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INTRODUCTION 

 

The aim of this study is to assess current economic situation of former socialist countries in 

Europe and Asia that undergo systemic transformation towards an open market economy, 

their macroeconomic policies and the progress of structural reforms. We focus on the 

situation seen in 2012 and 2013 and the changes against the previous year, but we also give an 

overview of changes that occurred in the preceding years in order to elucidate the continuing 

process of recovery from the global economic crisis, interrupted by the slowdown related to 

the recent perturbations in the euro area. The reader interested in a more thorough analysis of 

the developments seen in the previous years may be advised to look into our earlier reports. 

Some forecasting estimates for 2014 as well as longer term forecasts for 2019 are also 

included.  

This study is an updated version of the report prepared in the last year, in the framework of 

the research project commissioned by the World Economy Collegium at the Warsaw School 

of Economics.1 It also refers to our earlier analyses contained in the annual reports on 

transformation prepared for the Economic Forum in Krynica-Zdrój2 as well as some other 

publications on the subject shown in the bibliography. In order to facilitate multi-year 

comparisons and the identification of long run trends, this study has a similar layout and 

coverage as our earlier reports. Nevertheless, it is an entirely new analysis, which evaluates 

current economic situation in transition countries and their short- and medium-term economic 

prospects in the light of the newest available data. 

Despite all its limitations and shortcomings, our annual reports on transition countries, 

prepared and published continuously since 2003, are a significant source of information on 

the economic situation, international cooperation, and progress of market reforms in transition 

countries, including the assessments based on a comparative analysis. This is probably the 

only source of a comparative information on the current economic situation in all transition 

countries and their economic prospects, issued continuously on a yearly basis, which is now 

available in Europe and elsewhere, the more so because the EBRD has ceased to include in its 

Transition Reports statistical annexes showing the basic data on the economies of the 

transition region. 

The study contains (apart of this introduction and summary) three parts: (1) Economic 

situation; (2) Macroeconomic policy; (3) Structural reforms. Even though this report is a 

collective work prepared by the three authors indicated on the cover (within a research project 

led by Professor R. Rapacki), the direct authorship was divided as follows: Introduction – Z. 

Matkowski and R. Rapacki; Part 1 – Z. Matkowski; Part 2 – R. Rapacki; Part 3 – R. Rapacki, 

M. Próchniak; Summary – R. Rapacki. 

Part 1 provides basic information on the countries of the transition region, an extensive 

analysis of their economic situation in the last few years, and an assessment of prospects for 

                                                 
1 This is a continued research project carried out in the World Economy Research Institute, Warsaw School of 

Economics, since 2008. Our last report of 2013, prepared by the same research team and under the same title, has 

been published as R. Rapacki, Z. Matkowski, M. Próchniak, Transition Countries: Economic Situation and the 

Progress of Market Reforms, “Working Papers” No. 320, World Economy Research Institute, Warsaw School of 

Economics, Warsaw 2013. The previous report prepared in 2012 has remained as mimeo. The earlier studies 

were published as No. 304 and No. 249 of the WERI Working Papers and some still earlier reports remain in the 

WERI files as mimeo. 

2 Cf. New Europe. Report on Transformation (ed. D.K. Rosati), XVII Economic Forum, Krynica-Zdrój, 

September 6-9, 2007, Eastern Institute, Warsaw 2007. 
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the current year and five years ahead. Section 1.1 brings the basic information on transition 

economies, their economic potential, and development level, as reflected by the total and per 

capita national income. Section 1.2 compares the structure of the transition economies as 

regards the production and demand structure. Section 1.3 gives a comparative evaluation of 

GDP growth record of the transition economies in the last few years, including the assessment 

of the cumulative growth results in the period since the beginning of the world crisis (2008-

2013) and over the whole transformation period (1989-2013). Section 1.4 analyses recent 

changes in the inflation rates and unemployment levels in transition countries. Section 1.5 

analyses the evolution of general government and current account balances, and the relative 

size of public and external debts. Section 1.6 contains an extensive analysis of foreign trade 

and FDI inflows, including the assessment of their role in the economies concerned, the 

analysis of the dynamics of exports and imports and the analysis of the major directions of 

trade flows. Section 1.7 includes a comparative assessment of current macroeconomic 

performance in the transition countries in terms of the five basic indicators analysed here: 

GDP growth, inflation, unemployment, general government balance, and current account 

balance. Section 1.8 presents the IMF forecast of the above five macroeconomic indicators for 

the individual transition countries, which serves as the basis for the assessment of their short-

term and medium-term economic prospects. Section 1.9 gives a comparative assessment of 

social well-being and living standards in the transition countries, based i.a. on composite 

indicators of social development and well-being, such as human development index (HDI) 

and quality of life index (QLI). 

 Part 2 discusses the course and effects of macroeconomic policies pursued in 2012-2013 

in individual transition countries and their subgroups. Section 2.1 provides an overview of 

fiscal policy including a brief discussion on the fulfillment of the golden rule of public finance 

in selected CEE transition economies. Section 2.2 updates the most salient developments in 

monetary policy last year in the transition world while in Section 2.3 the authors embark on 

an assessment of the exchange rate policy. Part 2 concludes with a concise evaluation of the 

effectiveness of macroeconomic policy in the EMU candidate countries in Central Eastern 

Europe in terms of their fulfillment of the nominal convergence criteria. 

In Part 3 the authors embark on a comprehensive assessment of the advancement of market 

or structural reforms in former socialist countries. In Section 3.1 - applying the EBRD 

methodological framework - we give a general overview of structural changes in nine key 

areas  of market reforms. Section 3.2 focuses on one of the key pillars of market reforms, i.e. 

privatization, with special emphasis on small- and large-scale privatization as well as on 

enterprise restructuring and corporate governance. Section 3.3 discusses the progress achieved 

so far in the scope of economic freedom and the perceived incidence of corruption in 

transition countries. In turn, Section 3.4 gives account of the changes in the role and functions 

of the government in former socialist countries, with special regard to its changing size and 

ability to create positive externalities for the private sector. Finally, in Section 3.5 we discuss 

the development of financial markets and the scope of financial intermediation.  

A new element in our study is the assessment of the effects of global financial and 

economic crisis and turbulences in the eurozone on the individual transition economies and 

social well-being in the transition region. The analysis of economic growth has been 

significantly extended, including the assessment of net growth effects recorded since the 

beginning of the crisis as well as an assessment of the cumulated growth in the whole 

transformation period. Special consideration is given to the illumination of the impact of the 

public finance crisis in the euro area on economic situation in transition countries, as reflected 

by the recent slowdown of 2012-2013. The analysis of the foreign trade and foreign direct 

investments has also been extended and deepened, including the assessment of the 
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geographical structure of trade as between the three major markets: Western Europe, CSEE 

and CIS. The analysis of the FDI flows to the transition region has been augmented by a 

separate analysis of the competitiveness vs. attractiveness of the selected transition economies 

based on the data presented in the last edition of the World Competitiveness Yearbook 

published by the IMD. The assessment of social well-being and living standards in the 

transition countries has been updated and extended, including the presentation of some new 

composite indicators of social well-being and the quality of life.  

Our analysis is based on the latest data taken from the resources of the World Bank, 

EBRD, IMF, OECD, Eurostat, UNDP, and other international sources, which were available 

in April and May 2014, during the elaboration of this study; some earlier historical data from 

the same sources were also used. A considerable part of data presented in the tables are the 

result of our own calculations and estimations based on the indicated data sources. All the 

data for 2013 included in the tables and in the text are preliminary estimates from the 

indicated international sources; they may differ from the estimates given by national statistical 

sources and may be subject to some revision at a later date. The data for 2014 and for later 

years are estimates and forecasts taken from the newest international sources available at the 

time of preparing the report. 

The analysed group is composed of 29 former socialist countries undergoing systemic 

transformation from centrally-planned to an open market economy. The group is highly 

diversified in terms of development levels, size and structure of the economy, international 

economic links, development of market institutions, progress in structural reforms, and 

economic policies pursued by the governments. This diversity makes it very difficult to 

compare the economies concerned. In our previous reports, we distinguished three following 

groups: (a) Central Eastern Europe (CEE), (b) South Eastern Europe (SEE), (c) 

Commonwealth of Independent States (CIS) within the transition region. In the light of the 

ongoing integration versus disintegration processes within the transition region, as well as due 

to the rising similarity and diversity observed within the distinguished groups, this breakdown 

has become insufficient for the purposes of our study. Therefore, beginning in this year, we 

introduced a new, more disaggregated set-up for the analysed group.  

In a new breakdown adopted in this report, the transition region as a whole (referred to as 

‘Total’ in our statistical tables) is now divided into two major groups: Central & South-

Eastern Europe (CSEE) and the Commonwealth of Independent States (CIS).3 Each group is 

then subdivided into subgroups. Within the first group, the distinction between Central 

Eastern Europe (CEE) and South Eastern Europe (SEE) has been sustained, but both these 

subgroups are treated now explicitly as two parts of the same group. The composition of the 

two subgroups has been slightly changed: Slovenia, previously included in CEE, has been 

relocated to SEE, in accordance with its actual location and geopolitical and economic 

affiliation.4 With this correction, CEE now includes 7 countries: Poland, the Czech Republic, 

                                                 
3 The Commonwealth of Independent States (CIS) is treated here simply as the group composed of all the post-

Soviet republics except the Baltic states. Formally, it is a loose confederation of 12 independent states, created 

after the dissolution of the Soviet Union, aimed at political coordination and economic cooperation. The attempts 

to create a free trade area within the CIS by now were confined to the establishment of a custom union between 

Russia, Belarus, Kazakhstan, Kyrgyzstan, and Tajikistan. The formal status of Georgia and Ukraine within the 

CIS now has become unclear, but both these countries are still reported in international statistics as CIS 

participants.  

4 Slovenia used to be included in our past reports in CEE, as the most advanced economy in the Balkans, fully 

integrated with the European Union, even if geographically it always made part of SEE. Since Croatia has 

recently also become a member of the EU, and some other post-Yugoslav states are waiting for the EU 

admission, there is no reason, in our opinion, to treat any longer Slovenia as a part of CEE.  



 7 

Slovakia, Hungary, and the three Baltic states – Estonia, Latvia, and Lithuania, while SEE is 

composed of 10 Balkan countries: Albania, Bulgaria, Romania, and all the post-Yugoslav 

republics. The CIS group, which was too large and too diversified to be treated only as a 

whole, has been subdivided into three entities: Russia, Eastern Europe and Caucasus (EEC), 

and Central Asia (CA). The EEC comprises six post-Soviet states in Eastern Europe and the 

Caucasus: Belarus, Ukraine, Moldova, Georgia, Armenia, and Azerbaijan, while CA 

encompasses five post-Soviet states in Central Asia: Kazakhstan, Kyrgyzstan, Tajikistan, 

Turkmenistan, and Uzbekistan. Altogether, the two major groups, CSEE and CIS, include 17 

and twelve countries respectively, making a total of 29 (in some tables, the number of 

countries reported is 28 due to the lack of some data for Kosovo).5 

The new, two-level classification of the countries included in the transition region allows 

us to compare directly the aggregate and average data calculated for the two major groups as 

well as the distinguished subgroups, and to assess on a comparative basis their performance 

and position in the combined economic potential of the transition region. The new breakdown 

seems to be clear-cut, internally consistent, and well suited to the aims of this study. It is also 

basically in line with the breakdown adopted in the EBRD Transition Reports.6 The new, 

more detailed breakdown of the analysed group has significantly increased the amount of 

work needed to prepare the statistical data included in this study, since all the totals and 

averages (including weighted averages) have to be calculated now for each of the 

distinguished groups and subgroups. Nevertheless, we believe that the additional technical 

effort combined with the data preparation will be fully recouped by the increased 

comprehensiveness and clarity of the information presented in this study. 

All the aggregate and average data for the distinguished subgroups and groups, as well as 

for the transition region as a whole, have been calculated by the authors, on the basis of the 

source data and estimates for individual countries. Most averages given for the distinguished 

groups and subgroups are simple arithmetic averages, but weighted averages for some 

indicators (e.g. GNI per capita, GDP growth rates, percentage changes of export and import 

volumes), were calculated as well, using proper weights, in order to facilitate inter-group 

comparisons and the comparison with world totals. Reference figures for the world (including 

advanced economies and developing & emerging economies) have been given in many tables, 

whenever it was possible and appropriate. Our comparative analysis of current economic 

condition of transition economies is illustrated as before by the ‘pentagons of macroeconomic 

performance’, a special analytical tool used in our transition reports since the very beginning 

of our work on the subject, and the evaluation of the progress of structural reforms is 

illustrated by the scores given in the last evaluation of transformation progress by the EBRD. 

Macroeconomic performance of the countries in transition depends to a great extent on 

world economic development and international trade. During the last few years the external 

environment of transition economies changed very unfavourably due to the global financial 

and economic crisis of 2008-2009 and a slowdown in Europe in 2011-2012, caused by the 

crisis of public finance in the euro area. According to the IMF data, total world output 

increased in 2008 by merely 2.7%, and it decreased in 2009 by 0.4%, this being mainly due to 

the prolonged and deep recession in the advanced economies. As the result, the volume of 

                                                 
5 Kosovo separated from Serbia in 2008 and is now formally an independent republic under UN mandate. 

6 The EBRD Transition Reports distinguish two subgroups within the CSEE, but Slovenia and Croatia are 

included in CEE (which is called: Central Eastern Europe and Baltic states) whereas all other post-Yugoslav 

republics, along with Albania, Bulgaria and Romania, are reported under SEE. The division of the CIS applied 

by the EBRD is the same as adopted now in our study; the CIS is subdivided into: Russia, Eastern Europe and 

Caucasus, and Central Asia, with the same composition of the two latter subgroups.  
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world trade increased by only 2.8% in 2008, and it fell by 10.6% in 2009. The countries of the 

analysed group, both in the CSEE and in the CIS, have strongly reacted to the shock caused 

by the radical reduction of the demand in major world markets, a significant drop in the 

inflow of foreign direct investments, and a sudden cut of foreign credits. In 2009, most 

countries of the group fell into a deep recession, and the group as a whole noted a decrease in 

real GDP, comparable to the output drop in the developed countries, or even larger. On an 

unweighted average, the combined GDP of transition countries decreased by 3.8%, but on a 

weighted average (which is more representative in case of such a diversified group) it 

decreased by 5.3%.  

