herein is subject to
change without notice. ING does not accept any liability for any direct, indirect or consequential loss arising from any use of
this publication. This publication is not intended as advice as to the appropriateness, or not, of taking any particular action.
The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions. Copyright and database
rights protection exists in this publication. All rights are reserved. ING Bank N.V. is incorporated with limited liability in the
Netherlands and is authorised by the Dutch Central Bank.”

The final text was completed on 15 May 2014
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