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Key Takeaways 
• Worsening geopolitical and financial conditions have dented growth momentum in Central 

and Eastern Europe. A sharp growth slowdown is already underway as persistently high 
inflation is eroding consumer purchasing power, financial conditions tighten, and the 
impetus from reopening economies and pent-up demand fades. 

• In our downside scenario, most CEE-6 economies would be in recession in 2023. This 
scenario assumes a complete cut-off of gas supplies from Russia, subsequent economic 
recession in Germany, and tighter global financing conditions, which would knock off 2.1 
percentage points from our baseline 2023 forecast for regional 1.4% GDP growth. 

• The scale of the shock triggered by the Russia-Ukraine war could lead us to revise some 
of our baseline macroeconomic and rating assumptions for CEE-6 sovereigns, which 
would weigh on our view of sovereign credit quality. We point out four key risks for CEE-6 
sovereigns a sharp economic downturn amplified by recession in broader Europe, the 
constrained ability of CEE-6 governments to benefit from EU transfers, elevated fiscal 
pressures, and suboptimal monetary policy choices.  

• Banks in Czech Republic, Hungary, and Poland are benefiting from sharply rising interest 
rates, although government interventions will limit the bottom-line boost. Under our 
downside scenario, banks' asset quality and financial performance in these countries 
would take a big hit, though sound capitalization and liquidity should help cushion the 
blow.  

• The balance of risks for CEE utilities is on the downside, although still manageable. CEE 
utilities are currently exposed to downside risks stemming from the combination of 
physical supply and liquidity uncertainties, high and volatile prices, and government 
responses to protect affordability. These credit negatives are only partly mitigated by 
industry and government measures and currently higher earnings for some issuers 
stemming from high power prices. 

• While the outlook for the year ahead is challenging, structural factors remain supportive 
for growth in the CEE region, in our view. We expect convergence with Western European 
income levels to continue. 
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Macroeconomic Environment 

Worsening Geopolitical And Financial Conditions Dent Growth 
Although Central and Eastern European (CEE) economies have enjoyed a strong recovery from 
the COVID-19 pandemic-related downturn, worsening geopolitical and financial conditions have 
dented growth momentum. The fallout from the Russia-Ukraine conflict now dominates the near-
term outlook and risks for the region. Rising food and energy prices have exacerbated already 
strong inflationary pressures, and consumer sentiment has plummeted. A sharp slowdown is 
already underway as persistently high inflation is eroding consumer purchasing power while 
financial conditions tighten, and the impetus from the pandemic reopening fades. Foreign 
demand is cooling as global growth prospects dim, not the least in the eurozone, the region’s key 
trade partner.  

Policy responses to geopolitical and macroeconomic headwinds have differed and will continue 
to influence the paths for growth and inflation in individual CEE economies. Some governments 
will likely use part of their available fiscal space to caution the blow for households and 
businesses. Others either don’t have this space, having already used it to lessen the impact of 
the pandemic and skyrocketing energy prices, or are unwilling to incur significant fiscal costs. 
Central banks in the region are, meanwhile, charting a difficult course between supporting 
economic growth, reducing inflation, anchoring inflation expectations, and protecting capital 
flows. 

S&P Global Ratings expects average GDP growth in the six CEE economies covered in this report 
(CEE-6: Bulgaria, Czech Republic, Hungary, Poland, Romania, and Slovakia) to drop to 1.4% in 
2023, from S&P Global Ratings’ economists’ expectations of 4.0% in 2022 (see table 1). 

Table 1 

A sharp growth slowdown is already underway across selected CEE economies 
Real GDP growth (%) 

  2015-2019 2020 2021 2022f 2023f 2024f 

Bulgaria 3.2 -4.4 4.2 2.9 1.8 3.2 

Czech Republic 3.9 -5.5 3.5 2.5 0.2 2.5 

Hungary 4.0 -4.5 7.1 4.9 1.8 2.8 

Poland 4.5 -2.2 5.9 4.0 1.2 3.2 

Romania 4.8 -3.7 5.1 5.7 2.8 4.0 

Slovakia 3.3 -3.4 3.0 1.5 0.4 2.0 

CEE-6 Average 4.3 -3.4 5.3 4.0 1.4 3.1 

U.S. 2.4 -3.4 5.7 1.6 0.2 1.6 

Eurozone 2.0 -6.5 5.0 3.1 0.3 1.8 

China 6.7 2.2 8.1 2.7 4.7 4.8 

f--S&P Global Ratings forecast. Source: S&P Global Ratings. 

We see significant downside risks to this (already well below trend) growth in 2023.  
The situation with energy supply in Europe remains uncertain, while interest rates in developed 
markets may have to rise even more sharply than in our baseline. We have therefore developed a 
downside scenario to illustrate the sensitivity of the CEE-6 to a prolonged energy crisis in 
Europe and higher global interest rates. In this downside scenario that assumes a complete cut-
off of gas supplies from Russia, subsequent economic recession in Germany, and tighter global 
financing conditions, weighted regional growth in 2023 could be 2.1% lower than in the baseline, 
with most CEE-6 economies experiencing economic contraction. 

http://www.spglobal.com/ratings


Central and Eastern Europe: Growth Freezes, Risk Mount  

spglobal.com/ratings  Nov. 10, 2022 3 
 

The CEE-6 has achieved a meaningful recovery from a COVID-19 pandemic-induced downturn. 
In the five years preceding the pandemic, the region’s economies expanded at a brisk pace of 
above 4% on average (see table 1). After a sharp drop of output in second-quarter 2020 caused by 
COVID-19 pandemic and associated restrictions at home and abroad, CEE-6 economies bounced 
back strongly in third-quarter 2020, and the region’s economy continued to recover at a quick 
pace, with growth exceeding the pre-pandemic five-year trend. Hungary, Poland, and Romania 
saw stronger recoveries, supported by fiscal stimulus, with output exceeding pre-pandemic 
levels (fourth-quarter 2019) by 6% or more by mid-2022. In Bulgaria, GDP in second-quarter 2022 
was around 2% above fourth-quarter 2019, while in Czech Republic and Slovakia, it was close to 
that level (see chart 1). 

The region has not fully recovered to its pre-pandemic growth path. While reaching pre-
pandemic output level is an important milestone, it does not tell us how far behind these 
economies are from the level they could have reached in a counterfactual scenario where the 
pandemic did not occur and they continued growing at their pre-pandemic trend rates A better 
measure would be a deviation from a pre-pandemic trend path, which shows a growth shortfall 
and points that a full recovery is further away. As chart 2 shows, the region has been converging 
toward its pre-pandemic growth trajectory, but has not returned there yet, with the estimated 
gap around 4.5%. 

