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THE OLD GROWTH MODEL 

Section I 

 



Growth Concentrated in Nontradables 
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Growth Driven by Large Capital Inflows 
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Which in Turn Fueled Rapid Credit Growth 

Note: Annual average  real credit growth is over 2004–08 for Hungary, 

Latvia, Macedonia, and Serbia;  2005–08 for Belarus, Lithuania, and 

Poland; and 2006–08 for Moldova. 
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Problems with Old Growth Model 
Macroeconomic imbalances 

-20

-15

-10

-5

0

5

10

15

20

25

B
u

lg
a
ri

a

L
a
tv

ia

S
e
rb

ia

M
o

ld
o

v
a

E
st

o
n

ia

L
it

h
u

a
n

ia

R
o

m
a
n

ia

B
o

sn
ia

 a
n

d
 H

e
rz

e
g

o
v
in

a

A
lb

a
n

ia

K
o

so
v
o

C
ro

a
ti

a

H
u

n
g

a
ry

M
a
c
e
d

o
n

ia
, F

Y
R

S
lo

v
a
k
 R

e
p

u
b

li
c

B
e
la

ru
s

Tu
rk

e
y

P
o

la
n

d

S
lo

v
e
n

ia

U
k
ra

in
e

C
z
e
c
h

 R
e
p

u
b

li
c

R
u

ss
ia

Average of 2006–08 Average of 1999–2001

Current Account Deficits
(Percent of GDP)

Source: IMF, World Economic Outlook database.



7 

Problems with Old Growth Model 
Mounting vulnerabilities 
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THE NEW GROWTH MODEL 

Section II 

 



Bank Reliance on External Funding Pre-Crisis 
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Domestic Funding Important Going Forward 
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Greater External Orientation 
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Changing Trade Patterns 
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Structural Reform Will Remain Key 
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Labor Market Flexibility 
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Policies to Support New Growth Model 

 Macro-economic policies  

 Prevent overheating 

 Vigilant over credit growth, asset prices, external 

imbalance 

 Avoid excessive resources to non-tradables 

 Build up buffers—fiscal and external 

 Structural policies  

 Make labor and products markets more flexible 

 Make it easier to shift resources across sectors 

 Encourage competition and innovation 
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