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The model-based potential output estimates are stylised and considerable uncertainty 
surrounds this analysis. Hence, there are several caveats to keep in mind. First, comparing the 
EUCAM results from Autumn 2021 and Spring 2022, a significant proportion of the negative 
impact on potential output shows up as a TFP effect. By contrast, the GM model does not feature a 
pass-through of various economic drivers on production technology and, therefore, it remains silent 
on the impact of energy shocks on trend TFP. Second, energy prices have exhibited large swings in 
the last year and are still surrounded by considerable uncertainty as regards its future magnitude 
and persistence. Adverse macroeconomic effects also heavily depend on substitution possibilities 
to reduce the demand of imported fossil fuels. (48)

4.2. THE NEW CANDIDATE COUNTRIES INCLUDED IN THE FORECAST

Ukraine and Moldova were granted candidate status for EU membership by the European Council 
in June 2022 (49). Bosnia and Herzegovina followed suit in December 2022. This special issue
provides an overview of the structural features, recent performance of and outlook for these three 
economies. The challenges related to statistical gaps and, in the specific case of Ukraine, to 
assessing economic developments for a country at war, warrant a more qualitative approach to 

2023, when the 
enlargement-related workstreams, the intention is to publish detailed forecasts as for the other 
candidate countries (the war situation in Ukraine permitting). (50)

4.2.1. UKRAINE

Ukraine is a lower middle-income country of more than 40 million people. In 2021, GDP 

economic development had been held back by a somewhat uneven implementation of structural 
reforms across different areas, reflecting persistent lack of political consensus, regular 
interference from vested interests, a high degree of corruption, chronically low levels of 
investment, and territorial disputes also linked to the 2014 illegal annexation of Crimea by Russia. 
It must be underscored that while this section is based primarily on pre-war data, the tremendous 

forecasting subject to strong uncertainties. At the same time, the country has demonstrated 
remarkable resilience during the war, and efforts towards joining the EU, having been granted 
candidate country status on 23 June 2022, should improve prospects for Ukraine.

Compared to the EU average, the Ukrainian economy is less diversified and with a large 
imprint of the state in the economy. A large share of its value added comes from agriculture 
(12%, EU average: 1.3%), low-tech manufacturing (12%) and mining (8%). With more than 3,500
state-owned enterprises, accounting for one tenth of output and about 18% of employment, the 

reflected in its relatively low ranking in the Global Competitiveness Index (rank 84 compared to 
ranks 51 to 62 for the three worst-performing EU Member States). 

In the years before the war, the Ukrainian economy had progressively increased trade 
with the EU. Exports in goods and services as a share of GDP had contracted by almost a quarter 

(48) The analysis uses historically estimated parameters for the elasticity of substitution between energy and other inputs,
approximately 0.4 for both consumption and production inputs. A sensitivity analysis shows that the adverse impact 
could be larger if further substitution proves more difficult.

(49) See European Council conclusions of 23 June 2022 and European Council conclusions of 15 December 2022.
(50) The forecasts for Ukraine and Moldova presented in this publication refer to the territories under the control of the 

national authorities, in line with the approach followed by the national statistical authorities. In practice, this means 
that for Ukraine the data, as well as the forecast, exclude the illegally-annexed Crimea, the city of Sevastopol and a 
part of the non-government controlled areas of the Donetsk and Luhansk regions. As regards to Moldova, the data and 
the forecast exclude the Transnistria region.
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since 2015 to 41% of GDP in 2021. Yet, economic integration with the EU progressed further 
thanks to the implementation of the Association Agreement/Deep and Comprehensive Free Trade 
Agreement. The share of exports to the EU, mostly agricultural goods, metals and minerals, 
increased from 28% in 2015 to 36% in 2021. The share of imports from the EU, which comprised 
primarily machines, chemicals and minerals, also strengthened from 36% in 2015 to 41% in 2021.

The workforce is overall well-educated, but the labour market is characterised by 
substantial informal employment. Sizeable government spending on education (5.7% of GDP in 
2021 compared to EU average of 4.8%) and a ratio of gross enrolment in tertiary education of 
above 80% suggest an overall well-educated workforce. Some estimates put the size of the 
informal sector as high as 44% of GDP and almost 20% of all employed in 2021. The activity rate 
averaged around 62% (56% for women) between 2014 and 2021 (EU: 73%, 68% for women), 
while the unemployment rate fluctuated around 9% prior to the Russian war of aggression. 