There is a notable variation among CEE-6 economies in terms of this “recovery to trend.” 
Hungary is ahead of the others, with real GDP in second-quarter 2022 only 2% below its pre-
pandemic growth path, while Slovakia and Czech Republic are lagging (at 7%-8% below; see chart 
1). 

Although most CEE-6 economies continued to expand briskly in early 2022, growth has since 
visibly slowed. Strong GDP growth in the first quarter (see chart 3) reflected remaining 
momentum in the recovery of domestic demand after the end of pandemic restrictions, as well 
as solid exports benefiting from the continuing economic expansion of key trading partners in the 
eurozone. In the second quarter, economic growth decelerated in most economies, with a 
contraction in Poland. In annual terms (comparing real GDP to second-quarter 2021), GDP growth 
was still above-trend in most economies, apart from Slovakia.  

 

Chart 1 

CEE economies have achieved a meaningful recovery from 
the COVID-19 pandemic downturn 
Differences with pre-pandemic level (as of Q2 2022)  

 
Source: S&P Global Ratings. 

 Chart 2 

However, the region has not fully recovered to its pre-
pandemic growth path 
GDP Q4-2019=100 

Source: S&P Global Ratings. 
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Some moderation of economic expansion is typical following a strong recovery of well above-
trend growth, amid the fading boost from the reopening of business after pandemic lockdowns 
and the accumulated impact of monetary tightening in response to strong inflationary pressures. 
However, the fallout from the Russia-Ukraine military conflict, to which the CEE is highly exposed 
because of its geographical and economic proximity, is more of a drag on growth than 
anticipated. The spillovers from the conflict are affecting the region via rising energy prices, as 
well as trade, financial, and confidence channels. 

Chart 3 

GDP growth slowed in the second quarter 

 
y-o-y--Year-on-year. q-q--Quarter-on-quarter. Sources: Eurostat, S&P Global Ratings. 

High-frequency indicators point to further deceleration in economic activity. Consumer 
confidence in the CEE-6 has plummeted to its lowest value since April 2020 amid the soaring cost 
of living, risks of energy supply disruption, and broader concerns about the prolonged military 
conflict close to the borders. S&P Global Market Intelligence’s Purchasing Managers Indices for 
Poland and Czech Republic have dropped below 50, both for export orders and local 
manufacturing. Retail sales and industry present a mixed picture, with volatile monthly 
sequential growth rates, but overall point to a stall or contraction in the third quarter for most 
CEE-6 economies. 

We expect a much weaker second half across the CEE-6, with economic weakness likely 
extending into early 2023. Major headwinds to growth include unfavorable terms of trade, risks of 
energy supply disruptions, worsening domestic and external financing conditions, and a 
downturn in the eurozone the region's key trading and investment partner.  
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Soaring oil and in particular gas prices represent a severe terms-of-trade shock for net 
energy-importing CEE economies. All CEE-6 economies are net importers of energy, running net 
energy deficits (see chart 6). Rising energy prices, which started to climb last year and soared in 
the aftermath of the Russia-Ukraine conflict, are a major shock to terms of trade, felt through 
several channels, including depreciating exchange rates and higher inflation. Ultimately, 
worsening terms of trade (the ratio of export prices to import prices) are leading to lower real 
income and demand, all other things equal.  

Chart 6 

CEE-6 energy trade balances (% of GDP) 

 

Note: Energy trade data are based on HS code Chapter 27. Sources: World Bank (WITS), S&P Global Ratings. 
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Consumer confidence has dipped in the CEE-6 
Consumer Confidence Index 
 

 
Sources: European Commission, S&P Global Ratings. 

 Chart 5 

Poland and Czech Republic PMIs have dropped to their 
lowest since the pandemic outbreak  
PMI Index 

Data reflects the Purchasing Manger's Index for Manufacturing (Headline 
Series). Sources: PMI by S&P Global, HALPIM, Refinitive. 
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Some of the CEE-6 economies are more exposed to higher oil and gas prices than others. 
Charts 7 and 8 illustrate the structural vulnerability of the CEE-6 (and other European economies) 
to rising energy prices. We call these factors structural because they are not related to a 
business cycle and change relatively slowly. There are two sources of structural vulnerability to 
energy price shocks for energy importers:  

• Energy intensity, meaning how much energy a country uses to produce one unit of output 
(measured as metric tons of oil-equivalent to GDP based on purchasing power parity; and 

• Energy import dependency, meaning the extent an economy relies on imports to meet its 
needs. 

The CEE-6 vary widely in energy intensity and import dependency. Additional vulnerability at this 
current juncture comes from reliance on gas in the energy mix, given the risks of further 
disruptions in gas flows from Russia. 

Chart 7 

Energy intensity and energy import dependency in Europe 

 

Notes: Import dependency data as of 2020, for GBR as of 2019. Energy intensity as of 2021, for BGR, HRV, CYP, MLT, ROU as of 2020. Import dependence  
calculated as % share of net energy imports in total energy supply. Energy Intensity is the total primary energy supply TOE/1000 USD.  
Sources: OECD, Eurostat, IEA, S&P Global Ratings. 
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Chart 8 

Oil and gas dependency varies the CEE-6 

Sources: S&P Global Commodity Insights, S&P Global Ratings. 

Romania is the least energy intensive among the group, and also the least dependent on energy 
imports, given a large share of domestic production. On the other end of the spectrum, Slovakia 
and Hungary are highly dependent on imported energy, with imports covering close to 60% of 
their energy needs. Out of these two economies, Slovakia's is more energy intensive, while 
Hungary has the highest dependency on gas among CEE-6 (it accounts for around 40% of the 
country's overall energy supply). Poland, Czech Republic, and Bulgaria are in the middle of the 
pack in terms of their dependency on energy imports (around 40%). These three economies are 
more reliant on domestically available coal, especially Poland.   

Headline inflation has been increasing since mid-2021 and throughout 2022 across the CEE-6 
(see chart 9). We are currently observing some moderation in energy inflation, reflecting the 
easing of international prices, as well as the impact of various price-curbing measures introduced 
by CEE governments in the form of fuel subsidies, price caps, or tax cuts (see the Utilities 
section). These measures have somewhat alleviated price pressures from energy inflation, 
though how long these measures are going to remain in place is uncertain. In some cases, 
governments have already abolished some of these measures due to their strain on public 
finances. For example, Hungary experienced moderate energy inflation until recently, but the 
abolishment of some of its price-curbing energy measures in August boosted the energy 
component of CPI and pushed up headline inflation to 20.1% in September (up from 13.7% in July). 
Meanwhile, core inflation is still trending up (see chart 9), reflecting the pass-through of energy 
costs to core prices, and in some cases tight labor markets and fiscal stimulus. This suggests 
that inflation in the region is broader and more persistent than previously expected. In some 
economies, depreciating exchange rates have contributed to price pressures, particularly in 
Hungary, where the exchange rate has lost 20% of its value against the U.S. dollar and 8% against 
the euro since the beginning of 2022. 
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Chart 9 

Energy inflation has started to moderate, but core inflation is still increasing 

 
Sources: Eurostat, S&P Global Ratings. 