In 2010, total world output rose by 5.2% and the volume of world trade increased by 

12.8%. As the result of this, most countries of the transition region could restore some 

economic growth, though its rates were generally much lower than before the crisis. The 

combined GDP of all transition countries increased by 3.8% on the weighted average and 

their total exports rose by 10.4%, both indicators being below the pre-crisis level and below 

the world average. In 2011, with a continuing, but still quite fragile recovery in the world 

economy, economic growth in the analysed region accelerated slightly, but the improvement 

was not very impressive. The world output increased by 3.9% while the volume of world 

trade rose by 6.2%. The combined GDP of the transition region rose by 4.0%, a result roughly 

the same as the world average. 

In 2012, total world output rose by merely 3.2%, mainly as the result of a stagnation or 

small recession in the euro area related to the public finance crisis and some slowdown in the 

developing Asia. The volume of world trade increased by only 2.8%. The deceleration of 

world trade and the stagnation of output in Western Europe was keenly felt by CEE and SEE 

countries. Most of them noted a considerable slowdown in economic growth and some of 

them fell again into recession. The negative impact of the financial turmoil in the euro area, 

with the resulting drop in its output and imports, was also felt in the CIS region. Altogether, 

the combined GDP of all transition countries increased by only 2.3%, and most countries of 

the analysed group saw virtually no growth or even a drop in output levels.  

In 2013, the world economy continued to grow at the rate of 3.0%, but Western Europe in 

general tended to stagnate, with some small drop in the total output in the euro area. The 

volume of world trade rose by 3.0% only. The slowdown in the transition region continued, 

though the second half of the year brought some signs of improvement both in Western and 

Eastern Europe. The yearly GDP growth result for the transition region was 1.7%, much less 

than the world average and less than the GDP growth in the same region reported in the 

previous year. 

Beyond any doubt, economic prospects of the transition countries in the next years will 

still depend to a great extent on the further growth of the global economy and on the dynamics 

of international trade. The economic prospects of the CEE and SEE countries will be directly 

related to future economic developments within the European Union, while the economic 

situation in most CIS countries will depend mainly on further economic developments in 

Russia.  
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PART 1. ECONOMIC SITUATION 
 

1.1. Size of the economy 

We begin our analysis by assessing the economic potential of this group. Table 1 presents 

basic data on the size of 29 transition economies. The data refer to 2011 and come from the 

World Bank. 

The combined economic potential of the countries of the group is big, although vastly 

underutilised and very unevenly distributed. The group represents almost 18% of the world’s 

surface area and almost 6% of the world’s population, but its share in the global output is 

smaller than the size of the territory and the amounts of available resources could warrant. 

According to the newest estimates published by the World Bank, in 2012 the total gross 

national income (GNI) of all the countries in the group amounted to $ 3 792 billion if 

converted at current exchange rates (CER) and $ 6 986 billion in terms of purchasing power 

parity (PPP). This represents 5.2% or 8.1% of total world output and income respectively. 

The economic potential of the analysed group is highly concentrated. In terms of GNI 

calculated at PPP, four countries: Russia, Ukraine, Poland and Romania, account for 70% of 

the total output produced in this group while another six: the Czech Republic, Hungary, 

Slovakia, Belarus, Kazakhstan and Azerbaijan, represent a further 18%. This means that 

almost 90% of the total output within the group is created by 10 countries while the remaining 

19 countries provide not much more than 10%. The countries of CEE and SEE, which account 

for less than 6% of the total area and 30% of the total population, produce 35% of the total 

output of the group while all the CIS countries (including Russia) – with an incomparably 

greater area and population – make up only 65%. This comparison shows how great are the 

differences between the countries of the analysed group and the distinguished subgroups in 

the degree of utilisation of their resources, economic efficiency and labour productivity. 

Huge differences in the size of countries included in the analysed group make it difficult to 

compare their economic potential and performance. Russia, the biggest single country in the 

group, represents 73% of its total territory, 35% of total population, and 47 or 48% of the 

combined GNI of the whole group (depending on the conversion method). By no way can it 

be sensibly compared with such small countries in the CIS like Armenia, Georgia and 

Moldova, with the three Baltic states, or any of the independent post-Yugoslav republics. This 

is also why simple arithmetic averages of various economic indicators calculated for the 

distinguished subgroups are not very meaningful and sometimes may even be misleading, 

which provides a strong argument for using weighted averages whenever it is appropriate and 

possible. 

At the same time there is no direct relationship between the size of individual countries, as 

measured by their surface area or population, and the volume of output produced and the 

value of national income. The total GNI value of Ukraine measured at CER and PPP is 

comparable with that of Romania though Ukraine has almost three times larger territory and 

twice as large population. Uzbekistan’s GNI at PPP is comparable with that of Bulgaria, even 

if Bulgaria is four times smaller as regards population and area, not to say about the 

disproportion in the amounts of natural resources.  

These divergences are also reflected in a comparison of per capita national income. The 

per capita GNI figures for 2012 calculated at PPP evidence how large are the differences in 

the development level and the level of social wealth between the individual countries of the 

analysed group and how huge is the distance between the countries of this group and the most 

advanced economies in the world in terms of the average income level.  
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Table 1. Area, population and national income, 2012 
 

Country 

Surface area Population 

Gross national income 

at current exchange rates 

(CER)a 

at purchasing power parity 

(PPP) 

thousand 

km2 

millions total  

US $ billion 

per capita 

US $ 

total  

US $ billion 

per capita  

US $ 
       

CEE       

Czech Republic 79 10.5 190.5 18 130 267.9 25 480 

Estonia 45 1.3 21.7 16 310 31.0 23 280 

Hungary  93 9.9 123.1 12 410 211.8 21 350 

Latvia  64 2.0 28.6 14 060 44.4 21 820 

Lithuania  65 3.0 41.3 13 820 70.3 23 540 

Poland  313 38.5 488.0 12 660 838.6 21 760 

Slovakia  49 5.4 93.0 17 200 137.5 25 430 

Subtotal/avg. 708 70.8 986.3 13 510 1 601.5 22 590 

SEE       

Albania 29 3.2 12.7 4 030 29.3 9 280 

Bosnia & Herzegovina 51 3.8 18.2 4 750 37.0 9 650 

Bulgaria 111 7.3 50.0 6 840 112.9 15 450 

Croatia 57 4.3 57.6 13 490 86.2 20 200 

Kosovo 11 1.8 6.5 3 600 15.1 8 380 

Macedonia FYR 26 2.1 9.7 4 620 24.3 11 540 

Montenegro 14 0.6 4.5 7 220 9.1 14 590 

Romania 238 21.3 171.9 8 560 354.3 17 650 

Serbia 88b 7.2 38.1 5 280 82.6 11 430 

Slovenia  20 2.1 47.0 22 830 58.1 28 240 

Subtotal/avg. 634 53.7 416.2 7 960 808.9 15 470 
       

Russia 17 098 143.5 1 822.7 12 700 3 272.9 22 800 
       

EEC       

Armenia 30 3.0 11.0 3 720 23.1 7 780 

Azerbaijan  87 9.3 57.9 6 220 138.1 14 860 

Belarus 208 9.5 60.3 6 370 158.5 16 750 

Georgia 70 4.5 14.8 3 290 30.4 6 760 

Moldova 34 3.6 7.4 2 070 16.2 4 550 

Ukraine  604 45.6 159.6 3 500 380.0 8 340 

Subtotal/avg. 1 033 75.4 311.0 4 130 746.3 9 920 

CA       

Kazakhstan 2 725 16.8 164.3 9 780 316.8 18 880 

Kyrgyzstan  200 5.6 5.5 990 15.3 2 720 

Tajikistan 143 8.0 7.1 880 18.8 2 340 

Turkmenistan 488 5.2 28.0 5 410 57.1 11 040 

Uzbekistan 447 29.8 51.2 1 720 147.9 4 970 

Subtotal/avg. 4 003 65.4 256.1 3 920 555.9 8 520 

CSEE 1 342 124.5 1 402.5 11 120 2 410.4 19 140 

CIS 22 134 284.3 2 389.8 8 400 4 575.1 16 100 

Total 23 476 408.7 3 792.3 9 230 6 985.5 17 140 

% of world total 17.5 5.8 5.2 . 8.1 . 

a Using the World Bank Atlas conversion factor to reduce the impact of exchange rate fluctuations in the cross-country 

comparison of national incomes. 
b Surface area of Kosovo included in this figure has been deducted in subtotal and total in order to avoid double counting. 

Subtotal and total averages of per capita GNI for the subgroups and the group as a whole are weighted averages, calculated 

using population numbers in 2012 as weights. 

Source: The World Bank, World Development Indicators: Data, 8.05.2014.  
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Chart 1. Gross national income, 2012 (billions of US $) 
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Chart 2. Gross national income per capita, 2012 (US $) 
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A major problem in international comparisons of national income is the conversion rate of 

national currencies against US dollar. Depending on the conversion system used, we get quite 

different figures. For post-socialist countries, like for most emerging and developing 

economies, GNI or GDP figures expressed in US dollars at current exchange rates (CER) are 

as a rule much lower than the alternative estimates based on purchasing power parities (PPP), 

due to relatively lower price levels.7 The difference between the GNI or GDP estimates made 

at CER and those made at PPP is usually the largest the lower is the income level in the given 

country. 

While PPP estimates of GDP or GNI, both total and per inhabitant, are usually preferred in 

broad international comparisons to the alternative CER estimates, since they take into account 

the differences in price levels and living costs, some economists argue that the PPP GDP and 

GNI data for many developing countries published by the World Bank and other international 

sources (IMF, OECD, Eurostat) tend to be overestimated. The same may apply to per capita 

income figures. This is why we present here both kinds of GNI estimates, at CER and at PPP.  

Another problem involved in international comparisons of national income are differences 

between the estimates published by different data sources. The differences are particularly 

large in case of GDP or GNI estimates made at PPP. For instance, the PPP GNI estimate for 

Russia in 2012 given by the World Bank is $ 3 273 billions while the PPP GDP estimate for 

the same year given by the IMF is $ 2 486 billions – a difference of almost one third. 

Similarly, the newest estimate of per capita PPP GNI for Russia in 2012 made by the World 

Bank is $ 22 800 whereas the newest estimate of per capita PPP GDP in Russia given by the 

IMF for the same year is $ 17 386. By no way can such a discrepancy be attributed to the 

conceptual difference between the two measures of national product and income, the less so 

because in the case of Russia, its GDP is much higher than GNI due to the negative balance of 

foreign factor income. The evident overestimation by the World Bank of Russia’s total GNI 

measured at PPP results in a similar overestimation of its per capita income. The main source 

of the difference are different conversion factors used in both estimates to represent 

purchasing power of the local currency and its international value. The crucial role in 

estimating the GDP or GNI measured at PPP is played by the adopted conversion factor.8 

The overestimation of Russia’s position in the World Bank estimates of PPP GNI – both as 

regards its total and per capita values – not only makes it difficult to undertake direct 

intragroup comparisons, but it also distorts significantly the proportions between totals and 

averages calculated for the two main groups distinguished here as well as the share of the 

whole transition region in the world output (the share of the transition region in the global 

GNI calculated at CER is certainly underestimated whereas the share calculated at PPP is 

probably overestimated). 

The reliability of GDP and GNI estimates at PPP given by the World Bank for some 

transition countries, especially the less developed countries of the CIS, is limited. An indirect 

                                                 
7 In international comparisons of national income (GNI or GDP), there are two systems of converting the 

currencies into US dollars: (a) current exchange rate (CER); (b) purchasing power parity (PPP). Purchasing 

power parity is a conversion factor of the real value of money, taking into account price differences; it reflects 

the real purchasing power of US dollar relative to the goods and services produced in the given country. The 

international PPP dollar has the same purchasing power as a US dollar in the USA. As a matter of fact, the 

World Bank estimates of CER GNI (labeled ‘at current international dollars’) are compiled using the so-called 

World Bank Atlas method in order to alleviate fluctuations in the exchange rates between the consecutive years.  

8 E.g. in estimating PPP GDP for Poland in 2012, the IMF adopted the conversion rate of 2.00 PLN/USD while 

the World Bank applied the conversion rate of 1.74 PLN/USD; the average official exchange rate applied by the 

National Bank of Poland in the given year was 3.26 PLN/USD.  
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proof is provided by frequent substantial revisions of the data. One such a revision has 

actually appeared in the last phase of the elaboration of this part of the report. On 6 May 

2014, the World Bank introduced a revised dataset on total and per capita GNI for 2012 and 

some earlier years. For most transition countries the corrections introduced to the earlier GNI 

estimates for 2012 were quite minor, but PPP GNI data (both total and per capita) for several 

CIS countries in CA have been increased very significantly not only for 2012, but also for 

several years backwards. The biggest upward corrections have been made for Azerbaijan and 

Kazakhstan (+60%), Uzbekistan (+35%) and Turkmenistan (+20%).9 Since the earlier CER 

GNI estimates for the same countries have been left almost unchanged, this means that this 

radical revision of PPP GNI data was caused by adopting completely new PPP conversion 

factors (probably, in connection with the rise in oil and gas prices in the world market that 

occurred in 2010-2011).10 

This data revision was not only very troublesome to the authors of this report, since all the 

relevant data already included in Table 1 had to be changed and new income rankings based 

on them had to be prepared, but it may be also inconvenient for the readers because the new 

PPP GNI data for the mentioned countries do not correspond with the data for earlier years 

presented in our former reports. The told data revision also leads to some increase of the total 

output and income of the transition region, measured at PPP, and of its share in the global 

output. It also changes the proportion of economic potential between the two main groups 

distinguished here, CSEE and CIS, in favour of the latter. But the most significant effect are 

the resulting changes of the position of individual countries in our total and per capita income 

rankings, arranged according to PPP GNI data. Due to the data revision, the four above 

mentioned CIS countries have significantly improved their ranks, just because of the 

introduced change of the calculation rules. This story should make us alert to the relativity 

and uncertainty of PPP GDP and GNI estimates. Unfortunately, we are not able to assess the 

quality of the old and new estimates of PPP GNI for the mentioned countries, given by the 

World Bank, and we must assume that the latest estimates are correct, at least until the 

appearance of the new data published by some alternative sources, like the IMF. 