Inflation had come down following the adoption of a medium-term inflation-targeting 
framework. Since 2016 and up until the outbreak of the war, when it was temporarily suspended, 
the National Bank of Ukraine had successfully managed to set a 5% medium-term inflation-
targeting framework with a flexible exchange rate regime. Confidence in the national currency -
the hryvnia - had improved, as its value on foreign exchange markets stabilised. Inflation was at 
2.7% in 2020 before surging to 9.4% in the wake of the post-pandemic adjustments.

Until the outbreak of the war, public finances were also on a solid footing. The 
government had followed an ambitious fiscal consolidation that resulted in a public deficit of 
around 2% of GDP on average between 2015 and 2021. Supported by strong nominal GDP growth, 
the public debt ratio declined to below 50% of GDP in 2021.

Massive capital destruction and population exodus since the onset
aggression, has caused the economy to contract by almost a third in 2022. The massive 
human exodus of more than 7 million people has partly reversed lately, but about 4 million people 
are still under temporary protection abroad. More than 2 million internally displaced persons have 
also returned to their places of origin. 

The economy has proven resilient despite the war. Population displacement, subdued 
business activity and severe output contraction in the regions with active combat have resulted in 
high inflation and soaring unemployment. In 2022, private consumption and investment are 
estimated to have dropped by about 30% and 35% respectively, resulting in an overall GDP 
contraction of 29.1%. Moreover, Russian attacks on the power grid in late 2022 and early 2023  
have destroyed or seriously damaged half of the electricity infrastructure. Still, a stronger-than-
expected resilience of the critical energy infrastructure, the solidarity initiatives in support of 

nancial assistance are all expected to contribute to a broad 
stabilisation of the economic output in 2023. Under the assumption that the conditions are in place 
for a gradual increase in early reconstruction efforts as from mid-2024, real GDP is expected to
rebound moderately that year. Inflation is likely to remain elevated, around 20%, throughout 2023 
and to decline progressively in 2024, continuing to erode real incomes and wealth. The government 
plans a fiscal deficit (excl. grants) of 28.2% of GDP in 2023, resulting in a projected public debt of 
81.5% of GDP. Unemployment is set to stay at around 15% in 2023 and to decrease in 2024 as 
reconstruction activity picks up. The current account is projected to remain positive at 1.7% of GDP 
in 2023 before returning to a small deficit in 2024. The outlook is, however, subject to 
extraordinary uncertainty and critically depends on the evolution of the war.

Formidable efforts will be needed to attract investment and launch a full-scale 
reconstruction, the cost of which has been recently estimated at USD 411 billion by the 

(51) An ambitious reform programme 
will also be needed to align the country with its European path. Reducing the much-increased role 

(51) World Bank (2023). Ukraine Rapid Damage and Needs Assessment: February 2022 - February 2023 
(English). Washington, D.C.: World Bank Group.
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of the state in the economy, solving the endemic issue of corruption, improving the efficiency of 
the judiciary and strengthening the enforceability of property rights are among the main 
challenges and can, if successfully pursued, enable the modernisation of the economy. Security 
guarantees and an improved business environment favourable to competition are prerequisites for 
making Ukraine attractive to foreign private investors and, ultimately, for the longer-term 
sustainability of the reconstruction effort.

 

4.2.2. MOLDOVA

Moldova is a lower middle-income economy with a population of approximately 2.5 
million. Its GDP per capita stood at around 30% of the EU average in terms of purchasing power 
parity in 2021. During the last decade (2013-22), Moldova recorded economic growth of 3.1% per
year on average and weathered several economic crises, supported by broadly sound 
macroeconomic policies. Prior to 2022, the National Bank of Moldova had been generally 
successful in keeping inflation within the target range set at 5% +/- 1.5 percentage points. Public 
finances have been stable, with a low deficit, at about 2.3% of GDP on average over 2013-22, and 
a low level of debt (36% of GDP in 2022), most of which has been extended by official creditors 
on concessional terms. However, frequent changes in government, persistent rule of law 
weaknesses and continued perception of pervasive corruption hampered investment, in particular 
from abroad. 

on the agricultural sector.
1.3%) and the informal subsistence agriculture represents another 11% of GDP. The 
manufacturing sector is relatively small, centred around agriculture, including food processing and 
agricultural machinery, as well as low-tech manufacturing, such as textiles and apparel.  State 
influence remains important in key sectors, including in telecommunications, energy and transport, 
weighing on their efficiency. State-owned enterprises accumulate assets worth about 26.5% of 

86, closely behind Ukraine and much weaker than the three worst-performing EU Member States), 
hinder a more efficient allocation of resources that could underpin higher living standards. The 
informal sector accounts for an estimated 27% of GDP.