Despite some positive developments, energy inflation could worsen. CEE economies are more 
vulnerable to swings in energy prices compared with developed markets and some emerging 
market peers. Due to climate conditions and lower income levels, CEE energy expenses in 
household consumption baskets are the highest in Europe and among the highest in the world 
(see chart 10).  

Secondly, the structure of CEE energy markets makes them especially vulnerable to ongoing 
developments, due to importance of natural gas in domestic production of both electricity and 
heat. Poland and Czech Republic are exceptions, given that in these countries coal is widely used 
to produce electricity and heat. 

Chart 10 

Share of spending on energy in the CEE is the highest in the EU 

 
Source: Eurostat, S&P Global Ratings. 
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Structural inflationary pressures are still in place. Due to demographic pressures and high 
emigration over the last decade, labor markets are tight in all CEE economies, even though the 
large influx of people from Ukraine does alleviate some labor market pressures. With the 
exception of Romania and Slovakia seasonally adjusted unemployment rates remain significantly 
below the EU average, with Czech Republic and Poland being the lowest at 2.4% and 2.6%, 
respectively (as of August). All in all, inflation will likely remain challenging for CEE central banks, 
as they will have to continue to juggle between high inflation and slowing economic growth (see 
“Economic Research: Economic Outlook EMEA Emerging Markets Q4 2022: Juggling Inflation, 
Interest Rates, And Growth“, published on Sept 27). 

The downturn in developed Europe further clouds the CEE-6 outlook. We expect that a 
downturn in developed European markets will weigh on growth of CEE economies in the next 
quarters. That’s because they are highly integrated with Western Europe via global value chains 
(especially automotive), trade, and foreign investment. We expect Eurozone to stagnate in 2023 
with 0.3% GDP growth (see “Economic Research: Economic Outlook Eurozone Q4 2022: Crunch 
Time,” published Sept. 26). We also expect a mild recession in Germany, which is the key 
economic partner for most CEE economies. 
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CEE Downside Scenario 

Risks to our macroeconomic forecasts for the CEE-6 are firmly on the downside 

Considering increased risks in the global economy, we have developed a downside scenario for 
the CEE-6. Our scenario assumptions are based on realization of several potential events: 
continuation of the Russia-Ukraine conflict, the cut-off of remaining gas supplies to Europe, and 
more persistent inflation in the U.S. That means that assumptions for our scenario include a 
surge in energy prices, especially in Europe (particularly for gas prices, but also oil prices) and 
significantly tighter monetary policy in the U.S., eurozone, and the U.K. (see “Economic Research: 
Global Credit Conditions Downside Scenario: Recession Risks Deepen,” published Oct. 12).  

In our downside scenario, most CEE-6 economies would be in recession in 2023. The shock 
spreads to the economies via trade, energy supply, financial channels, and confidence, resulting 
in a 2.1 percentage point downward revision to baseline regional GDP growth of 1.4%. The impact 
varies between 1.5 points (Poland) to 2.6-2.8 points (Bulgaria, Hungary, Romania, and Slovakia). 
The scenario envisages a broad-based decline across all GDP components, including exports, 
consumption, and fixed investments.  

Higher oil and gas prices reverse the trend of slowing energy inflation and add to broad-based 
inflationary pressures in the CEE-6 economies. The magnitude of this effect would differ among 
CEE economies, given varying shares of oil and gas in domestic energy mix. Some governments 
may use available fiscal space to mitigate the impact (such as Poland and Czech Republic), while 
others would be unable or unwilling to do so. 

These developments will sharpen the dilemmas for CEE-6 central banks, caught between 
dimming growth prospects and rising inflation, at the time when global interest rates are rising 
fast. Policy reactions will differ depending on the weight attached to growth versus inflation 
considerations, but overall, the scenario implies higher policy rates across the CEE.  

The downside scenario results in a significant economic downturn in Western Europe, particularly 
in Germany. Given the close relationship between economic activity in CEE economies and the 
eurozone, this implies a significant decline in both CEE exports and cross-border investment 
flows to the region.  

We expect Poland and Czech Republic would be slightly less affected than other CEE 
economies in the downside scenario. Poland is a more domestically oriented economy, and 
similarly Czech Republic is less reliant on natural gas because of the significant presence of coal 
in its energy mix--though still dependent on gas supplies from Russia. We also expect that 
potential fiscal support in these economies could cushion the impact of negative external 
shocks. 
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Chart 11 

In the downside scenario, most CEE-6 economies would see a large hit to GDP growth 

 

Source: S&P Global Ratings. 

While the near-term outlook is challenging, structural factors remain supportive for growth in 
the CEE, in our view. We expect convergence with Western European income levels to continue. 
Disbursement of EU funds is part of our baseline scenario (although we note meaningful risks for 
Hungary and Poland regarding EU funding). With a few exceptions (such as Hungary), public 
balance sheets remain broadly strong across the CEE. Demographic pressures remain a 
significant obstacle for growth, though the influx of a large number of people from Ukraine is 
somewhat alleviating these pressures. About 2.2 million refugees from Ukraine are currently 
registered under temporary protection schemes in CEE-6 economies, with most of them in 
Poland (around 1.4 million), according to the UN High Commissioner for Refugees.  
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CEE Sovereigns 

The shock triggered by the war could undermine sovereign ratings 

Given the scale of the shock triggered by the Russia-Ukraine war, some of our baseline 
macroeconomic and rating assumptions for CEE-6 sovereigns may need to be revised, implying 
an erosion of sovereign credit quality. Barring extreme scenarios, including direct military 
conflict between NATO and Russia, below we highlight four broad sets of risks to our baseline 
rating expectations, which could individually or collectively weigh on sovereign ratings (see our 
current ratings in table 2 and baseline macroeconomic projections in “‘Sovereign Risk 
Indicators,”‘ published on Oct. 11, 2022). These include a sharp economic downturn amplified by 
recession in broader Europe, the constrained ability of CEE-6 governments to benefit from EU 
transfers, elevated fiscal pressures, and suboptimal monetary policy choices. We acknowledge, 
however, that uncertainly about the evolution of the war and the proximity of CEE to the conflict 
complicates policy analysis and medium-term forecasting. 

Table 2 

CEE-6 Sovereign Ratings And Outlooks 

Except for negative outlooks on Slovakia and Hungary, the rest of the outlooks are stable. 

Sovereign  Foreign Currency Rating 

Czech Republic AA-/Stable  

Slovakia A+/Negative* 

Poland A-/Stable 

Hungary BBB/Negative* 

Bulgaria BBB/Stable 

Romania BBB-/Stable 

Long-term foreign currency ratings as of Oct. 27, 2022. *Negative actions on ratings outlooks since Feb. 24, 2022. Source: 
S&P Global Ratings.  