Charts 1 and 2 present a transparent ranking of the transition economies in terms of their 

total and per capita GNI calculated at current exchange rates (CER) and purchasing power 

parities (PPP). They evidence huge differences between the countries of the group as regards 

the value of their aggregate output and income as well as big differences in the levels of per 

capita income. 

The global financial and economic crisis has brought about some changes in total and per 

capita GNI rankings within the analysed region. Some countries, less affected by the crisis, 

have improved their relative position within the group. Some other, strongly hit by the crisis, 

fell onto lower positions. The changes in both the total and per capita income ranking were 

also due to different trends in the exchange rates. The fragile recovery of 2010 and 2011, and 

the new slowdown in Europe, which appeared in 2012, have brought again some changes in 

                                                 
9 The former (unrevised) estimates of PPP GNI for the four mentioned countries in 2012, given by the World 

Bank, were as follows: Azerbaijan – total: $ 86.5 billions, per capita: $ 9 310; Kazakhstan – total: $ 197.9 

billions, per capita: $ 11 780; Turkmenistan – total: $ 46.9 billions, per capita: $ 9 070; Uzbekistan – total $ 

109.1 billions, per capita: $ 3 670. The IMF estimates of PPP GDP for the same countries in 2012 are as follows: 

Azerbaijan – total: $ 95.7 billions, per capita: $ 10 360; Kazakhstan – total: $ 229.6 billions, per capita: $ 13 574; 

Turkmenistan – total: $ 48.5 billions, per capita: $ 8 640; Uzbekistan – total $ 103.8 billions, per capita: $ 3 490. 

10 According to the fuel price indexes published by the IMF, world prices of crude oil and natural gas decreased 

by 37% in 2009 as the result of the world economic crisis, but in the next two years (2010-2011) they rose by 

66% on the average. 
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the position occupied by the individual countries of the group in the total and per capita GNI 

rankings.  

In the per capita PPP GNI ranking of transition countries arranged according to the newest 

World Bank estimates for 2012, three top positions belong to Slovenia, the Czech Republic 

and Slovakia, with income levels over $ 25 000 per inhabitant. Seven other countries: 

Lithuania, Estonia, Russia, Latvia, Poland, Hungary, and Croatia, have PPP GNI per capita in 

the range between $ 20 000 and $ 23 500. Altogether, ten countries in the group have per 

capita PPP GNI over $ 20 000. The next ten countries enjoy income levels between $ 10 000 

and $ 19 000, and the last nine ones stick between $ 2 000 and $ 9 000. The two poorest 

countries, Tajikistan and Kyrgyzstan, have PPP GNI per capita slightly higher than $ 2 000. 

The relative position of Poland in this ranking (8) is similar as in the rankings based on PPP 

income data given by other sources (IMF, OECD, Eurostat). However, Poland’s position 

behind Russia is disputable; according to GDP per capita data published by the IMF, the 

sequence is opposite.11 

According to the World Bank’s newest classification, arranged according to 2012 data12, 9 

transition countries (Slovenia, Czech Republic, Slovakia, Lithuania, Estonia, Croatia, Russia, 

Latvia, and Poland) are now included in the ‘high income’ group, 11 countries are located in 

the ‘upper middle-income’ category, 7 countries are placed in the ‘lower middle-income’ 

group, and 2 countries are counted as ‘low income’ economies.  

The classification used by the IMF distinguishes only two categories, not exactly specified 

as to the income levels: (a) advanced economies, (b) emerging and developing economies. In 

the newest IMF grouping, the following transition countries are included in the first group: the 

Czech Republic, Estonia, Slovakia, and Slovenia; all the remaining transition countries are 

classified as emerging and developing economies. 

 

1.2. Structure of the economy 

There are also big differences between the countries of the analysed group as regards the 

structure of their economies. Table 2 illustrates the production structure and the share of the 

private sector in the economy. The production structure is determined according to the 

contribution of each sector to the total value added. In a broad breakdown used here, the 

economy is divided into three sectors: agriculture, industry, and services. Industry covers 

mining, manufacturing and construction while services also include trade and finance as well 

as public services, such as education and health. 

In most transition countries the share of the private sector in GDP is already quite high, 

ranging between 60 and 80%. This reflects a spectacular progress made in privatisation, 

which constitutes the major part of systemic transformation. In CEE, the share of the private 

sector in the economy ranges between 70% in Latvia and 80% in the Czech Republic, Estonia, 

Hungary, and Slovakia. In Poland, as well as in Lithuania, private sector represents 75% of 

                                                 
11 The PPP GDP per capita estimates for Poland, given by the IMF, are: $ 20,580 in 2012 and $ 21,210 in 2013 

while the corresponding estimates for Russia are $ 17,390 and $ 17,880 respectively. 

12 According to the standards adopted in the last edition of World Development Indicators (2014), published by 

the World Bank, low-income economies are those with a GNI per capita (calculated at CER) of $ 1 035 or less in 

2012. Middle-income economies are those with a GNI per capita of more than $ 1 035 but less than $ 12 615. 

The latter group is divided into two categories: ‘lower middle income’ and ‘upper middle income’, with a 

separation line at GNI per capita of $ 4 085. High income economies are those with a GNI per capita of $ 12 615 

or more (all at CER, using the World Bank Atlas method). Please note that this classification is based on GNI 

per capita calculated at CER while our ranking was arranged according to GNI per capita estimated at PPP. 
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total output. It may be said that the privatisation process in those countries has been almost 

completed, and the existing differences in the relative size of the private sector largely reflect 

different views on the role of the public sector in the economy and different opinions as to the 

desired scope of privatisation. In SEE, the privatisation process is also advanced, and the 

share of the private sector in GDP ranges from 60% in Bosnia & Herzegovina and Serbia to 

75% in Albania and Bulgaria. In the CIS area, the privatisation process is still underway and 

the degree of privatisation is very differentiated among the countries, ranging from 25-30% in 

Turkmenistan and Belarus to 70-75% in Kyrgyzstan, Georgia, Armenia, and Azerbaijan. 

Russia, Ukraine and Moldova rank in the middle, with the share of the private sector of about 

65%. The average share of the private sector in the economy is 72% for the CSEE, 59% for 

the CIS, and 66% for the whole transition region. 

In CEE, where the privatisation process is most advanced, the share of the private sector in 

the economy has not changed during the last few years. Significant changes in this respect 

have occurred in CEE and in the CIS. The countries that have considerably increased the 

share of the private sector in their economies in the last five years comprise Azerbaijan, 

Kyrgyzstan, Georgia, Moldova, Serbia, and Bosnia & Herzegovina. The only two countries 

where the private sector’s share has recently decreased are Russia and Ukraine.13 

CEE now reveals an output structure similar to that seen in the highly developed countries: 

agriculture represents 2-5% of GDP, industry 26-37%, services 61-69%. SEE countries 

(except Slovenia) continue to maintain a bigger share of agriculture (5-18%), a similar share 

of industry (16-42%), and a slightly lower share of services (52-70%). In Russia, the share of 

agriculture in the economy has been reduced to 4% while in Belarus and Ukraine it is still 

large (about 10%); on the other hand, the share of services in the economy of the last two 

countries is relatively low (about 45%) and comparable with the share of industry. The less 

developed CIS countries rely mostly on agriculture and on the exploitation of natural 

resources. Oil and gas producers (Azerbaijan, Kazakhstan, Turkmenistan) have a high share 

of industry (predominantly mining, with less manufacturing) while typically agricultural 

economies (like Armenia, Kyrgyzstan, Tajikistan, and Uzbekistan) still retain a relatively 

large agriculture.  

In the CSEE group, on the unweighted average, 7% of total output is produced in 

agriculture, 29% in industry, and 64% is rendered by services. In the CIS group, on the 

average, agriculture represents 13% of total output, industry – 35%, and services – 52%. For 

the transition region as a whole the proportions of the three sectors are as follows: agriculture 

– 9%, industry – 31%, and services – 60%. Such proportions are typical of developing 

countries while the advanced countries have typically a much lower share of agriculture and a 

higher share of services. 

During the last 10-15 years, most countries of the analysed group have experienced 

profound changes in their production structure that were generally consistent with the 

development trends seen in the world economy: the share of agriculture and mining in the 

creation of GDP has declined along with the increased role of manufacturing and services 

(including finance and trade). Several less developed CIS countries (e.g. Armenia, 

Azerbaijan, Belarus, Kazakhstan, Kyrgyzstan, Turkmenistan, and Uzbekistan) have not yet 

undergone changes in line with this trend. However, in the case of big oil and gas producers, 

this is fully understandable. 

 

                                                 
13 Since 2011 the EBRD has ceased publishing its estimates of the share of private sector in transition 

economies; the last available data refer to 2010 (in some cases even to 2009 or 2008). 
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Table 2. Production structure, 2012 (% of GDP) 
 

Country 
Share of the 

private sectora 

Structure of output (% of value added) 

Agriculture Industry Services 
     

CEE      

Czech Republic 80 2 37 61 

Estonia 80 4 29 67 

Hungary 80 5 31 64 

Latvia  70 5 26 69 

Lithuania  75 4 31 65 

Poland  75 4 33 63 

Slovakia  80 3 35 62 

Average 77 4 32 64 

SEE     

Albania 75 18 16 66 

Bosnia & Herzegovina 60 8 25 67 

Bulgaria 75 6 30 64 

Croatia 70 5 26 69 

Kosovo . 14 20 66 

Macedonia FYR 70 11 26 63 

Montenegro 65 10 20 70 

Romania 70 6 42 52 

Serbia 60 10 30 60 

Slovenia 70 3 31 66 

Average 68 9 27 64 
     

Russia 65 4 36 60 
     

EEC     

Armenia 75 22 33 45 

Azerbaijan  75 5 63 32 

Belarus 30 10 44 46 

Georgia 75 9 23 67 

Moldova 65 13 17 70 

Ukraine  60 9 30 61 

Average 63 11 35 54 

CA     

Kazakhstan 65 5 39 56 

Kyrgyzstan 75 20 26 54 

Tajikistan 55 26 26 48 

Turkmenistan 25 15 48 37 

Uzbekistan 45 19 32 49 

Average 53 17 34 49 

CSEE 72 7 29 64 

CIS 59 13 35 52 

Total 66 9 31 60 

World . 3 27 70 

a 2010 (for some countries data refer to 2009 or 2008). 

Agriculture includes forestry and fishing. Industry covers mining, manufacturing, construction, electricity, water, 

and gas. Services include trade, transport, hotels & restaurants, banking, finance, general government, and public 

services, such as education and health; this sector is derived as a residual (GDP less agriculture and industry) and 

may not properly reflect the sum of services output. 

The share of the private sector is EBRD estimate. Production structure (% of value added) according to the 

World Bank data, supplemented for some EU member and candidate countries by the Eurostat data.  

Subtotal and total averages for transition countries are simple (unweighted) averages. 

Reference data about the global production structure are World Bank estimates, given as weighted averages. 

Sources: EBRD, Research and Data, 10.01.2012; The World Bank, World Development Indicators: Data, 

19.03.2014; Eurostat, Statistics Database, 19.03.2014. 
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Table 3. Demand structure (% of GDP) and national savings (% of GNI), 2012 
 

Country 
Private 

consumption 

Public 

consumption 

Gross  

capital 

formation 

Exports Imports 

Gross 

national 

savings 

Net  

national 

savings 
        

CEE         

Czech Republic 50 21 23 78 72 21 5 

Estonia 52 19 28 91 90 25 13 

Hungary 55 20 18 89 82 23a 12a 

Latvia  62 17 25 60 64 30a 11a 

Lithuania 63 18 18 84 83 17a 9a 

Poland  61 18 21 46 46 18 8 

Slovakia  58 18 19 96 91 22 7 

Average 57 19 22 78 75 22 9 

SEE        

Albania 86 7 25 31 49 15 –1 

Bosnia & Herzegovina 79 23 22 31 55 15 . 

Bulgaria 64 16 23 67 70 22 11 

Croatia 60 20 19 44 43 19 9 

Kosovo 89 16 30 18 53 18 . 

Macedonia FYR 76 18 29 53 76 26 8 

Montenegro 86 20 18 42 66 0 . 

Romania 64 15 26 40 45 22 7 

Serbia 77 20 21 41 59 18 . 

Slovenia 56 20 18 76 71 21 10 

Average 74 18 23 44 59 18 7 
        

Russia  48 19 26 29 22 30 15 
        

EEC         

Armenia 87 13 24 25 49 12 –4 

Azerbaijan  40 10 22 54 26 42 16 

Belarus 46 15 34 82 77 32 20 

Georgia 72 18 29 38 58 18 7 

Moldova 95 22 23 44 84 13 6 

Ukraine  71 19 18 51 59 9 –4 

Average 69 16 25 49 59 21 7 

CA         

Kazakhstan 48 11 23 48 30 26 –8 

Kyrgyzstana 83 18 25 55 82 30 12 

Tajikistan 117 9 20 18 64 18 9 

Turkmenistana 15 9 47 73 44 . . 

Uzbekistan 56 23 23 28 30 . . 

Average 64 14 28 44 50 25 4 

CSEE 67 18 23 58 66 20 8 

CIS 65 15 26 45 52 23 7 

Total 66 17 24 53 60 21 8 

World 60 18 22 30 30 22 11 
a 2011. 

Private consumption is meant as household final consumption expenditure, and public consumption is meant as 

general government final consumption expenditure. Gross capital formation includes fixed capital investment, 

the increase in stocks, and net acquisition of valuables. Exports and imports are total turnovers in goods and 

services.  

Most data on the demand structure (% of GDP) have been taken from the World Bank database, supplemented 

for some EU member and candidate countries by the Eurostat data. Data on national savings (% of GNI) come 

from the World Bank. 

Subtotal and total averages for transition countries are simple (unweighted) averages. 

Reference data about the global demand structure are World Bank estimates, given as weighted averages. 

Source: The World Bank, World Development Indicators: Data, 19.03.2014; Eurostat, Statistics Database, 

19.03.2014. 
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Compared with the worldwide patterns, the average output structure in transition countries 

is still marked by a higher share of agriculture, a slightly higher share of industry, and a lower 

share of services. However, average data for the transition countries given in Table 2 were 

calculated as simple arithmetic averages while the reference data for the world are weighted 

averages that take account of the size of economies, so they are not directly comparable. 