Moldova is a relatively open economy. T
for about 60% of its total exports and 44% of its total imports in 2021. Within the EU, Romania is 
the main destination of trade. Food and agricultural products, as well as crude materials and 
textiles
low value-
2012-22 and it increased in recent years due to the protracted energy crisis. It has been financed 
largely by substantial remittances and financial transfers.

While 
unemployment has been low at around 3%, the very low employment rate of 40% in 2022 (among 
those aged 15 years and above; EU 15 64 years: 66.2%) reflects low participation in the labour 
market by the older cohorts and by people working abroad or willing to work only abroad. The 

Table I.4.1:

2019 2020 2021 2022 2023 2024
3.2 -3.8 3.4 -29.1 0.6 4.0

Exports (goods and services) 7.3 -5.8 -8.6 -42.4 1.5 5.3

Imports (goods and services) 5.7 -6.4 14.2 -18.5 3.0 6.2

Trade balance (goods) (a) -9.3 -4.3 -3.3 -12.7 -11.9 -11.8

Current-account balance (a) -2.7 3.3 -1.9 4.3 1.7 -0.1

 (a) as a % of GDP.

Main features of country forecast - Ukraine
Annual percentage change

GDP
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inflow of people fleeing Ukraine contributed to a slight increase in the employment rate in 2022 
despite the deep economic downturn, but this impact is likely to abate in the coming years.

Ukraine, further aggravated by a drought and the protracted energy crisis. Real GDP 

Moreover, war-related uncertainty also led to a substantial fall in investment. On the fiscal side, 
the general government budget deficit widened to 5.5% of GDP on the back of increased spending 
on energy subsidies for vulnerable households and support for people fleeing Ukraine. On the 
external side, the current account deficit widened to over 15% of GDP, driven by high energy and 

exports in 2021). 

In 2023, the economy is set to mildly recover, with a stronger rebound expected in 
2024. The outlook is based on improved terms of trade, notably the easing of energy prices, and 
consumption growth. Lower energy prices are set to contribute to a considerable reduction of 

to the steady flow of remittances.  Private consumption is thus projected to be the main driver for 
growth, followed by still strong public consumption and a gradual recovery of investment, 
especially in 2024. Normal weather conditions are expected to contribute to a rebound in
agricultural output. Compared to the relatively strong performance in 2022, which was largely on 
account of re-exports of agricultural and other products, export growth is projected to moderate. 
Coupled with a recovery of domestic demand, the contribution of net-exports on growth is thus set 
to remain negative.

High general government deficits are driving up the debt-to-GDP ratio over the forecast 
horizon. The general government deficit is expected to remain high in the near term, on account 
of continued fiscal support for the most vulnerable and the projected increase in public investment. 
This, coupled with low GDP growth, is set to increase the debt ratio. 

However, 
the reorientation of trade flows, additional trade facilitation agreements with the EU and growth 
among its trading partners are set to contribute to a gradual narrowing of the current account 
deficit. The risks related to the forecast remain tilted towards the downside, largely on account of 
the geopolitical situation.

 

4.2.3. BOSNIA AND HERZEGOVINA

Bosnia and Herzegovina is a lower-middle income economy with a population of 3.5 
million.
economic development over the last decade has been marked by stable, but relatively subdued, 

Table I.4.2:

2019 2020 2021 2022 2023 2024
3.6 -8.3 13.9 -5.9 2.8 4.1

Contribution to GDP growth: Private consumption 3.6 -6.4 14.2 -3.3 2.5 3.3

Gross fixed capital formation 2.8 1.3 0.5 -1.6 0.8 1.5

Net exports -1.0 0.8 -6.0 -1.5 -1.3 -1.3

Employment 9.5 -4.2 1.7 1.0 0.6 0.4

Unemployment rate (a) 5.3 3.9 3.3 3.2 3.1 3.0

4.8 3.8 5.1 28.7 15.4 6.4

Current account balance (b) -10.3 -9.3 -15.1 -15.8 -13.7 -12.2

-1.5 -5.3 -1.9 -5.5 -5.5 -4.2

28.8 36.6 33.1 36.2 37.3 38.7

General government balance (b)
General government gross debt (b)

Main features of country forecast - Moldova

(a) as % of total labour force. (b) as a % of GDP.