A deeper and longer economic downturn and higher inflation 

Protracted stagflation in advanced Europe, including Germany, could amplify the downturn in 
the CEE likely pushing most CEE-6 economies into a full-year recession in 2023 and increase 
inflationary pressures, weighing on CEE sovereign's  fiscal, external, and monetary profiles. 
Under our downside scenario for the eurozone, which assumes gas rationing triggered by a 
complete cut-off of Russian gas, higher energy prices, and tighter monetary policy, the eurozone 
and Germany would contract 1.3% and 3.4%, respectively (see “Economic Research: Global Credit 
Conditions Downside Scenario: Recession Risks Deepen,” published on Oct. 12, 2022). These 
events could amplify existing pressures and challenge some of our macro and policy assumptions 
for CEE economies. As demonstrated in the previous section of this report, this shock would 
spread to the CEE via trade, energy supply, financial, and confidence channels. The resulting 
negative deviation from our baseline growth projections would be the highest for Slovakia and 
lowest for Poland, but under this scenario we project all CEE-6 economies, apart from Romania 
where growth will be marginally above zero, will contract in full-year terms, posing difficult trade-
offs and challenges for policymakers.  

Recession could be even deeper and inflation higher in some CEE economies, should Russia 
decide to halt oil deliveries to Europe. The Czech Republic, Slovakia, and Hungary are 
particularly vulnerable. These landlocked counties highly depend on Russian oil shipped via the 
Druzhba pipeline and are temporarily exempted from the EU’s Russian oil embargo starting on 
Dec. 5, 2022. Despite recent progress in establishing alternative supply channels, Russian oil 
shortages would likely prompt governments to provide additional fiscal support to the economy, 
undermining their fiscal positions and putting public debt on an upward path in an environment 
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where government funding costs are rising. In addition, energy supply for winter 2023-2024 
remains uncertain since it is now clear that Russian energy flows to Europe will remain severely 
reduced. Depending on the country-specific combination of energy supply shocks as well as 
policy responses, downward pressure on some sovereign ratings could emerge. 

Delays in EU fund allocation and constraints on their absorption by governments 

The ability of CEE governments to secure and use funds available under different EU facilities 
remains to be seen. Since CEE-6 countries joined the EU in the mid-2000s, EU grants have 
comprised between 2%-4% of their GDP annually, supporting public investment, growth, and 
income convergence. The region again became eligible for significant EU transfers in 2021-2027, 
with the stock of available funds per country ranging between 20% to almost 50% of national 
GDP (see chart 12). These funds will flow from three main sources: the previous EU Multiannual 
Financing Framework (MFF) for 2014-2020 under which funds are available until 2024; the EU MFF 
for 2021-2027 and NextGenerationEU (NGEU), including the Recovery and Resilience Facility 
(RRF). Unlike in the past, however, there are risks to the flow of some of these funds given the 
European Commission’s increasing willingness to link their disbursement to compliance with the 
EU institutional principles in the face of institutional erosion in parts of CEE. 

Chart 12 

Available EU funds are high over the next years 

Available EU Funds as a share of 2021 GDP. MFF--Multiannual Financing Framework. NGEU--NextGenerationEU.  
Sources: European Commission, S&P Global Ratings’ calculations. 

Hungary and Poland are particularly exposed to risks of delays or suspension of some EU 
funds, in our view. The EC has delayed the approval of Hungary’s national recovery plan (the 
precondition for the RRF disbursements) and has temporary frozen one-third of the country’s EU 
2021-2027 cohesion fund allotment. Meanwhile, Poland could see the first disbursement of RRF 
funds postponed until next year due to the EC’s unresolved concerns over the Polish judicial 
reforms. In both cases, the delays appear to be one of the factors driving nonresident investor 
sentiment, causing swings in exchange rates and government bond yields. Our baseline is that 
the two countries and EU authorities will likely find a compromise, unlocking the funds, given the 
compelling economic and geopolitical reasons for doing so. That said, a material and protracted 
reduction in EU transfers could weigh on growth, balance of payments, and fiscal outlooks not 
only in 2023 but also in the medium term. We have long highlighted such developments as one of 
the downside factors for these sovereigns.  
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Even if EU funds are fully unlocked, their absorption will require sustained policy efforts. With 
a few exceptions, the absorption rate of EU funding has been relatively low (see chart 13). For 
some CEE sovereigns, the ability to use EU funds has been limited by institutional and 
administrative constraints (including in Romania and Bulgaria). Addressing them requires 
concerted policy measures which could prove challenging in counties with fragile government 
coalitions (Romania, the Czech Republic, and Slovakia) or those facing the start of electoral 
cycles (general elections in Poland are scheduled in late 2023, and 2024 in Romania and 
Slovakia). 

Chart 13 

The pace of EU fund absorption has varied across CEE in the past 

 

Absorption--Total net payments/net planned EU amount from the European Structural and Investment Fund 2014-2020. 
Sources: European Commission, S&P Global Ratings. 

Mounting fiscal pressures amid decelerating economies and increasing borrowing 
costs 

CEE governments have started to roll out emergency measures that we expect will delay fiscal 
adjustment well into 2024. Contrary to our prewar forecasts, we now project most CEE-6 
governments in 2023 to run broadly flat or even wider general government deficits than in 2022 
(see chart 14). This will result from decelerating nominal GDP and revenue growth, but also 
mounting fiscal pressures, stemming from a number of areas including:  

• Measures to protect households and businesses against elevated energy prices that range 
from 2% of GDP in Slovakia to around 3% of GDP in the Czech Republic.  

• Spending associated with hosting over 2 million refugees from Ukraine that arrived in CEE 
since the start of the war. 

• Higher defense spending following governments’ commitment to meet or even exceed the 
NATO defense spending target of 2% of GDP (Poland, for example, is targeting 4% of GDP in 
defense spending in 2023). 

• Election-related social transfers and tax cuts. 