Table 3 shows the structure of demand, namely the share of gross capital formation, private 

and public consumption, and exports and imports in GDP. In countries with a negative foreign 

trade balance, the sum of domestic demand components exceeds 100% of GDP because the 

disposable quantity of goods and services available for domestic consumption and capital 

formation is greater than the value of output produced in a particular country (by the surplus 

of imports over exports). On the other hand, countries with a positive trade balance can 

distribute domestically less goods and services than they produce themselves because their 

exports are bigger than imports. 

The proportions of national income allocated for consumption and capital formation, which 

are essential for current welfare and future prospects, tend to be rather independent from 

current income levels. 

More developed countries, with relatively high per capita income, can afford to spend a 

relatively smaller portion of national income on current consumption without constraining the 

absolute consumption level. In 2012, the CEE countries allocated 72-81% of GDP for private 

and public consumption and 18-28% of GDP for investment. In SEE, these proportions were 

76-106% and 18-30% respectively. In the CIS, the share of accumulation in GDP was 

typically14 between 18 and 34% whereas the share of consumption was highly differentiated, 

ranging from 44 to 126%, depending on investment volumes and net exports. Some less 

developed countries within the group (e.g. Bosnia & Herzegovina, Kosovo, Montenegro, 

Moldova, Kyrgyzstan, and Tajikistan) spend more on current consumption than they produce. 

This is however not the rule. Some other relatively poor countries (Azerbaijan, Kazakhstan, 

and Turkmenistan) devote a relatively small share of their GDP for consumption. This is 

because the share of consumption in national income depends not only on the level of 

economic development, the propensity to save and the relationship between exports and 

imports, but also on the amount of government expenditure, the bulk of which represents 

public consumption. 

The level of capital formation (accumulation) depends first of all on current economic 

conditions in the country concerned and on the inflow of foreign direct investment. In 2012, 

the highest shares of gross capital formation – 25% of GDP or more – were recorded in some 

of more developed countries in the group (Estonia, Latvia, Romania, Russia, Belarus), as well 

as in some of less developed countries (Albania, Kosovo, Macedonia, Georgia, Kyrgyzstan, 

Turkmenistan). Similarly, the lowest shares of gross capital formation – 20% of GDP or less – 

were observed in the countries representing different development levels (Hungary, Lithuania, 

Slovakia, Croatia, Montenegro, Slovenia, Ukraine). Most transition countries report a gross 

investment rate of 20-30% GDP, which is comparable to the average world standard. In 2012, 

the unweighted average for all transition countries was 24% of GDP as compared with the 

weighted worldwide average of 22%. 

                                                 
14 A completely untypical case is Turkmenistan where the shares of consumption and accumulation fluctuate 

widely from year to year, depending mainly on investment volumes and net exports; in 2012, the share of private 

consumption in GDP was unusually low (15%), and the share of gross capital formation was extremely high 

(47%). 
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An interesting point is the extent to which the differences in the rates of economic growth 

between the countries of the group can be explained by the differences in the relative size of 

capital formation. Economic growth theories suggest a positive relationship between the 

growth of output and the investment rate, assuming that investments – by increasing 

production capacity and introducing new products and technologies – are the principal factor 

of output growth. An empirical verification of this hypothesis would require an analysis over 

a longer time. In an international cross-section, especially within a highly differentiated group 

of countries like this, the relationship between the rate of production growth and the share of 

capital formation in national income may not be clearly visible, or may be even negative, due 

to diverse production structures, different efficiency of investments, and different amounts of 

replacement investment and investment in stocks, i.e. the components of gross capital 

formation that are not directly related to the growth of output.15 

From the point of view of sustainable development, it is interesting to assess, apart from 

gross capital formation, the net component of total accumulation made in physical, natural 

and human resources, with the deduction of capital wear and environmental damage caused 

by production. The last two columns of Table 2 bring some data compiled by the World Bank 

on the relative shares of gross national savings (GNS) and the so-called net adjusted savings 

(ANS) for the transition countries, both expressed as % of GNI.  

Gross national savings are equal to investments (gross capital formation) plus general 

government balance plus net exports. Since the last two items, expressed as percent of GDP or 

GNI, are usually relatively small (at least in an equilibrium-oriented economy), and often 

assume opposite signs, cancelling each other, the value of gross national savings (GNS), both 

absolute and relative, is usually similar to the value of gross capital formation (GCF). In the 

analysed group, however, significant differences between the two accumulation measures 

appear in the countries having a large structural foreign trade deficit (Albania, most post-

Yugoslav republics except Croatia and Slovenia, as well as Armenia, Georgia, Moldova, 

Kyrgyzstan, and Tajikistan), or a large structural surplus (Russia, Azerbaijan, Kazakhstan, 

Turkmenistan). In the first case, the volume of GCF tends to be bigger than the volume of 

GNS, in the second case the opposite is true, though the relation between the two variables 

also depends on general government balance (GGB). The average values of GNS and GCF, 

calculated for each subgroup and for the transition region as a whole, given in Table 3, are 

quite similar and roughly equal to world averages, though the transition region as a whole 

shows some overweight of investments compared with domestic savings, signifying the 

existence in many countries of the group of foreign trade deficits and/or state budget deficits. 

We shall not analyse here the presented GNS data because they serve us only as the starting 

point to the analysis of net national savings, adjusted for the mentioned elements that increase 

or reduce the net volume of resources serving development needs.  

Net national savings (NNS) are gross savings minus depreciation (consumption of fixed 

capital). Consumption of fixed capital is the replacement value of capital used up in 

                                                 
15 Our earlier econometric examination of growth factors in the transition countries (taken altogether and divided 

into three regional subgroups), made on a multiple regression model with the averaged data for the period of 

1990-2001, showed a negative relation between the investment rate and the GDP growth rate. An updated and 

extended analysis, made on both panel and averaged data for the period of 1993-2003, did not confirm any 

significant relationship between the accumulation rate and GDP growth, but it found some positive dependence 

between the growth rates of GDP and investment without checking the direction of the dependence. Cf. Z. 

Matkowski, Postsocialist Countries, „Eastern European Economics” 2004, vol. 42, no. 3, p. 51-57; Z. 

Matkowski, M. Próchniak, Czynniki wzrostu gospodarczego w krajach transformacji – analiza ekonometryczna, 

in: R. Rapacki (ed.), Wzrost gospodarczy w krajach transformacji: konwergencja czy dywergencja?, PWE, 

Warszawa 2009, p. 108-136. 
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production. Adjusted net savings (ANS), calculated by the World Bank, are net savings plus 

education expenditure minus the estimated value of natural resource depletion (energy 

depletion, mineral depletion, net forest depletion) and the cost of environmental damage 

(caused by carbon dioxide and particulate emissions). In order to calculate the adjusted net 

savings we have thus to deduct from gross capital formation the consumption of fixed capital 

(depreciation), the estimated consumption of natural resources and the estimated cost of 

environmental damage, and add education expenditure meant as investments in human 

capital.  

The data on ANS, presented in the last column of Table 3, show that net amounts of funds 

allotted to true development purposes, including net investments in human and physical 

capital minus the estimated value of environmental damage and natural resource depletion, 

are quite limited both in the transition region and in the global scale. In 2012, the unweighted 

average of the GNI percentage devoted to those purposes in the transition region was only 8% 

while the worldwide weighted average given by the World Bank was 11%. Only 9 countries 

in the whole transition group (Estonia, Hungary, Latvia, Bulgaria, Slovenia, Russia, 

Azerbaijan, Belarus, and Kyrgyzstan) had this proportion on the level higher than 10%, and 

for 4 countries the estimated ANS value was negative. The available set of data on ANS for 

the transition group is incomplete since it does not include four post-Yugoslav countries and 

two post-Soviet republics in CA. 

In spite of some vagueness of the concept of the adjusted net savings and the limited 

accuracy of the related empirical estimates, these estimates shed some light on the long-term 

development prospects of the economies concerned. They warn that concentration of 

investment outlays on the conservation, extension and modernization of physical capital 

assets, without a parallel effort to build up human capital, and with an excessive drainage of 

natural resources and environmental damage, can be very detrimental for long-run economic 

growth. However, the usefulness of this concept in the current and medium-term growth 

analysis is limited. The isolation of the ‘true’ net accumulation component of gross capital 

formation might help to explain why some countries tended to grow relatively slowly despite 

their heavy investment efforts, but it does not explain why some other countries are able to 

achieve and to sustain high rates of economic growth despite very low net savings if any. The 

quality of the ANS estimates is also disputable. 

In the long run there should be a positive relationship between the ANS rates and GDP 

growth, provided that the ANS estimates are accurate. But in order to verify this relationship 

for the transition economies, we would need much longer time series than the dataset 

available now, the more so because any reasonable econometric model used to test that 

relationship would require sufficiently long lags as to reveal the effects of investments made 

today on the future output. 

Turning back to the contents of the part of Table 3 describing the demand structure, we can 

see that the shares of exports and imports in national income are very different in the 

individual countries of the analysed group, depending on their size, geographical location, 

available resources, and the degree of openness of the economy. But we shall not analyse here 

the concrete figures on the shares of foreign trade in GDP, which may reflect the degree of 

openness vs external dependence of individual economies, since this question will be 

discussed later in section 1.8. 

In the last year report we included in this paragraph, apart from the analysis of current 

production and demand structure, an extensive analysis of the cyclical changes of output and 

demand in order to check whether the recovery from the economic crisis of 2008-2009, which 

occurred in 2010-2011, was strong enough to ensure a further output growth in the next years. 
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The answer was ‘no’, and the main conclusion drawn from the analysis was that the recovery 

was still fragile and a strong growth impulse was needed on the part of private and public 

investments and exports in order to restore a satisfactory and sustainable growth. This is 

because the two remaining demand components, namely private consumption and general 

government consumption, even though they represent an overwhelming part of total final 

demand, are rather passive in the mechanism of business cycle, being dependent on the 

change in total output and income. 

The diagnosis given in our last year report has been fully confirmed by the new slowdown 

of economic growth, which appeared in most countries of the analysed group, both in the 

CSEE and CIS, in the last two years, i.e. in 2012-2013.The slowdown was partly caused by 

the prolonged economic slack in Western Europe, which was related to the crisis of public 

finance in the euro area, but it had also internal causes in the countries concerned, such as 

some sluggishness of domestic demand and a slack in investment activity. The main demand 

factors behind the new deceleration of economic growth are clearly visible: a low level of 

investment outlays and a slow rise in exports, the two basic demand components responsible 

for a continuous output growth. 

In the next year, with the new and revised data on the GDP growth and the demand 

structure in 2013, we shall include an analysis of cyclical changes in the demand components 

observed in the last two years in order to check whether the slowdown of 2012-2013 has been 

actually overcome, and to assess the chances for a further output growth. 

 

1.3. Economic growth  
 

Table 4 presents the growth rates of real GDP in the countries of the transition region in 

the last six years (2008-2013), an index showing the change in the level of real GDP over the 

whole transition period (1989-2013), and an indicator showing the change in real GDP during 

the last six years (2007-2013), summarizing the net growth effects of the global financial and 

economic crisis and of the recent slowdown related to the perturbations in the euro area. 

Almost all post-socialist countries experienced a deep economic crisis at the beginning of 

the transformation, caused by the change of economic system, reorientation of external links, 

and changes in the output structure. In most transition countries, transformation crisis lasted 

several years and it has led to a deep fall in the production volume, sometimes by half or even 

more. In some countries (e.g. Ukraine) the recession lasted virtually throughout the entire 

decade of the 1990s, and economic growth was restored only in the 2000’s. Some other 

countries also experienced a second recession, after the recovery from the initial 

transformation crisis (e.g. the Czech Republic, Bulgaria, Romania, and Russia). 

For all the countries of the CIS and most countries of CSEE, the decade of 1990-2000 

brought a decrease of real GDP as compared to its initial level. Most CEE countries, with the 

exception of Poland, have noted a very minor growth of output during the first decade of 

transformation, or even a decrease, as in the case of the three Baltic republics. All the SEE 

countries except Albania have also noted a substantial decrease in output, especially deep and 

long in the post-Yugoslav republics except Slovenia, due to the bloody hostilities. All the CIS 

countries, including Russia and Ukraine, have also seen a big fall in their output and income 

levels, caused by the transformation shock, breakdown of the former cooperative links, and by 

the wars in case of some countries in the Caucasus and Central Asia. 
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Table 4. Growth of gross domestic product  
 

Country 

Real GDP growth (%) Index of real GDP in 2013 

2008 2009 2010 2011 2012 2013 2007 = 100 1989 = 100 

         

CEE          

Czech Republic 3.1 –4.5 2.5 1.8 –1.0 –0.9 101 140 

Estonia –4.2 –14.1 2.6 9.6 3.9 0.8 96 144 

Hungary  0.9 –6.8 1.1 1.6 –1.7 1.1 102 138 

Latvia  –2.8 –17.7 –1.3 5.3 5.2 4.1 91 113 

Lithuania  2.9 –14.8 1.6 6.0 3.7 3.3 101 117 

Poland  5.1 1.6 3.9 4.5 1.9 1.6 120 203 

Slovakia  5.8 –4.9 4.4 3.0 1.8 0.9 111 171 

Average 3.7 –2.8 3.0 3.6 1.0 1.1 111 171 

SEE         

Albania 7.5 3.3 3.8 3.1 1.3 0.7 121 184 

Bosnia & Herzegovina 5.6 –2.7 0.8 1.0 –1.2 1.2 105 83 

Bulgaria 6.2 –5.5 0.4 1.8 0.6 0.9 104 111 

Croatia 2.1 –6.9 –2.3 –0.2 –1.9 –1.0 90 100 

Kosovo 7.2 3.5 3.2 4.4 2.5 2.5 126 . 