Annual percentage change

GDP

National index of consumer prices
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economic growth, supported by a significant inflow of
Prior to 2022, annual inflation was very low, at 0.3% on average during the previous 10 years. The 
exchange rate regime is a currency board arrangement with the euro as the anchor currency, which 
has helped to co
deficit of 0.4% of GDP during the last 10 years (2012-21), which is also reflected in a rather low 
level of public debt of about 34% of GDP in 2021, of which half is held by official external 
creditors on concessional terms. Persistent political uncertainties and stalemates, a weak rule of 
law and low progress with economic reforms had a negative impact on domestic and foreign 
investment, weighing on the economy. 

The economy of Bosnia and Herzegovina is skewed towards agriculture and state-owned 
enterprises play a significant role.

icant 
footprint of state-owned enterprises, and a low ranking in the 2019 Global Competitiveness Index 
(rank 92, weaker than Ukraine and Moldova and below the three worst-performing EU Member 
States). The informal sector remains large, accounting for an estimated one third of GDP. The 
labour market is characterised by a low employment rate of around 40% (EU average: 73%) and 
high unemployment rates, especially among young people (currently at 15% and 36%, 
respectively). The labour force is shrinking, largely due to persistent labour emigration. 

Bosnia and Herzegovina is less open than similarly sized economies. The value of goods 
and services exports represents some 30-40% of GDP, compared to 70-80% of GDP for EU 
Member States with a similarly sized population. Commodity exports mainly consist of electricity 
and manufactured products, such as car seats, wires and furniture. The EU is Bosnia and 

the main export markets. The current account deficit averaged 1.4% of GDP during the past ten 
years (2013-22), while trade deficits were substantial (averaging -16.3% of GDP over the same 

Economic activity slowed down in 2022, reflecting a deteriorating international 
environment and accelerating inflation. After averaging 1.8% over the period 2011-20, real 
GDP growth rose to 7.4% in 2021 amid the post-pandemic rebound, but slowed down to 4% in 

limited direct impact on trade. However, higher prices for imported energy and primary 
commodities contributed to inflationary pressures. At the same time, external demand decelerated, 
though from a high level. The main drivers of growth in 2022 were exports, gross investment (in 
particular inventories) and private consumption. The labour market remained resilient in 2022, with 
employment growth of 2.3% and the unemployment rate dropping to 15.4%. The current account 
deficit widened to 4.5% of GDP, largely due to higher import prices and weaker external demand.

The outlook for 2023 and 2024 is based on an expected moderate improvement in the 
al demand towards the end of the forecast period, while domestic 

demand is set to be affected by weak disposable income growth and persistent 
domestic political tensions.
revenues are likely to recover to pre-pandemic levels. Thanks to the projected decrease in 
international prices for energy and raw materials, domestic price pressures are set to ease, 

esult, 
exports and private consumption are expected to become the main drivers of growth towards 
2024. Due to relatively moderate export growth, deficits in trade and current account balances are 
set to remain at their comparatively high level.

The increase in employment is forecast to remain moderate, which should limit the 
reduction in the unemployment rate. However, continued labour emigration will likely support 

growth potential. Public finances are set to benefit from inflation-driven high-revenue growth, in 
particular in 2023. However, decelerating inflation and the local elections could lead to lower than 
planned revenue and higher spending, and thus a higher deficit in 2024. The debt ratio is forecast 
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to decrease slightly in 2023, benefiting from strong nominal growth and a low deficit, while in 
2024 a higher deficit would lead to a slight increase in the debt ratio. The risks to the forecast are 
mainly related to the international environment (both upside and downside) and the domestic 
political situation, which could also turn out to be more growth-supportive than currently assumed.

 

Table I.4.3:

2019 2020 2021 2022 2023 2024
2.9 -3.0 7.4 3.9 1.5 2.3

Contribution to GDP growth: Private consumption 1.7 -2.5 2.9 3.3 1.0 1.3

Gross fixed capital formation 1.3 -1.0 1.1 1.4 1.2 1.2

Net exports -0.5 1.0 -1.4 -2.9 0.5 -0.7

Employment 2.2 -6.9 -1.9 1.0 0.7 1.5

Unemployment rate (a) : : 17.4 15.4 14.5 14.0

0.6 -1.1 2.0 14.0 7.0 4.0

Current account balance (b) -2.6 -3.2 -2.4 -4.6 -3.8 -4.4

1.9 -5.2 -0.3 -1.0 -0.3 -0.8

32.1 36.0 34.4 30.5 29.5 30.0

Main features of country forecast - Bosnia and Herzegovina

(a) as % of total labour force. (b) as a % of GDP.

Annual percentage change

National index of consumer prices

General government balance (b)
General government gross debt (b)

GDP