Governments that have fiscal space, such as Czech Republic's and Poland's, could perhaps 
afford these additional costs if they prove to be one-off. We expect Poland to run a fiscal deficit 
of close to 6% of GDP in 2023--the highest in over a decade excluding during the pandemic in 
2020. Czech Republic is set to post a deficit of around 4.5% of GDP. In both cases, we assume 
fiscal policy normalization from 2024. Others, like Hungary, with high debt burdens and surging 
funding costs, or Bulgaria that operates a currency board exchange rate arrangement and needs 
to maintain fiscal conservatism, will likely stay fiscally cautious or attempt to consolidate their 
fiscal deficits. 
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Looser-for-longer fiscal policies risk pushing up government debt and interest bills beyond our 
baseline expectations. Even though we expect supportive fiscal policies to help avoid a deeper 
slowdown in CEE in 2023, this will come at a cost. First, government debt levels will likely increase 
next year, eroding efforts to rebuild fiscal space as the pandemic wanes (see chart 15). More 
importantly, cost-of-living pressures could amplify political fragmentation and incentivize 
governments to relax their prewar medium-term fiscal consolidation targets, especially in the 
face of the heavy election schedule. Second, capital markets appear to have questioned the 
credibility of governments’ fiscal plans when some governments, including Poland and Hungary, 
saw surging borrowing costs (also triggered by uncertainty over its monetary policy path) at a 
time when interest rates were already high. If anything, we expect CEE-6 governments’ interest 
bills as a share of GDP to rise and even double between 2021 and 2023 in the case of Poland. 
Despite available free cash cushions, further increases in interest rates will complicate 
government funding plans for the next year.  

Elevated budget deficits could also keep fueling current account deficits, already stretched 
by expensive energy imports. CEE sovereigns have a generally stronger external profile following 
years of external deleveraging amid current account surpluses supported by strong services 
exports and ample nondebt financial inflows (primary in the form of net foreign direct investment 
and EU capital grants). This changed in late 2021 and especially in 2022, when all CEE-6 
sovereigns started to run wide current account deficits due to adverse terms of trade, 
decelerating exports, and still strong domestic demand--owing to strong labor markets and loose 
fiscal policies. In fact, in 2022 we expect all CEE-6 to post the highest external deficits in the last 
15 years, with deficits in Hungary and Romania approaching 9% of GDP. The current account 
deficits will moderate but remain elevated in 2023 as energy price pressures subside and 
domestic demand weakens. This could potentially lead to a shift in external funding mix toward 
debt, including more volatile portfolio inflows or prompt central banks to further deplete foreign 
exchange reserves. In some cases, including in Romania, which has operated sizable twin deficits 
for years, this adverse scenario could weigh on sovereign credit quality. 

 

Chart 14 

Fiscal deficits in 2023 will remain wide in most CEE-6 
countries 
General government deficits as a share of GDP 

 

f--Forecast. Source: S&P Global Ratings. 

 Chart 15 

The deficits will push government debt higher in 2023 
General government deficits as a share of GDP 

 
f--Forecast. Source: S&P Global Ratings. 
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Suboptimal monetary policy choices amid high uncertainly 

The end of 2022 and 2023 will test the credibility of CEE central banks, especially those that 
have already announced the end of the tightening cycle. Monetary authorities are facing 
difficult dilemmas trying to walk a fine line between taming above-target inflation, mitigating 
economic fallout, and preserving financial stability at a time when major central banks, including 
the European Central Bank, might accelerate monetary tightening. High uncertainty also makes 
the likelihood of a policy mistake greater than usual. If anything, recent emergency measures 
announced by the Hungarian national bank (MNB)--only two weeks after it communicated the 
end of policy rate hikes)--demonstrate the complexity of challenges for regional policymakers. On 
Oct. 14, MNB raised the effective interest by 500 basis points to 18% and committed to directly 
covering foreign currency needs stemming from the energy imports to ensure financial stability in 
the face of a rapidly depreciating exchange rate. Similar market-enforced changes in the 
monetary policy path cannot be excluded in other economies, in our view.  

Looser fiscal policies could weaken monetary policy’s disinflationary impact. Unsynchronized 
fiscal and monetary policy measures risk de-anchoring inflation expectations, forcing central 
banks to tighten policy more aggressively, triggering harsher economic downturns. In this 
scenario, credit profiles of some sovereigns could suffer from weaker fiscal metrics, eroding 
monetary credibility, persistently high inflation and exchange rate pressures, as well as 
weakening external competitiveness. 

CEE-6 sovereign ratings have been resilient since the start of the war 

CEE-6 sovereign ratings have remained unchanged in 2022, with the majority carrying a stable 
outlook (see table 2). Our only two negative rating actions in the region resulted in the revision of 
the outlooks (not rating levels) on Hungary and Slovakia. Both actions reflected risks to economic 
and fiscal outlooks for these sovereigns in light of their elevated dependence on Russian energy 
supplies amid limited alternative supply routes, as well as high exposure to weakening external 
demand from key trading partners in Europe. In the case of Hungary, we also highlighted risks of 
further delays to the disbursement of EU funding as a result of political tensions with the 
European authorities. 

So far, the CEE’s strong credit fundamentals have mitigated war-related downward credit pressures. 
CEE sovereigns have entered 2022 in a position of strength. Their economies have fully recovered from 
the COVID-induced recession and faced a reasonable medium-growth outlook supported by the strong 
labor market, steady inflows of EU transfers, as well as growing productivity in the export-oriented 
manufacturing and services sectors on the back of ample human capital. Even after the pandemic-
related fallout, most of CEE sovereigns’ external and fiscal balance sheets remained strong, with 
authorities well equipped to mitigate shocks amid broadly credible fiscal and monetary policy 
frameworks. Additionally, EU and NATO membership has served to anchor CEE’s policy paths and to 
safeguard external security.  
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CEE Banks 

Government Intervention Will Offset Higher Interest Rate Windfalls 

Banks in Czech Republic, Hungary, and Poland are benefiting from sharply rising interest 
rates, although government interventions will limit the bottom-line boost, in our view. While we 
see divergent banking sector performance trends in the three countries, interest rates have risen 
sharply there in the past year because central banks tightened policy rates aggressively in 
response to elevated inflation. Although we expect rising rates to strongly support net interest 
income in 2023 (see chart 1), extraordinary expenses related to government interventions in the 
three countries will likely weigh on profitability. 

Czech Republic: The government recently announced its intention to collect Czech koruna (CZK) 
147 billion ($3.7 billion, about 2.5% of 2021 nominal GDP) through windfall taxes during 2023-2025 
for a fiscal support package, of which about CZK33 billion should come from the largest Czech 
banks in 2023 (estimated at 30% of net profits for 2023, but targeted amount Is likely 
overestimated by the government). While the bill is still under discussion, we do not expect a 
material impact to current profitability of affected banks as they will see higher interest rate 
revenues In that period to offset these taxes. However, current confusion about the targeted tax 
collection amount and government intervention could hurt the reputation of the Czech banking 
sector, in our view. That’s particularly because banks owned by international shareholders have 
to bear to tax burden. That said, our base case is that government intervention will likely be a 
one-off considering the current energy crisis in Europe. 

Hungary: The picture for Hungarian banks is a bit different. The introduction of windfall taxes on 
bank revenues in 2022 and 2023 in an amount of Hungarian forint (HUF) 800 billion (USD2 billion; 
about 30% of 2021 and 2022 combined banking sector net income) markedly reduces domestic 
banks’ profitability. At the same time, banks will have to pay for an extended rate cap on business 
loans, amounting to an additional HUF80 billion burden (USD200 million). While the two largest 
domestic players are owned by Hungarian investors, this continues to undermine foreign investor 
sentiment. That’s because it adds to the string of historical government interventions in the 
banking market. 