Macedonia FYR 5.0 –0.9 2.9 2.8 –0.4 3.1 113 109 

Montenegro 6.9 –5.7 2.5 3.2 –2.5 3.6 107 91 

Romania 7.3 –6.6 –1.1 2.2 0.7 3.5 106 127 

Serbia 3.8 –3.5 1.0 1.6 –1.5 –2.5 104 71 

Slovenia  3.4 –7.9 1.3 0.7 –2.5 –1.1 94 141 

Average 5.5 –5.4 –0.2 1.6 –0.4 1.7 103 114 
         

Russia  5.2 –7.8 4.5 4.3 3.4 1.3 111 113 
         

EEC          

Armenia 6.9 –14.2 2.2 4.7 7.1 3.2 108 155 

Azerbaijan  10.8 9.3 5.0 0.1 2.2 5.8 138 220 

Belarus 10.3 0.1 7.7 5.5 1.7 0.9 129 188 

Georgia 2.3 –3.8 6.3 7.2 6.2 3.2 123 74 

Moldova 7.8 –6.0 7.1 6.8 –0.7 8.9 125 64 

Ukraine  2.3 –14.8 4.1 5.2 0.2 0.1 96 65 

Average 5.5 –7.1 5.0 3.8 1.3 1.6 111 118 

CA          

Kazakhstan 3.3 1.2 7.3 7.5 5.0 6.0 134 183 

Kyrgyzstan  7.6 2.9 –0.5 6.0 –0.9 10.5 116 110 

Tajikistan 7.9 3.9 6.5 7.4 7.5 7.4 148 83 

Turkmenistan 14.7 6.1 9.2 14.7 11.1 10.2 187 381 

Uzbekistan 9.0 8.1 8.5 8.3 8.2 8.0 162 243 

Average 5.7 3.0 7.5 8.3 6.3 6.9 144 209 

CSEE 4.1 –3.6 2.1 3.0 0.6 1.3 109 154 

CIS 5.3 –6.5 4.9 4.7 3.4 1.9 115 124 

Total 4.8 –5.3 3.8 4.0 2.3 1.7 112 136 

World 2.7 –0.4 5.2 3.9 3.2 3.0 119 224 

Advanced economies 0.1 –3.4 3.0 1.7 1.4 1.3 104 168 

Developing economies 5.9 3.1 7.5 6.3 5.1 4.7 137 327 

GDP growth rates for the years 2008-2013 are taken from the IMF database. Index of real GDP in 2013 (2007 = 100) 

has been calculated on the basis of IMF data. Index of real GDP in 2013 (1989 = 100) has been calculated on the basis 

of earlier EBRD estimates for 2007, updated for the next years with IMF annual data.  

Average growth rates and growth indices for the distinguished groups and subgroups of transition countries and for the 

whole transition region were calculated using the values of GDP at CER in 2010 given by the World Bank as weights.  

Reference growth rates for the world, including advanced and emerging economies, are weighted averages given by 

the IMF. Reference growth indices for the world and the two subtotals were calculated from the yearly growth rates 

given by the IMF for the indicated periods.  
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Sources: IMF, World Economic Outlook Database, 5.05.2014; The World Bank, World Development Indicators: Data, 

5.05.2014; EBRD, Transition Report 2008, London 2008. 

 

The second decade of the transformation, 2000-2010, at least until 2007, was marked by a 

vigorous growth in almost all transition countries. Over the period 2000-2007, the average 

annual growth rates of GDP were quite high: 6% in SEE, 5% in CEE, and more than 9% in 

the CIS, with the overall arithmetic average for the region of 7% per year. However, the 

global financial and economic crisis of 2008-2009 has brought a stop to this favourable 

growth trend. Almost all transition countries noted a considerable slowdown in 2008, and 

most of them fell into a recession in 2009. The recession was directly related to the global 

crisis, but in many countries it was aggravated by various internal problems (public and 

private debts, delays in economic reforms, failures of macroeconomic policy). 

In 2008, most countries of the group recorded a considerable deceleration of economic 

growth. In CEE, the average rate of growth of real GDP (calculated as a weighted average) 

fell from 6.5% in 2007 to 3.5% in 2008. In SEE, the average GDP growth rate decreased from 

over 6% in 2007 to 5.5% in 2008. In the CIS group, economic growth decelerated from 9% to 

5.5%. For the whole transition region the average weighted GDP growth rate decreased from 

8% in 2007 to 5% in 2008.  

The year 2009 was marked by a further slowdown in economic growth, and 19 countries of 

the transition region fell into a recession. In CEE, the Czech Republic, Slovakia, and Hungary 

saw a decrease in real GDP by 4-7%, and Baltic states, paying off the costs of a credit boom, 

suffered a spectacular drop in output of 14-18%. Poland was the only country in this group 

that managed to avoid recession, thanks to the lower dependence on foreign markets and due 

to a ‘favourable’ change in foreign trade balance, with its exports decreasing less than 

imports. In SEE, all the countries except Albania and Kosovo saw a decrease in real GDP by 

1-7%. In the CIS, six countries in CA, including big oil and gas producers, less dependent on 

trade with Western Europe, continued to grow, but five other countries, including Russia and 

Ukraine, fell into a deep recession. Russia and Ukraine saw a decrease in real GDP by 8% and 

15% respectively while Belarus (if its official statistics was correct) exhibited a zero growth.  

It should be stressed that the fall in output in transition countries during the recession was 

generally bigger than the drop observed in the advanced Western economies. For the 

transition region as a whole the combined GDP volume decreased in 2009 by almost 5.5% as 

compared with 3.5% decrease in the advanced economies. All the transition countries reacted 

strongly to the impact of the global crisis. In many countries of the region, recession was 

aggravated by various internal problems, such as shortage of capital, foreign indebtedness, 

outdated production structure and technology, inefficient governments, wasteful public 

finance, low productivity, and low international competitiveness. Among the countries most 

severely hit by the recession, there were small CEE and SEE countries, highly dependent on 

exports to Western Europe and on the inflow of capital (notably, the three Baltic republics), 

but also large CIS countries (including Russia and Ukraine), much less dependent on Western 

markets. 

The impact of the world crisis on the economies of the analysed region was differentiated 

not only as to the intensity of the slowdown and the depth of recession, but also as to its 

timing. In many countries of the region the recession began already in late 2008, but the 

decrease in GDP was not fully reflected in the annual data. Likewise, the end of recession was 
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not necessarily located just at the end of 2009. The analysis of the timing of the recession 

would require the use of quarterly data.16 

The recovery in the world economy that began in 2010 and continued in 2011 brought a 

significant improvement in the economic situation of transition countries. Economic growth 

was resumed in most countries of the group though the high growth rates noted before the 

crisis have not been fully restored. In CEE, GDP growth in 2010 ranged between 1% in 

Hungary and about 4% in Poland and Slovakia, but the Baltic states noted a very meagre 

growth of output or even a small decrease; on a weighted average, real GDP of the subgroup 

grew by 3%. In SEE, aggregate output continued to decline in Romania and Croatia while 

other post-Yugoslav republics reported some rise by 1-3%, Bulgaria saw actually no growth, 

and Albania and Kosovo had the best proof, growing by 3-4%; the aggregate output of the 

subgroup remained almost unchanged compared to the previous year. The total output in 

CSEE rose by 2%. The growth record in the CIS was much better. Almost all countries of the 

group (except Kyrgyzstan) have noted a considerable growth in output: in Russia and Ukraine 

real GDP rose by 4-5%, and oil and gas producing countries in CA increased their output by 

5-7% or even more. The total GDP of the CIS group increased by almost 5%. The total output 

in the whole transition region increased by some 4%, slightly less than the world average. 

In 2011, transition countries continued to develop at the rates similar to those noted in the 

previous year, or even higher. The recovery has been completed and reinforced in all the 

countries of the group. The CEE countries saw a moderate growth of real GDP by 3.5% on 

the average. Poland’s economy grew by 4.5%, Slovakia by 3%, while the Czech Republic and 

Hungary saw a slower growth in the range of 1.5-2%; the highest growth rates (5-10%) were 

recorded by the Baltic states, recovering from a long and deep recession. The growth in SEE 

remained lower, mostly in the range between 1.5% and 3%, with the resulting meagre average 

of 1.5%. The combined GDP of the CSEE group grew by 3%. The CIS countries (except the 

stagnating Azerbaijan) maintained or increased the growth rates noted in the previous year, 

with Russia and Ukraine growing by 4-5%, and the average growth in the CIS group 

amounted to about 4.5%. The whole transition region has noted a growth of output by 4% on 

a weighted average, a rate slightly higher than in the previous year and equal to the worldwide 

average.  

In 2012, most countries of the region saw a considerable slowdown of economic growth 

and some of them fell again into recession. This was the result of a new slowdown in the 

global economy, notably in Western Europe (due to the crisis of public finance in the euro 

area), and the consequence of a considerable deceleration in the world trade (with an absolute 

drop in the volume of imports to Western Europe). The negative impact of the euro area 

crisis, together with some slowdown in the developing Asia, was most acutely felt in CEE and 

SEE, where the weighted average GDP growth rates fell to 1.0% and –0.4% respectively, with 

a meagre growth by 0.6% of the combined GDP of the CSEE group. In Poland and Slovakia 

real GDP rose by less than 2%, in the Baltic states it increased by 3-5%, in Bulgaria and 

Romania it rose by less than 1%. Two CEE countries (Czech Republic and Hungary) and six 

SEE countries (Bosnia and Herzegovina, Croatia, Macedonia, Montenegro, Serbia, and 

Slovenia) noted a drop in real GDP while all other countries of the CSEE group saw a 

noticeable slowdown if not a complete stagnation. Most CEE and SEE countries, including 

the new EU member states, found themselves in a very troublesome situation between 

stagnation and recession. This is a new evidence that the rising global interdependence, the 

increased integration within the EU, and the participation in the euro area is connected not 

                                                 
16 Some results of a research on the diffusion of the recession among the transition economies, including its 

timing, were presented in the Transition Report 2010, published by the EBRD. 
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only with benefits, but also with some risks and costs to any participating economy. Among 

the CIS countries, Russian economy grew by 3.4%, Ukraine reported a zero growth, and most 

countries in Central Asia and Caucasus have also noted some reduction in their growth rates. 

Altogether, the CIS group noted a deceleration of economic growth from 4.7% in 2011 to 

3.4% in 2012, and all the transition region decelerated from 4.0% recorded in the previous 

year to merely 2.3% in 2012.  

In the second half of 2013, there appeared some signs of improvement in the general level 

of business activity in Western, Central and Eastern Europe, which are reflected in the 

quarterly GDP data and in the dynamics of industrial production, reported on a monthly basis. 

Recent assessments suggest the beginning of a new revival both in Western and Eastern 

Europe while most international sources predict some acceleration of economic growth in the 

transition region in the next two years. Whether or not it will come true, we shall see in the 

second half of the current year, when preliminary data on GDP growth in 2014 appear. We 

shall come back to this question in section 1.9 of this report devoted to economic forecasts. 

The slowdown of economic growth in the transition region, which began in 2012, 

continued in 2013. In most countries of the group, growth results achieved in 2013 were even 

poorer than in the previous year. Within the CEE subgroup, according to the preliminary IMF 

data, real GDP grew by 1.6% in Poland and by some 1% in Hungary, Slovakia and Estonia, 

but it fell by 1% in the Czech Republic; only Latvia and Lithuania managed to maintain a 

moderate GDP growth of 3-4%. The weighted average for the CEE subgroup was roughly the 

same as in the previous year: just 1%. In SEE, some countries, including Romania, have noted 

a moderate output growth by about 3%, but some other continued to stagnate (Albania and 

Bulgaria) or stuck in recession (Croatia, Slovenia, and Serbia), with the weighted average of 

1.7%. Taken altogether, the combined GDP of the CSEE group grew by 1.3% only. In the 

CIS, Russian economy decelerated to 1.3%, Ukraine and Belarus continued to stagnate, 

Armenia and Georgia saw a moderate growth of 3%, while the remaining countries, notably 

big oil and gas producers, continued to develop quite well, increasing their output by 5-10%. 

However, due to the slowdown in Russia and stagnation in the EEC, the combined GDP of 

the CIS grew by 2% only. For the whole transition region, the total GDP rose by 1.7%, a 

result comparable to that noted by the advanced economies (1.3%), but much lower than the 

average for the emerging and developing economies (4.7%) and the global economy as a 

whole (3.0%). 

The impact of the world crisis on transition countries was analysed extensively in the last 

EBRD Transition Reports.17 The 2009 EBRD report included an assessment of the 

macroeconomic impact of the global crisis on the transition region and on the course of 

economic reforms. The 2010 report analysed the impact of the recovery. The 2011 report 

included an assessment of the effects of the crisis on social well-being and living conditions. 

The 2013 report analysed the effects of the crisis and slowdown on the economic convergence 

process between Eastern and Western Europe.  

Beyond any doubt, the global economic and financial crisis was a very powerful negative 

shock, the second one after the initial transformation crisis. It has significantly hampered the 

development of transition countries and undermined the position of this region in the world 

economy. Even if the losses caused by the world crisis in the transition region have not yet 

                                                 
17 EBRD, Transition Report 2009. Transition in Crisis?, London 2009; EBRD, Transition Report 2010. 

Recovery and Reform, London 2010; EBRD, Transition Report 2011. Crisis and Transition: People’s 

Perspective, London 2011; EBRD, Transition Report 2012. Integration Across Borders, London 2012; EBRD, 

Transition Report 2013. Stuck in Transition?, London 2013. 



 27 

been fully recouped, many transition countries, notably in the CSEE, have been recently 

exposed to a new negative external shock, linked with the euro zone crisis. 

The impact of the euro zone crisis on the transition region has been analysed in the EBRD 

2012 report, including the effects on the GDP growth, unemployment, inflation, fiscal 

developments, trade and capital flows, and an assessment of the vulnerability of transition 

countries to economic fluctuations in the euro area. The econometric research has shown that 

new EU member countries of CEE and SEE, but also Russia and Ukraine, are quite sensitive 

to the fluctuations of economic growth in the euro area and that economic cycles seen in those 

countries are significantly correlated with those in the eurozone. Even if the specific 

numerical results of the study may be disputable (the highest correlation of cyclical 

movements with the eurozone was found for Croatia and Ukraine and the lowest one for 

Poland and Serbia), the research evidences quite high dependence of the countries of the 

analysed region, especially CEE and SEE, on economic developments in the euro area.18  

Table 4 also contains two indexes, which show the cumulative percentage change in real 

GDP of the transition countries over the last six years since the beginning of the global crisis 

and over the whole transformation period. The first index, based on the annual GDP growth 

rates given by the IMF for the consecutive years, shows the cumulative output growth in the 

transition countries during the last six years (2007-2013), including the recession of 2008-

2009, the recovery of 2010-2011, and the slowdown of 2012-2013. It is intended to check the 

net output growth of individual transition economies in the indicated period, marked by big 

fluctuations caused by the world crisis and the euro area turbulence.  