Poland: The Polish government has introduced eight months of credit holidays for all domestic 
mortgage borrowers and mandated banks to provide additional contributions to the borrower 
support fund. The total cost of about PLN 15 billion (USD 3.2 billion, 171% of 2021 banking sector 
net income) will push banking sector profitability to below 2021 levels, despite the windfall in 
operating profitability for Polish banks, in our view. In addition, legal risk provisions related to 
legacy foreign currency mortgages will push some banks to an annual loss. Similar to Hungary, 
this adds to the track record of government intervention through a range of measures and verbal 
threats, which we see as negative for the banking sector’s reputation. An additional windfall tax, 
applicable also to the financial sector, was also discussed but currently seems to lack sufficient 
political support. 
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We expect net interest margins increase because of higher policy rates  
Net interest margin, % 

Czech Republic  Poland  Hungary 

 

 

 

 

 

*Rated banks in the Czech Republic (CSOB, Ceska, Komercni), Poland (Pekao, Mbank, Alior) and Hungary (OTP, MTB). 
Forecasts show previous net interest margin forecasts as of October 2021, and updated forecasts as of October 2022, 
considering the new rate environment. NIM projections for Poland exclude the impact from credit holidays that are booked in 
interest income. f--Forecast. Source: S&P Global Ratings.  

Despite the weakening macro environment, we expect only a slight deterioration in asset 
quality and credit costs under our base case (see chart 17). First, we expect that the residential 
mortgage portfolio--which accounts for about 20% of total customer loans in Hungary, 40% in 
Poland, and 50% in the Czech Republic--will continue to perform well in the next phase of the 
credit cycle. Residential real estate prices have grown significantly during the period of ultralow 
interest rates, which led to a credit-fueled increase in house prices across the three countries, 
particularly Hungary and Czech Republic. We expect a moderation of real house prices in 2023 
because of higher mortgage financing costs and the recent regulatory tightening of 
macroprudential policy instruments by some regulators. For example, the Czech National Bank 
tightened lending standards and increased the countercyclical capital buffer to its maximum 
possible value under the law. Sound loan-to-value ratios and what we view as prudent lending 
and underwriting standards of banks operating in these countries reduce risks of credit losses 
even if residential real estate prices moderately decline, in our view. Second, while CEE countries 
have an important trade relationship with Germany--for example, Czech Republic exports 30% of 
all goods and services to German enterprises--we expect the broader corporate sector in the 
CEE to remain resilient because it has built up strong cash buffers in recent years and would 
withstand a short-term trade slowdown with key export partners. We therefore expect no 
significant deterioration in the loan quality of banks with high corporate exposures in our base-
case scenario of a mild slowdown in 2023. 

The downside scenario could be painful for banks, but capitalization and liquidity 
remain supportive 

Our downside recession scenario sees a big hit to asset quality and financial performance. 
Further interest rate hikes by national central banks and economic slowdowns would lead to 
higher defaults and cost of risk, which we expect would surpass the level of loan loss provisions 
(but recovered since then) during the COVID-19 peak in 2020. A sharper correction could take 
place in the housing market if mortgage refinancing rates move to substantially higher levels than 
what the market is experiencing currently, while a moderate increase in unemployment would 
hurt the debt repayment capacities of households. Nevertheless, fiscal support to borrowers 
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during the current energy crisis would likely prevent an even stronger increase in credit losses, in 
our view, even though this support is partially financed through windfall taxes in Czech Republic 
and Hungary. As such, some governments have introduced meaningful support schemes to 
reduce the energy expense burden for households, ranging from about 1% of GDP (Poland) to 
about 2% (Czech Republic) and potentially a higher share in Hungary. What’s more, in Poland 
credit holidays will prevent a large increase in credit losses on Polish zloty-denominated 
mortgage loans. 

Chart 17 

Selected banking sectors in the CEE: base case and downside scenario for 2023 

 

Downside scenario reflects recessionary risks in the Czech Republic, Hungary, and Poland, as outlined in the downside 
scenario section. bps--Basis points. NPL--Nonperforming loans. Source: S&P Global Ratings. 

 

That said, capitalization and liquidity buffers remain solid for most banks in the Czech 
Republic, Poland, and Hungary thanks to their sound performance in recent years. Many banks 
operating in CEE belong to large Western European groups promoting high levels of disclosure 
and transparency, while benefiting from international expertise that strengthens capacities for 
relevant strategic areas, such as digitalization and sustainability projects. These factors support 
financial stability in the region, in our view. We assess the resiliency of the banking sector under 
our Banking Industry Country Risk Assessment as relatively higher in Czech Republic, followed by 
Poland and then Hungary (see table 3). 

Table 3 

Bank Industry Country Risks Assessments for selected CEE economies 
 

  Czech Republic Poland Hungary 

BICRA group 3 4 5 

Economic and risk trend 3 / Stable 4 / Stable 5 / Stable 

Industry risk and trend 4 / Stable 5 / Negative 5 / Stable 

Derived anchor for the financial system bbb+ bbb bbb- 

Our risk scores range from ‘1’, the strongest score, to ‘10’, the weakest. 
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CEE Utilities 

Industry and government measures partially mitigate downside risks 

CEE countries are heavily dependent on gas, with the drastic reduction in Russian gas imports 
manageable so far. In 2021, Russian gas accounted for almost half the gas consumed in CEE, 
compared with just over one-fifth for top European countries. As a consequence of the Russian-
Ukraine conflict and reduction in Russian gas supply to Europe, the share of Russian gas in EU 
gas demand fell to 9% so far in 2022 from 40% in 2021. The CEE is feeling the direct effects most 
strongly because of its heavy dependence on Russian gas. Landlocked countries like Slovakia, 
Hungary, and Czech Republic would be in the most difficult position to secure gas from non-
Russian sources. The total consumption of these countries is about 25 billion cubic meters; most 
gas consumed in the region is imported, of which about 67%-92% comes from Russia, according 
to the International Energy Agency. That said, we understand that all CEE-6 countries are actively 
working on gas diversification plans (see table 4). 

Table 4 

CEE-6 gas diversification plans 

 Country Consumption 
(2021) 

Gas diversification plans 

Bulgaria 3.3 bcm 1 bcm/year contracted from Azerbaijan; 0.4 bcm via Interconnector 
Bulgaria-Greece to increase the volume between a 0.5-1 bcm/year. 

Czech Republic 9.1 bcm ČEZ and the Czech state secured storage capacity in an LNG 
terminal in the Netherlands that will reduce dependence on 
Russian gas by roughly one-third. 

Hungary 10.2 bcm Increase domestic natural gas production by 0.5 bcm/year to 2 
bcm/year starting this winter. 

Poland 23.2 bcm Polish Oil and Gas Company and Equinor ASA group concluded gas 
sales agreements for 2.4 bcm/year starting January 2023 for 10 
years from the Norwegian Continental Shelf. Gas from Equinor will 
be delivered via the Baltic Pipe. 

Romania 11.4 bcm Around 1 bcm/year extracted from BSOG in the Romanian Black 
Sea. Its platform is about 45 km away from Ukraine’ Snake Island. 

Slovakia 5.3 bcm Slovenský plynárenský priemysel (SPP) to import Norwegian natural 
gas through 2023, covering 32% of Slovakia's annual natural gas 
consumption. 
SPP signed a deal with U.S.-based ExxonMobil for the delivery of 
LNG through terminals in Italy and Croatia. 

Source: Bruegel. 

Risks are more on the downside but are still manageable for now. In line with European peers, 
CEE utilities are also exposed to downside risks stemming from the combination of physical 
supply and liquidity uncertainties, high and volatile prices, and government responses to protect 
affordability. These credit negatives are only partly lessened by industry and government 
measures and currently higher earnings for some issuers stemming from high power prices. 
Although our base case is that ratings do not tumble on the assumption of a continuation of very 
low Russian piped imports to Europe, the war greatly reduces sector predictability. These credit 
negatives are only partly offset by industry and government measures and currently higher 
earnings for some issuers stemming from high power prices.  

Our ratings on the region’s utilities have held steady overall this year, with no upgrades or 
downgrades exceeding one notch, and some positive sovereign-related rating actions. However, 
the negative outlook bias has slightly increased since the Russia-Ukraine conflict tipped the 
balance of risks and government and industry responses. The spotlight among our CEE ratings 
has been on EP Infrastructure (EPIF, which owns 49% of Slovak subsidiary Eustream (not rated), 

http://www.spglobal.com/ratings


Central and Eastern Europe: Growth Freezes, Risk Mount  

spglobal.com/ratings  Nov. 10, 2022 21 
 

that we downgraded one notch since the beginning of the war (BBB-/Negative/--).The war has 
particularly affected the Slovakian national gas transmission system operator, which has 
provided crucial infrastructure for gas transit from Russia through Ukraine to European markets. 

Table 5 

CEE-6 infrastructure ratings have been resilient since the start of the war 

 Issuer Issuer credit 
rating 

Country Rating/outlook change 

Natsionalna Elektricheska Kompania BB-/Stable Bulgaria No 

CEZ A-/Stable Czech Republic No 

Czech Gas Networks Investments BBB+/Stable Czech Republic No 

Energo-Pro B+/Stable Czech Republic No 

EP Infrastructure* BBB-/Negative Czech Republic Yes 

MVM Energy Private  BBB-/Stable Hungary No 

Zapadoslovenska Energetika  A-/Stable Slovakia No 

Eustream NR Slovakia N.A. 

SPP - distribucia NR Slovakia N.A. 

*Part of EP Infrastructure Group. NR--Not rated. N.A.--Not applicable. Source: S&P Global Ratings. 

We see the sector as riskier, featuring increasingly divergent credit paths. Until now, more 
resilient companies have been regulated network operators with supportive regulatory 
frameworks like ZSE, CGNI, or SPP-distribucia as well as fixed-cost power generators like CEZ, 
MVM, or NEK. We believe that electricity and gas distribution network operators (with no 
meaningful exposure to Russian gas) are shielded from the energy crisis due to mostly supportive 
regulatory frameworks, which allow for timely coverage of costs and protection against volume 
and commodity risk. That said, since year-end 2021, regulated DSOs’ credit metrics have been 
volatile, in our view, because companies are bearing the cost of losses in distribution tariffs 
arising from higher energy prices. However, we expect them to recover network losses thanks to 
the cost recovery mechanism embedded in the regulatory frameworks, albeit with one- or two-
year lags or at the latest at the end of the regulatory period. Fixed-cost generators’ earnings 
benefit from high energy prices depending on the level of hedged volume, even if moderated by 
tax and price regulations, while keeping sufficient incentives to grow renewables capacity. 
Earnings robustness is conditional on operating performance and appropriate hedging, liquidity, 
and working-capital management. For example, Czech Republic-based multiutility CEZ (A-
/Stable/--) strongly benefits from higher power prices, and therefore we expect our adjusted 
EBITDA metric to reach CZK95 billion-110 billion in 2022, about twice the 2021 level, and increase 
further from 2023. 

On the contrary, losers are predominantly companies with production shortfalls that may lead to 
earnings or liquidity events as well as those with large exposure to the Russian gas. Because 
meaningful disruption to gas imports could have significant financial impact, we focus on 
declines in EBITDA. In general, we consider as elevated risks associated with large volume 
hedging arrangements amid volatile commodity markets. That’s because we observe that access 
to liquidity is dependent on market sentiment and counterparty confidence in a company’s credit 
quality. In the CEE-6, the biggest impact so far has been on  EPIF's subsidiary Eustream (49% 
share), whose exposure to Russia makes it vulnerable to ongoing and heightened geopolitical 
risks. A sudden cut in Russian gas transit could halve its EBITDA (34% of EPIF’s proportionate 
EBITDA in 2021) due to lost Gazprom payments and short market positions from its gas hedging 
(see “EP Infrastructure ‘BBB-’ Ratings Affirmed And Removed From CreditWatch On Solid Group 
Performance; Outlook Negative.”  
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High inflation and rising yields should be manageable for CEE-6 utilities. In addition to 
increasing power prices, CEE utilities also face record-high inflation. We expect the region’s CPI 
to average 12.6% for 2022 and 8.4% for 2023, compared with 3.9% for 2021. For power generators, 
power prices, rather than inflation, will be the main rating driver. For network operators, the 
mostly supportive regulatory frameworks in CEE should allow for timely pass-through to final 
customers up to the end of the regulatory period. That said, we will closely monitor rising 
affordability concerns, notably for a region with lower GDP per capita than Western Europe.  

We expect rising yields to generally lower credit metric headroom for CEE-6 utilities, with a 
diverging impact depending on the amount of current rating headroom. That said, higher yields 
will also translate into lower pensions and asset retirement obligation adjustments for debt, 
which should lessen the impact of rising yields. 

EU policymaking may temper downside risks for utilities. The EU commission and governments 
are shifting from country-focused storage and one-off affordability measures to a collective 
structural framework to decouple power prices from gas, capture the inframarginal rent, support 
futures liquidity, and moderate demand. We understand the European Commission’s proposals 
for tackling surging energy prices and energy exchange disruptions currently focus on the key 
initiatives announced on Sept. 14, 2022, about which we commented in our report “What Europe’s 
Energy Redesign Might Mean For Its Power And Gas Markets,’ published on Sept. 13, 2022. 