As we can see, out of the seven CEE countries only two – namely Poland and Slovakia – 

have succeeded in reaching a clearly positive growth record during the period of 2007-2013: 

their GDP rose by 20% and some 10% respectively. Three other countries – Czech Republic, 

Hungary and Lithuania – have a zero growth balance for the whole period while two other 

countries of the same subgroup, Estonia and Latvia, have a negative growth balance, i.e. they 

have not yet restored the real output and income levels recorded before the crisis. In the SEE 

subgroup, a definitely positive growth balance over that period may be seen only in Albania 

and in some least developed and smallest post-Yugoslav republics (Kosovo, Macedonia, 

Montenegro) while the largest and more developed economies (Romania, Bulgaria, Croatia, 

Slovenia, and Serbia) have revealed almost no growth over the whole period or even saw a 

decrease in output as compared with the level noted prior to the crisis (Croatia). Only in the 

CIS group (except of Ukraine) is the overall growth balance over the last six years generally 

positive. Russia has increased its output over the whole period by about 10%, Georgia and 

Moldova by some 25%, Belarus by almost 30%, Kazakhstan and Azerbaijan by 35-40% and 

the least developed countries in CA (except Kyrgyzstan) by 50% or even more. Nevertheless, 

for the CIS group as a whole the net GDP growth balance over the six-year-period is 

unimpressive (15%), and a similar balance for the CSEE group is even poorer (11%). For all 

                                                 
18 In our own analysis of the dependence between cyclical developments in the new EU member states (CEE-8) 

and the EU ‘core’ (EU-15) the highest synchronization with the euro area has been found for Hungary, Slovenia 

and Poland while the remaining five countries (Czech Republic, Slovakia and the Baltic states) have revealed 

much weaker or negative correlation. The difference in the findings may be the result of different coverage and 

timing, different indicators used, and different regression techniques. The EBRD study tested the correlation 

between the cyclical developments in 27 emerging economies (mostly of the transition region) and the euro area 

over the period of 1995-2011 using quarterly data on the detrended GDP index, whereas our earlier research 

covered the period of 1995-2007 using monthly data on the growth rates of industrial production and economic 

sentiment indicators compiled from the survey data for 8 CEE countries. Cf. Z. Matkowski, M. Próchniak, 

Convergence between the CEE-8 and EU-15, in: D.K. Rosati (ed.), New Europe. Report on Transformation, 

Eastern Institute, Warsaw 2007, p. 105; see also: Z. Matkowski, M. Próchniak, Economic Convergence Between 

the CEE-8 and the European Union, „Eastern European Economics” 2007, vol. 45, no. 1, p. 68. 
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the transition region, the weighted average increase in real GDP during the last six years 

(12%) is quite small as compared with the average growth of the world output noted in the 

same period (19%) and with the growth reported by the whole group of the developing and 

emerging countries (37%).  

The net growth balance of the 2007-2013 period is especially poor for the CSEE countries. 

It is no consolation that the net growth result for the euro area and the EU28 as a whole for 

the same period was even worse (a net drop in real GDP by 1.6% and 1.0% respectively). 

Unlike the advanced countries of Western Europe, which can tolerate, at least for some time, 

a sluggish GDP growth, or a temporary stagnation, keeping up their high income levels and 

living standards already reached, the less developed countries of CSEE (and elsewhere) need 

a continuous and solid growth, and a long period of no growth would mean for them an 

irretrievable loss of opportunities to raise the well-being of the current population. 

Meanwhile, the analysis shows that, along with the progress of European integration, the new 

EU member countries of the CSEE have become more susceptible to the fluctuations and 

slow growth seen in Western Europe, which may hamper their development in the long run, in 

spite of the manifold gains drawn from their EU participation (political, cultural, 

technological, and also economic ones). This becomes a serious problem and a big challenge 

to the EU cohesion and development policy. 

The overall growth performance of transition economies over the whole transformation 

period can be assessed with help of the index presented in the last column of Table 4, which 

shows the cumulative change in the real GDP levels over the period 1989-2013. The index is 

based on the GDP growth indexes compiled for the individual countries of the group by the 

EBRD for the period 1989-2007, updated by the author using the IMF data on GDP growth 

rates for the next years. 

The growth records of transition countries over the whole transformation period are highly 

differentiated, but for most countries of the group the results obtained during the last 23 years 

or so are not impressive if compared with the growth of world economy, and in particular 

with the rapid growth observed in many emerging and developing countries. 

Several countries of the analysed group have not yet been able to restore their output levels 

seen at the very outset of the transformation process. This is true for some parts of the former 

Yugoslavia (Bosnia & Herzegovina, Montenegro, and Serbia) as well as for some of the 

former Soviet Union republics (Georgia, Moldova, Ukraine, Tajikistan). In Serbia, the volume 

of GDP now is 30% lower as compared to its level in 1989; in Ukraine, Georgia, and 

Moldova it is lower by 25-35%. This is the consequence of the unsuccessful macroeconomic 

policy, slow pace of economic reforms, and military conflicts that hampered economic growth 

in several countries of the region.  

All CEE countries except Latvia and Lithuania note a considerable increase in real GDP as 

compared to 1989, the highest one in Poland (over 100%) and Slovakia (70%). For the CEE 

subgroup the average weighted increase in real GDP is 71%. In SEE, growth records of 

individual countries are greatly differentiated. Serbia, Bosnia & Herzegovina and Montenegro 

show a decrease in real GDP over the whole period by 10-30%; Croatia and Macedonia 

experienced virtually no increase while Bulgaria and Romania witnessed a rise by 10-25%; 

the best growth record belongs to Albania, where GDP increased by 85%. For the SEE 

subgroup the average weighted growth of output was however very low, about 15%. The CIS 

group as a whole reveals a rise of real GDP over the whole period by only 25% on a weighted 

average, this being mainly due to the poor growth performance of Russia (an increase in 

output by only 13%) and Ukraine (a decrease by 35%). Paradoxically enough, the best growth 

proof over the whole period belongs to the countries that lag behind in the process of 
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democratization and economic reforms: Uzbekistan and Belarus, and to big oil and gas 

producers: Azerbaijan, Kazakhstan and Turkmenistan; all of them increased their output by 

80-90% or even more (Azerbaijan, Turkmenistan and Uzbekistan have doubled or tripled their 

output levels). 

For the transition region as a whole, the average weighted growth index for the whole 

period (using 2010 GDP values as weights) assumes a rather low value of 136. This means 

that during the whole period of transformation, covering more than 20 years, this region has 

increased its total output volume only by some 35%. A comparable index for the world 

economy, based on IMF data, shows an increase in global output by almost 125% over the 

same period. According to the same source, the advanced economies have raised their total 

output in the same period by about 70%, and the developing and emerging countries as a 

whole (including most transition economies) have tripled their total output. Even if the growth 

index calculated for the transition countries may be imprecise and possibly underestimated 

(due to the change of the national accounts system, inaccuracy of inflation estimates as well 

as due to the emergence of new independent states and the related border changes), the 

relatively poor growth record of the transition region over the whole transformation period is 

evident. To a large part, this may be interpreted as the growth cost of transformation, which 

may be fully paid off only in the long run. 

The relatively poor growth record of the transition region over the last two decades or so is 

mainly due to the length and depth of the transformation crisis, but it is also the result of the 

deep recession caused by the global crisis, which has revealed some structural weaknesses of 

the economies concerned. These weaknesses are present both in the countries most advanced 

in economic reforms and closely integrated with European Union (CEE and SEE) as well as 

in the countries of the CIS, which are less advanced in transformation and less integrated with 

the European and world economy.  

The relatively small increase of the combined GDP index for the transition region over the 

two decades is mainly the result of the poor growth record of Russia whose share in the total 

GDP value of the whole region is almost a half. But even if we calculate a simple arithmetic 

average of growth indexes for individual countries, the overall result is actually the same: the 

weighted growth index shows an increase in real GDP of the transition region by 35% over 

the whole period while the unweighted index shows an increase by 40%. This is because the 

substantial growth of output in some transition countries was partly offset by its decrease in 

several other countries. 

In view of the change in national account system of post-socialist countries, the emergence 

of new independent states and the inaccuracy of estimates concerning output changes at the 

very beginning of transformation, the estimates of the cumulative growth of output in this 

region over the whole transformation period are tentative and should be treated with caution. 

Nevertheless, they show that the effects of the transformation process on economic growth are 

not immediate and not unambiguous, and that the experience of various transition countries in 

this respect is quite different. 

 

1.4. Inflation and unemployment 
 

A heavy inflation appeared in the former socialist countries just at the beginning of 

transformation. In many countries the consumer price index grew by three or four digits 

annually. Most countries of the group passed first through a huge hyperinflation. Only few 

countries have avoided high inflation by keeping basic prices under strict state control.  
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Table 5. Inflation and unemployment  
 

Country 

CPI inflation (%) Unemployment (%) 

2010 2011 2012 2013 2010 2011 2012 2013 

         

CEE         

Czech Republic 1.5 1.9 3.3 1.4 7.3 6.7 7.0 7.0 

Estonia 2.7 5.1 4.2 3.5 16.7 12.3 10.0 8.6 

Hungary  4.9 4.0 5.7 1.7 10.8 10.9 10.9 10.2 

Latvia  –1.2 4.2 2.3 0.0 18.7 16.2 15.0 11.9 

Lithuania  1.2 4.1 3.2 1.2 17.8 15.4 13.4 11.8 

Poland  2.6 4.3 3.7 0.9 9.6 9.6 10.1 10.3 

Slovakia  0.7 4.1 3.7 1.5 14.5 13.7 14.0 14.2 

Average 1.8 4.0 3.7 1.5 13.6 12.1 11.5 10.6 

SEE         

Albania 3.5 3.4 2.0 1.9 13.5 13.3 13.0 12.8 

Bosnia & Herzegovina 2.1 3.7 2.0 –0.1 27.2 27.6 28.0 27.0 

Bulgaria 3.0 3.4 2.4 0.4 10.3 11.4 12.4 13.0 

Croatia 1.0 2.3 3.4 2.2 12.1 13.6 16.1 16.5 

Kosovo 3.5 7.3 2.5 1.9 . . . . 

Macedonia FYR 1.5 3.9 3.3 2.8 32.1 31.4 31.3 30.0 

Montenegro 0.7 3.1 3.6 2.2 19.7 19.7 19.6 19.6a 

Romania 6.1 5.8 3.3 4.0 7.3 7.4 7.0 7.3 

Serbia 6.2 11.1 7.3 7.7 20.0 24.4 23.1 21.0 

Slovenia  1.8 1.8 2.6 1.6 7.3 8.2 8.9 10.1 

Average 2.9 4.6 3.2 2.5 16.6 17.4 17.7 17.5 
         

Russia  6.9 8.4 5.1 6.8 7.3 6.5 5.5 5.5 
         

EEC          

Armenia 7.3 7.7 2.5 5.8 19.0 19.0 19.0 18.5 

Azerbaijan  5.7 7.9 1.0 2.4 6.0 6.0 6.0 6.0 

Belarus 7.7 53.2 59.2 18.3 10.0 9.9 9.7 9.7a 

Georgia 7.1 8.5 –0.9 –0.5 16.3 15.1 15.0 15.0a 

Moldova 7.4 7.7 15.0 9.6 7.4 6.7 5.6 5.2 

Ukraine  9.4 8.0 0.6 –0.3 8.1 7.9 7.5 7.4 

Average 7.4 15.5 12.9 5.9 11.1 10.8 10.5 10.3 

EA         

Kazakhstan 7.1 8.3 5.1 5.8 5.8 5.4 5.3 5.2 

Kyrgyzstan  7.8 16.6 2.8 6.6 8.6 7.9 7.7 7.6 

Tajikistan 6.5 12.4 5.8 5.0 11.6 11.6 11.5 11.5a 

Turkmenistan 4.5 5.3 5.3 6.6 11.4 11.5 11.3 11.3a 

Uzbekistan 9.4 12.8 12.1 11.2 11.4 11.4 11.3 11.3a 

Average 7.1 11.1 6.2 7.0 9.8 9.6 9.4 9.4 

CSEE 2.4 4.4 3.4 2.1 15.3 15.1 15.0 14.5 

CIS 7.2 13.1 9.5 6.4 10.2 9.9 9.6 9.5 

Total 4.4 8.0 5.9 3.9 13.1 12.9 12.7 12.4 

World 3.6 4.9 3.9 3.6 7.3 7.1 7.1 . 

Advanced economies 1.5 2.7 2.0 1.4 8.3 8.0 8.0 7.9 

Developing economies 5.9 7.3 6.0 5.8 7.0 6.9 6.8 . 
 

a 2012. 

CPI inflation according to IMF. Unemployment rates (from labour force surveys or national statistics), based on ILO 

harmonized standards or national definitions, taken from IMF and World Bank databases; unemployment rates for 

Montenegro, Belarus, Tajikistan, Turkmenistan, and Uzbekistan given by the World Bank were calculated on the basis 

of ILO unemployment models. 

Subtotal and total averages for transition countries are simple (unweighted averages). Reference data for the world, 

including advanced and developing economies, are weighted averages, given by the IMF and the World Bank. 
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Sources: IMF, World Economic Outlook Database, 5.05.2014; The World Bank, World Development Indicators: 

Data, 5.05.2014; The World Bank, Global Economic Prospects, January 2014. 

 

Inflation in the transition countries was initially caused by an excess demand, arising from 

deferred consumption, wage increases, and rising government expenditure. The increase in 

incomes was not met by an increase in the supply of goods and services, due to the decline in 

domestic output, not always offset by an adequate increase of imports. In the further 

development, cost pressures have also emerged, resulting from the growth of wages at a rate 

exceeding the growth of labour productivity, inefficiency of many public and private 

enterprises, as well as rise in the prices of imported raw materials (including oil) and 

investment goods. Inflation was aggravated by budget deficits, increases in administrative 

prices and indirect taxes, and price hikes imposed by producers with a strong market position. 

Restrictive monetary policy, which had been effective in constraining the excess demand, has 

lost its power against a new constellation of inflationary factors, leading to a slowdown of 

economic growth and increased unemployment. 

Nowadays, inflation is no more a major problem in most CEE and SEE countries (except 

Serbia), but several countries of the CIS still note an inflation of about 10% per year or more. 

Table 5 presents data on inflation and unemployment in transition countries for the last 

four years. The inflation figures are annual increases in the prices of consumer goods and 

services, recorded by the IMF (some data for 2013 are preliminary estimates). Unemployment 

rates are taken from labour force surveys or national statistics, as reported by the IMF, World 

Bank and Eurostat. Most unemployment data presented here are based on survey data, 

according to ILO and Eurostat harmonized standards. For some CIS countries unemployment 

statistics are missing or are completely unreliable; for Belarus, Tajikistan, Turkmenistan, and 

Uzbekistan we took the estimates given by the World Bank, based on ILO unemployment 

models. 

The evolution of inflation in each country over time depends on current business activity, 

the course of monetary and fiscal policy, the development of world prices and exchange rates, 

and many other factors. In spite of some price controls imposed by the governments and 

stabilisation measures applied by central banks, inflation rate in many transition countries 

remains quite high, and, as one of the most volatile macroeconomic indicators, it reveals 

sometimes large changes year by year.  

At the end of the expansion that preceded the world crisis, inflation accelerated in most 

transition countries as the result of a rapid growth of demand and cost tensions. In the Baltic 

states, where inflation seemed to be already eradicated, it jumped to 10-15% in 2008; in other 

CEE countries it accelerated to 4-6%. In 2009, under the impact of the world crisis and 

recession, inflation practically disappeared in most CEE countries while in other countries it 

was significantly reduced, to about 2%. Similar changes appeared in SEE where the average 

inflation doubled in 2008 to 8%, but it was cut in 2009 to 2-3% or totally eliminated in all the 

SEE countries except of Romania and Serbia. 

In all the CIS countries except Armenia inflation jumped in 2008 to two digit levels. On an 

unweighted average, inflation speeded up to 16%. In Azerbaijan, Kyrgyzstan, Tajikistan, and 

Ukraine inflation surpassed 20%, in Russia, Kazakhstan and Belarus it surged to 15%. This 

was mainly due to the worldwide increase in food and energy prices, cuts in external credits, 

and depreciation of local currencies. What is more important, the accelerated inflation 

occurred parallel to the decelerated output growth, a coupling that immobilizes fiscal policy: 

any restrictive action taken to curb down inflation may deepen the fall in output, and any 

expansionary action to counteract recession may result in an accelerated inflation. In 2009, 
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due to recession, inflation was reduced to one-digit levels in most countries of the group, and 

in some countries (Georgia, Moldova, Azerbaijan, Turkmenistan) it was almost stopped, but it 

has remained quite high (over 10%) in Russia, Belarus, Ukraine, and Uzbekistan. The average 

inflation rate in the group decreased to 7%. 

In 2010, despite the increase in demand and output, inflation remained low in all the 

countries of CEE except Hungary, thanks to tight monetary and fiscal policies performed by 

governments and central banks and due to credit constraints and controls imposed on private 

banks and their own cautiousness. In Poland, inflation was reduced to 2.5%, almost exactly in 

line with the official monetary target. In Slovakia, it was kept below 1%, in the Czech 

Republic and Slovenia below 2%, and in Latvia it even turned into deflation. Hungary has 

remained the only CEE country with a substantial price rise of almost 5% per year. The 

average inflation rate in CEE, for the first time, fell below 2%, and it was actually slightly 

lower than the average inflation rate in the euro area. In most SEE countries, inflation 

increased slightly as compared with the previous year, with the average rate of about 3%. This 

average however is a little misleading because Romania and Serbia continued to note quite a 

high inflation of about 7% while Croatia and the remaining post-Yugoslav republics reported 

a low inflation, below 2%. In the CIS, the average inflation rate stayed at about 7%, but for 

the first time inflation was reduced to one-digit level in all the countries of the group. For all 

transition countries the average inflation rate (calculated as an unweighted average) was 

4.5%, not much higher than in the previous year, but significantly higher than the world 

average.  

In 2011, with the ongoing recovery, inflation began to rise again across the whole 

transition region. In most CEE countries, including Poland, inflation rose to about 4% on a 

year-to-year scale, and the average rate for the group doubled to 4%. In SEE inflation jumped 

to 11% in Serbia and 7.5% in Kosovo, but in the remaining post-Yugoslav republics, as well 

as in Bulgaria and Albania, it increased moderately to 3-4% while in Romania it continued to 

stay at about 6%. The average inflation rate for the latter subgroup increased to 4.5%. In the 

CIS, the average inflation rate doubled to 13%. In the least developed countries of Central 

Asia inflation jumped again to two-digit levels, and in Belarus it surpassed 50%. Most other 

countries of the CIS, including Russia and Ukraine, saw a price rise below 10%. For all the 

transition region the average inflation rate increased to 8%, a rate almost twice as high as the 

world average.  

The slowdown of economic growth in 2012, especially in CEE and SEE, brought some 

lessening of the inflationary pressure. In most CEE countries inflation was kept in the range 

between 2.5 and 4%, with the average of about 3.5%, slightly lower than in the previous year. 

Hungary was the only country in the group where inflation increased significantly (to over 

5.5%), despite the falling output. In SEE inflation was also kept in a narrow band between 2 

and 3.5%, but in Serbia it was still 7%, with an average of about 3%. Most CIS countries, 

except Belarus and Uzbekistan (the two least market-oriented countries), curbed down 

inflation quite significantly. The most spectacular achievement was an almost total halt to 

price rise in Ukraine, Azerbaijan and Georgia, as well as in Kyrgyzstan (where inflation was 

curbed down from a two-digit level to some 3%). In Russia inflation was cut to 5%, but in 

Belarus hyperinflation continued to run at a yearly rate of 50-60%. The average inflation rate 

for the CIS subgroup fell to 9%, and the unweighted overall average for all transition 

countries decreased to 6%, a result comparable with the worldwide average for the emerging 

and developing economies, but still higher than the overall world average. 

In 2013, with the slackening demand and a continuing slowdown in output, inflation 

abated further in most countries of the CSEE group. In most CEE countries inflation 
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decreased to 1-1.5%; in SEE it was cut to 1.5-3%.19 The only three countries in the CSEE 

group with still significant inflation are: Estonia (3.5%), Romania (4%) and Serbia (7.5%). In 

the CIS group, the inflation patterns have remained quite differentiated. In Belarus, inflation 

has been reduced, but it is still very high (almost 20%). In Ukraine and Georgia there was no 

price rise, but some other CIS countries, including Russia, continue to report quite a high 

inflation (5-10%). Nevertheless, in most transition countries, inflation has been significantly 

reduced, and some countries of the transition region (e.g. Latvia, Bosnia & Herzegovina, 

Georgia and Ukraine) have been recently faced with a danger of deflation. However, there is 

no doubt that if the expected revival in 2014 and 2015 becomes true, inflation will speed up as 

well. Meanwhile, the average unweighted inflation rate in 2013 amounted to 1.5% in CEE, 

2.5% in SEE, 6.5% in the CIS, and 4% in the whole transition region – a result quite close to 

the world average of 3.5%. 

The decrease in inflation rates that occurred during the recession in 2009, their sharp 

increase in 2011 associated with the recovery, and the decrease in 2012 and 2013 caused by 

the slowdown of economic growth, give proof of the great volatility of inflation and its strong 

dependence on demand and supply fluctuations over the business cycle. This observation 

explains why future inflation is so difficult to foresee and why we should always be aware of 

its possible return and a rapid surge.  

Despite the constant danger of inflation, almost all the countries of CEE and SEE (except 

Serbia) have largely succeeded in keeping inflation under control. However, inflation in the 

CIS has remained a real threat, even if it has been recently reduced, and the less developed 

countries of the region are still exposed to the risk of the return of high inflation. The renewed 

surge of hyperinflation in Belarus that appeared in 2011-2012 seems to confirm the constant 

existence of such threat. Whenever inflation reassumes its strength, a deliberate tightening of 

monetary and fiscal policies is needed to contain inflationary pressures and to curb down 

inflation.  

Unemployment emerged in the former socialist countries at the very beginning of the 

transformation, with the closure of many public enterprises and the liquidation of state and 

cooperative farms. This was accompanied by a big reduction of employment in public 

administration. As large state enterprises were privatised, the so-called rationalisation of 

employment resulted in mass layoffs. The transformation crisis, aggravated in some countries 

by the war damage, resulted in an additional increase in unemployment. 

Unemployment in transition countries is mainly structural in nature. It reflects the 

mismatch between labour supply and demand in terms of skills, age, gender, and geographical 

distribution, the difference between the structure and distribution of idle labour resources and 

the structure of the available jobs. Theoretical concepts that attempt to explain unemployment 

by too high wage levels do not have a direct reference to the situation existing in the countries 

under analysis because they largely disregard structural unemployment and rely on a fictitious 

assumption of high labour mobility and perfect competition in labour markets. One of the 

causes of unemployment is a big discrepancy between net earnings received by the employees 

and gross salaries paid by employers, which is the result of high income taxes and social 

insurance contributions. This phenomenon (the tax wedge), coupled with a relatively generous 

system of unemployment benefits and social assistance for the poor, reduces the willingness 

to undertake legal employment and encourages people to work in the grey economy, at the 

same time hampering the creation of new jobs. 

                                                 
19 The CPI inflation rate for Poland in 2013 (0.9%), given by the Central Statistical Office and quoted by 

international data sources, seems to be underestimated, but there is no way to verify it empirically. 
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Government labour market policies in this group of countries are largely inconsistent and 

ineffective. They focus on the provision of sufficient funds for paying benefits to the 

unemployed. Active programmes aimed at reducing long-term unemployment, such as job 

information and advisory services, vocational training and retraining of the unemployed, 

public works, loans for the creation of small enterprises and individual businesses, as well as 

support for the handicapped, are not sufficiently developed.  

In the 2000’s, unemployment in many transition countries was partially mitigated by 

massive emigration to Western Europe and North America. Thousands of people, including 

well educated and skilled young workers, left their home countries, looking for better job 

opportunities and higher living standards in abroad. This phenomenon reduced the registered 

unemployment figures (especially in the CSEE), but it has not solved the real problem, not to 

say that the outflow of qualified and highly productive labour force is highly detrimental for 

the future development of the countries concerned. With the beginning of the global crisis, 

due to the tightness of labour markets in Western Europe, an opposite flow of labour 

resources began because many former emigrants were returning home, exacerbating 

difficulties in the local labour markets.  

Nowadays, labour markets in the West are tight and many countries of Western Europe 

have sealed their borders against a further inflow of immigrants and seasonal workers from 

Eastern Europe, Asia and Africa. Therefore, further employment and unemployment 

prospects in the transition countries will depend first of all on their own economic growth. 

Future developments in labour markets of the region will also be affected by demographic 

trends, i.e. population growth and changes in the age structure of population. The ageing of 

the population and the rising share of the old may lead quite soon to scarcity of labour 

resources, especially as regards young and qualified labour, with the resulting long-lasting 

slowdown in many transition countries, especially in CSEE. Meanwhile, in spite of the 

decreasing numbers of young people remaining at home, youth unemployment is particularly 

high in all transition countries.  

The unemployment data for this region are very imprecise and published with a substantial 

delay. They are also not fully comparable between the individual countries due to different 

definitions, different registration procedures and different benefit standards, and because of 

different size of employment in the grey economy. There are two sources of unemployment 

data: official data about the registered unemployment and estimates based on labour surveys. 

In international comparisons the figures taken from labour surveys are usually preferred as 

more adequate, though they differ from official data on the registered unemployed. In this 

analysis we use mostly the data taken from labour surveys.  

The unemployment rates in transition economies shown in Table 4 are not fully 

comparable because they have been taken from different sources and are based on different 

definitions. Data for the CIS may not be very reliable and they are not fully comparable with 

those for the CEE and SEE countries because of different survey methods and standards. 

Official data on the registered unemployment provided for Belarus, Tajikistan, Turkmenistan, 

and Uzbekistan are incredibly low and have been not included in the table; instead of that we 

took the World Bank estimates based on the ILO unemployment model. But survey data for 

some other CIS countries in South Caucasus and Central Asia are not very reliable as well. 

Unemployment in CEE recorded in 2008 was generally not big. In most countries of the 

group unemployment rates reported in labour surveys were relatively low, between 4% and 

8%, with the exception of Slovakia where unemployment amounted to 10% of the labour 

force. In SEE unemployment was moderate (6-8%) in Bulgaria, Romania and Croatia, but 

very high (13-34%) in Albania, Serbia, Bosnia & Herzegovina and Macedonia. In the CIS, the 
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highest unemployment rate (17%) was recorded in Georgia whereas Belarus, Tajikistan and 

Uzbekistan continued to report almost no registered unemployment. The remaining countries, 

including Russia, Ukraine and Kazakhstan, reported a moderate unemployment, in the range 

of 4-8%. 

In 2009, as the results of the slowdown or recession caused by the world crisis, most 

countries of the analysed group saw an increase in unemployment rates. In the Baltic states 

unemployment increased to 14-18%, in Hungary it reached 10%, and in Slovakia it rose to 

12%. Lower unemployment rates were seen in Poland, Czech Republic and Slovenia (6-8%). 

In SEE, the highest unemployment was seen in Bosnia & Herzegovina and Macedonia (24% 

and 32%), but it was also high in Serbia (17%), Albania (14%), and Montenegro (11%). In the 

CIS, the reported unemployment rates did not change much despite the recession. In Russia, 

Belarus, and Ukraine unemployment increased to 8-10%, in Kazakhstan and Azerbaijan it 

remained on the level of 6-7%, in Georgia and Armenia it stayed at 17-19%.  

In 2010, despite the recovery, unemployment rates in most CSEE countries remained high 

or increased to new record levels. This is because changes in the employment and 

unemployment levels typically lag behind changes in output volumes. In CEE, the highest 

unemployment was recorded in the Baltic states (17-19%), but it was also high in Slovakia 

(15%), Hungary (11%) and Poland (10%). The average unweighted unemployment rate in the 

CEE rose to 13.5%. In most SEE countries unemployment also increased, reaching new 

heights. In all the countries of the group except Romania unemployment was higher than 

10%; the highest unemployment was recorded in Macedonia (32%), Bosnia & Herzegovina 

(27%), and Serbia and Montenegro (20%). Even though the recovery in the CIS was much 

more vigorous, it has not resulted in any significant decline in unemployment levels. In 

Russia and Ukraine unemployment in 2010 decreased slightly to 7 or 8%, in Kazakhstan it 

stayed at 6%, in Georgia and Armenia it remained at the high level of 19% while in the 

remaining countries of the CIS, according to official data, unemployment kept still in the 

range of 6-9%. The unemployment data for those countries are however not very certain; 

official unemployment data for Armenia, Azerbaijan, and Georgia are much lower than some 

alternative estimates, which take into account underemployment.  