…but it’s up to each country how they will implement the EU’s proposal.  Nord Stream 1’s 
shutdown on Sept. 2 only added to Europe’s gas supply shortfall, removing about 11 bcm a year to 
regions most in need--Italy, Germany, and CEE. At the same time, energy prices skyrocketed, 
which reduced some companies’ liquidity due to increased margining requirements. 
Consequently, government intervention has been inevitable to moderate prices, supplier losses, 
and margin calls. So far, we see European governments as increasingly willing to support market 
and utilities (see table 6). 

Chart 18 

CEE-6 government support to utilities has been slightly lower than in Western Europe 

 

Source: Bruegel. 

0

2

4

6

8

10

12

14

0

2

4

6

8

10

12

14

Bulgaria Czech Republic Hungary Poland Romania Slovakia

B
il. €

%
 

% of GDP (left scale) Support amount  (right scale)

http://www.spglobal.com/ratings
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=52702722&From=SNP_CRShttps://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=52702722&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=52702722&From=SNP_CRShttps://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=52702722&From=SNP_CRS


Central and Eastern Europe: Growth Freezes, Risk Mount  

spglobal.com/ratings  Nov. 10, 2022 23 
 

Table 6 

European governments including the CEE-6’s stepped up to fight energy crisis 

Government intervention by country 

 Country Reduce 
Tax/VAT 

Retail price 
regulation 

Wholesale 
price 

regulation 

Transfers to 
vulnerable 

groups 

Mandate to 
state-owned 

firms 

Windfall profit 
tax/regulation 

Business support 

Bulgaria 
✓ 

€77 mil. allocated 
for reducing fuel 

excises. 

✓ 
Frozen at July 2021 

prices. 
Petrol discount by 13 

cents/liter. 

 
✓ 
 

 

✓ 
€225 mil. from tax 

on the nuclear 
power plant 

Kozloduy. 

✓ 
Compensation for 

14% increase in gas 
prices 

80% of electricity 
prices above €102/ 
MWh for business 

Czech Republic ✓ 
Cancelled road 

taxes, VAT removal 
on electricity, gas, 

and energy fees 
from renewables 

✓ 
€650 discount for 

households + 
additional €530 if 

eligible 

 ✓ ✓ 
✓ 

60% for the 2023-
2025 period 

✓ 
€1.6 bil. aid 

Hungary 

✓ 
 

✓ 
€1.30/liter on petrol 

and diesel 
 

✓ 
 

 

✓ 
Raise around €2 bil. 
in next 2 years. 40% 

tax on MOL group 

✓ 
Per company: 

€62,000 (agriculture), 
€75,000 (fisheries and 

aquaculture), and 
€500,000 (all other 

sectors) 

Poland 

✓ 
Fuel, gas, fertilizer 

tax decrease for six 
months. 

✓ 
PLN785 per MWh 
(€163.6/MWh or 

€0.16/KWh), 90% of 
consumption, and 

PLN699/MWh 
(€144/MWh or 
€0.14/KWh) for 

households 

 
✓ 
 

 

✓ 
€10.6 bil. to 

manage energy 
prices 

 

Romania ✓ 
VAT reduction to 

5% 

✓ 
1-year price ceiling 

 
✓ 
 

 

✓ 
On revenues 

exceeding 
€91/MWh 

✓ 
€4 bil. aid up to 

€264/MWh 

Slovakia 

✓ 

 

✓ 
6.15 TWh for 

selected customer 
groups at 

€61.2/MWh for 2023 
and 2024. 

 
✓ 

 
✓ 

 
  

Tick--Implemented. Red line--Discussed. Tick + red line--Proposed. Source: Bruegel. 

Security of supply worries are leading to increased use of fossil fuels, notably coal, which may 
slow the energy transition in CEE than in Europe. The energy transition becomes more complex 
amid geopolitical shifts and security of supply. Although decarbonization remains a key priority 
for both policymakers and market participants, Russia’s invasion of Ukraine has thrust the 
world’s dependence on hydrocarbons—and the complexity of transitioning away from them—into 
the spotlight. Soaring energy and commodity prices are now immediate priorities, and as such, 
decision makers face a trilemma: balancing the urgent need to decarbonize with concerns about 
energy affordability and security of supply. That said, we believe that policy actions continue to 
support the energy transition, such as the European Commission’s REPowerEU strategy, which 
accelerates the push for net zero and has gained further traction given its goal of energy 
independence from Russia. For example, one lignite-fired power plant in Matra, Hungary, will be 
reopened and work on the Paks nuclear power plant near Budapest will be extended to ensure 
security of supply in the country.  

http://www.spglobal.com/ratings


Central and Eastern Europe: Growth Freezes, Risk Mount  

spglobal.com/ratings  Nov. 10, 2022 24 
 

However, the speed of transitioning away from fossil fuels differs. The acceleration of the 
energy transition across the CEE-6 is crucial for Europe’s efforts to reduce its carbon footprint 
and dependence on fossil fuels like coal. Traditionally, the CEE has been much more dependent 
on coal than Western Europe, in our view. S&P Global Commodity Insights expects that by 2035 
Slovakia and Hungary will decrease their fossil fuel energy production toward 4% and 6%, 
respectively, followed by Bulgaria and Czech Republic, to 20% and 24%, respectively. We expect 
that Slovakia and Bulgaria will move faster away from fossil fuels notably due to new nuclear 
investments.  

Czech Republic has the highest share of fossil fuels in its generation mix, representing about 55% 
in 2021, followed by Bulgaria’s share of 45%, Hungary’s 41%, and Slovakia’s 17%. Most of the CEE 
countries are highly dependent on fossil fuel generation.  

Renewable energy sources will continue to grow in importance from a relatively low base, but 
the nuclear renaissance (baseload and emissions-free) will likely accelerate investments in 
the sector. The gas and power crisis in Europe has increased the focus on security of energy 
supply, possibly leading to greater support for nuclear. Earlier in summer 2022, the European 
Parliament approved the labeling of nuclear as green under the EU Taxonomy, underlining the 
view of certain countries that nuclear should be part of the response to decarbonization and 
security of supply. Decarbonization is expected to come mainly through nuclear power, which has 
been a focus for CEE-6 (see chart 18).  

We expect nuclear generation to increase across the CEE, to 67% and 70% of the electricity 
generation mix in Slovakia and Hungary, respectively. On the other hand, we expect Czech 
Republic and Bulgaria to be frontrunners in increasing their renewables generation (including 
hydro) by 2035 to 29% from 17% in 2021 for Bulgaria and to 17% from 7% for Czech Republic. 

Chart 19 

Electricity generation mix 2021 versus 2035 

 

Source: S&P Global Commodity Insights. 
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