In 2011 the picture did not change much: in spite of the continuing output growth, the 

overall situation in labour markets, both in Western and Eastern Europe, remained tied and 

total employment and unemployment levels did not change much. In CSEE, the only positive 

exception was a noticeable decrease in the unemployment rates in the three Baltic states 

(where the output grew very vigorously) to 12% in Estonia, 16% in Latvia, and 15% in 

Lithuania; on the other hand, the unemployment rate in Serbia increased to 24% due to the 

prolonged stagnation. In most other countries of the transition region, both in the CSEE and in 

the CIS, unemployment rates remained almost unchanged.  

The slowdown of 2012-2013 has not led to any significant rise of unemployment in the 

transition region. In most transition countries, unemployment rates have remained almost 

unchanged as compared with their levels seen in 2011, and wherever they changed markedly, 

they have decreased rather than increased. The high unemployment rates seen in the Baltic 

states decreased to 10-12%, in Serbia to 21%. Unemployment in Russia was reduced to 6.5%, 

in Moldova it decreased to 5%, but in most countries of the CIS it has remained about at the 

same level as noted in 2011. According to the available data, the highest unemployment levels 

in the transition region in 2013 were noted in most post-Yugoslav republics: Macedonia 

(30%), Bosnia & Herzegovina (27%), Serbia and Montenegro (about 20%), and Croatia 

(17%), as well as in two Caucasian countries: Armenia (19%) and Georgia (15%). High 

unemployment (more than 10%) was also seen in Slovakia, Latvia and Lithuania, Albania, 

Bulgaria, and the least developed countries of CA: Tajikistan, Turkmenistan, and Uzbekistan. 



 36 

But the unemployment data for the CIS countries are generally tentative and imprecise, and 

they are not directly comparable with the data for the CSEE countries.  

Due to the incompleteness and limited comparability of the available data and because of a 

high dispersion, the averages calculated for each subgroup and for the group as a whole are 

not very meaningful. Nevertheless, the unweighted average unemployment rates calculated 

for the individual subgroups, the two major groups (CSEE and CIS) and the whole transition 

region also show a striking stability of unemployment levels over the last few years, with no 

discernible reaction to the changing dynamics of output and without a clear-cut trend. This is 

because – as already noted – unemployment in transition countries is mainly composed of 

long-term structural and natural unemployment, which is cyclically inelastic, and because 

employment and unemployment react with certain lag to changing economic activity. 

The average unemployment rates calculated for the three subgroups and for the transition 

region as a whole did not change much in 2013 as compared with 2010. In CEE, the average 

unemployment rate decreased from 13.5% in 2010 to 10.5% in 2013; in SEE, it increased 

from 16.5% to 17.5%; in the CIS, it decreased from 10% to 9.5%. The average unemployment 

rate for the whole transition region decreased slightly from 13% in 2010 to 12% in 2013, and 

it has remained much higher than the worldwide average (7%). The expected acceleration of 

economic growth in 2014 and 2015 may lead to some decrease in the unemployment levels 

seen in the transition countries, but the improvement may not be very considerable. More 

active labour market policies on the part of government are needed to reduce the 

unemployment levels seen in the transition countries. 

A special problem as regards unemployment in transition countries (as well as in many 

other emerging and developing economies) is a very high unemployment seen among the 

youth. The incidence of unemployment among young people, aged under 25, is often two or 

three times higher than among the adults. According to the World Bank’s data for 2012, the 

unemployment rates for the males aged between 15 and 24 and seeking job, estimated on the 

ILO unemployment model, amounted to 30% in Bulgaria, about 35% in Georgia, Armenia 

and Slovakia, over 40% in Serbia and Croatia, and 55% in Macedonia and Bosnia & 

Herzegovina. According to the survey data for 2013 collected for the EU member states by 

the Eurostat, total unemployment rate for males and females aged less than 25 ranged between 

some 20% in Estonia and the Czech Republic and 50% in Croatia; in Poland, Hungary and 

Bulgaria, unemployment among the young was close to 30% while in Slovakia it was almost 

35%. 

 

1.5. Deficits and debts 
 

The two most significant factors hindering the pursuit of an active economic policy and 

detrimental to economic growth are deficits in state budgets and in current accounts of the 

balance of payments. Most transition countries have been struggling with the problem of 

budget deficits for many years. The global economic and financial crisis and the recent 

slowdown in economic growth related to the euro area turbulence have exerted a strong 

pressure on public finances because tax revenues decreased while government expenditures 

had to be increased. As the result general government balances tended to deteriorate, with the 

resulting rise in public debts.  

High budget deficits and rising public debts lower the credibility of the given country in 

international financial markets, leading to a decline in the flow of foreign direct investments 

and foreign credits. This is the main reason why all the governments now are so much 
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concerned about the state of their public finance. In case of the EU member countries, an 

additional strong motive for a good fiscal stance are the provisions of the Maastricht Treaty 

and the convergence criteria set by the European Commission. Less attention is paid to the 

disequilibria that exist in foreign trade and current account balances, not to mention the state 

of the whole balance of payments.  

 

Table 6. Deficits and debts (% of GDP) 

Country 
General government balance Current account balance 

Public 

debt 

External 

debt 

2010 2011 2012 2013 2010 2011 2012 2013 2013 2012 

           CEE            

Czech Republic –4.8 –3.3 –4.4 –2.9 –3.8 –2.9 –2.4 –1.0 47.9 47.4a 

Estonia 0.2 1.2 –0.2 –0.4 2.8 1.8 –1.8 –1.0 11.3 90.8 

Hungary  –4.4 4.2 –2.0 –2.4 0.2 0.5 1.0 3.1 79.2 130.3 

Latvia  –7.3 –3.2 0.1 –1.3 2.9 –2.1 –2.5 –0.8 32.1 139.8 

Lithuania  –7.2 –5.5 –3.3 –2.1 0.0 –3.7 –0.2 0.8 39.3 73.3 

Poland  –7.9 –5.0 –3.9 –4.5 –5.1 –4.9 –3.5 –1.8 57.5 74.4 

Slovakia  –7.7 –5.1 –4.5 –3.0 –3.7 –3.8 2.2 2.4 54.9 77.2 

Average –5.6 –2.4 –2.6 –2.4 –1.0 –2.2 –1.0 0.2 46.0 90.5 

SEE           

Albania –4.2 –3.6 –3.3 –6.2 –10.0 –9.6 –9.3 –9.1 70.5 38.3 

Bosnia & Herzeg. –3.9 –2.6 –3.1 –2.2 –6.2 –9.8 –9.7 –5.6 42.7 52.6 

Bulgaria –4.0 –2.0 –0.5 –1.9 –1.5 0.1 –0.9 2.1 17.6 97.2 

Croatia –5.1 –5.3 –3.9 –5.5 –1.2 –0.9 –0.0 1.2 59.8 104.5 

Kosovo –2.3 –1.8 –2.6 –2.5 –12.0 –13.8 –7.7 –6.8 . 15.6 

Macedonia FYR –2.4 –2.5 –3.9 –4.0 –2.0 –2.5 –3.0 –1.8 35.8 70.7 

Montenegro –4.6 –5.2 –5.9 –2.4 –22.9 –17.7 –18.7 –15.0 56.8 108.4 

Romania –6.4 –4.3 –2.5 –2.5 –4.4 –4.5 –4.4 –1.1 39.3 77.3 

Serbia –3.9 –4.3 –7.2 –5.7 –6.8 –9.1 –10.7 –5.0 65.8 88.1 

Slovenia  –5.4 –5.6 –3.2 –14.2 –0.1 0.4 3.3 6.5 73.0 115.6 

Average –4.2 –3.7 –3.6 –4.7 –6.7 –6.7 –6.1 –3.5 51.3 76.8 

           Russia  –3.4 1.5 0.4 –1.3 4.4 5.1 3.6 1.6 13.4 28.6 

           EEC            

Armenia –5.0 –2.9 –1.6 –2.5 –14.8 –10.9 –11.2 –8.4 41.9 77.0 

Azerbaijan  14.0 11.6 3.8 0.8 28.0 26.5 21.8 19.7 13.8 17.0 

Belarus –0.5 4.2 1.7 –0.9 –15.0 –8.5 –2.7 –9.8 36.7 55.1 

Georgia –4.8 –0.9 –0.8 –1.3 –10.2 –12.7 –11.7 –6.1 31.8 85.2 

Moldova –2.5 –2.4 –2.2 –1.8 –7.0 –11.3 –6.0 –4.8 24.4 84.6 

Ukraine  –5.8 –2.8 –4.5 –4.5 –2.2 –6.3 –8.1 –9.2 41.0 76.6 

Average –0.8 1.1 –0.6 –1.7 –4.9 –3.9 –3.0 –3.1 31.6 65.9 

CA            

Kazakhstan 1.5 6.0 4.5 5.0 0.9 5.4 0.3 0.1 13.5 67.6 

Kyrgyzstan  –5.8 –4.6 –5.7 –3.8 –6.4 –6.5 –15.0 –12.6 47.7 75.6 

Tajikistan –3.0 –2.1 0.6 –0.8 –1.2 –4.8 –2.0 –1.9 29.2 46.2 

Turkmenistan 2.0 3.6 6.4 0.2 –10.6 2.0 0.0 –3.3 20.6 18.1 

Uzbekistan 4.9 8.8 8.5 1.3 6.2 5.8 1.2 1.7 8.6 13.0 

Average –0.1 2.3 2.9 0.4 –2.2 0.4 –3.1 –3.2 23.9 44.1 

CSEE –4.8 –3.2 –3.2 –3.8 –4.4 –4.8 –4.0 –2.0 49.0 82.4 

CIS –0.7 1.6 0.9 –0.8 –3.0 –1.4 –2.5 –2.8 26.9 53.7 

Total –3.1 –1.2 –1.5 –2.6 –3.8 –3.4 –3.4 –2.3 39.5 70.5 

World . . . . 0.4 0.4 0.3 0.3 . . 

Advanced econ. –8.3 –6.8 –6.2 –4.9 –0.0 –0.1 –0.1 0.4 106.3 . 

Developing econ. –2.6 –1.2 –1.6 –2.2 1.5 1.6 1.4 0.7 34.5 24.1 
 

a 2011. 
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General government balance (net lending/borrowing) and current account balance according to IMF data. For several 

CIS countries in the Caucasus and Central Asia (Armenia, Azerbaijan, Turkmenistan) data on general government 

balance refer to total central government balance.  

Public debt (general government gross debt) according to IMF data. External debt (total = public + private) according to 

EBRD data. 

Subtotal and total averages for transition countries are simple (unweighted) averages. Reference data for the world, 

including advanced and developing economies, are weighted averages given by the IMF and World Bank. 

Sources: IMF, World Economic Outlook Database, 5.05.2014; EBRD, Regional Economic Prospects Update, January 

2014, 5.05.2014; The World Bank, Global Economic Prospects, January 2014. 

 

Although high budget deficits imply an increase in total demand, they often contribute to a 

rise in inflation rather than to the growth of output. At the same time, they lead to a build-up 

of public debt, which can threaten future economic growth. Persistent budget deficits result 

from excessive public spending as compared with the limited tax receipts, proceeds from 

privatisation, customs duties, and other government revenues. 

When comparing the size of budget deficits in individual transition countries we should 

take into consideration big differences among the countries of the group as regards the share 

of public sector in the economy. Profits drawn from public enterprises and taxes levied on 

them are a major source of revenue for the state budget in many countries of the region, and 

the main cause of big surpluses reported by several CIS countries, notably big fuel producers. 

Another considerable source of revenue may come from privatisation proceeds and the sale of 

state-owned enterprises, as well as dividends obtained from privatised firms partly controlled 

by the treasury. The share of the public sector in the economy and the efficiency of public 

enterprises are therefore important determinants of the size of state budgets, general 

government balance as well as of the level of public debts. 

Current account deficits are mainly the result of a high propensity to import (partly a 

consequence of inefficient and uncompetitive domestic production) as compared with the 

existing export opportunities (which are limited by external demand and by the available 

resources, technology, and the competitiveness of domestic production). Unless offset by a 

positive balance of capital flows, current account deficits weaken the domestic economy and 

its currency and increase foreign debt, imposing a burden on future economic growth.  

The impact of the deficits in state budgets and in current foreign accounts on the economy 

depends not only on their size, but also on the means of their financing. A budget deficit 

covered by privatisation receipts, government bonds or foreign aid does not fuel inflation to 

the same extent as a deficit financed by the issue of additional money. Similarly, a current 

account deficit offset by the inflow of foreign capital does not exert such a negative impact on 

the development of the domestic economy as a deficit that leads to an increase in foreign 

indebtedness.  

The size of deficits or surpluses in state budgets and current accounts and the levels of 

public and foreign debts in the countries of the analysed group are shown in Table 6. All the 

data are expressed as percent of GDP for the sake of comparability. 

The condition of public finance in transition countries has been generally good until the 

outbreak of global financial and economic crisis. Only four countries in the group, namely 

Hungary, Albania, Georgia, and Tajikistan, reported large deficits in their state budgets, 

amounting to 4-6% of GDP. In 2008, the state of public finance in CEE and SEE worsened, 

though not yet significantly. Most EU member countries continued to report reasonably low 

deficits in their state budgets, in the tolerated size up to 3% of GDP, though much higher 

deficits were recorded in Latvia and Romania. In the CIS, relatively high budget deficits (6% 
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of GDP) were noted in Georgia and Tajikistan while a spectacular surplus (21% of GDP) was 

reported by Azerbaijan. Big oil and gas producers, including Russia, continued to cash more 

money than they had to spend, closing their state budgets with considerable surpluses.  

The situation changed radically in 2009 under the impact of global financial and economic 

crisis. The recession brought about a sharp decline in tax and export revenues while at the 

same time it forced the governments to increase public spending. As the result of this, fiscal 

stance has deteriorated in almost all the countries. All the CEE and SEE countries reported a 

negative general government balance, and only three of them, namely Estonia, Bulgaria and 

Macedonia, managed to keep the deficit below 3% of GDP. Most of the new EU member 

states fell into big deficits, amounting to 6-9% of GDP. In the CIS, the regular surplus-gainers 

saw a considerable decrease in the budgetary surplus (Azerbaijan, Uzbekistan) or fell into 

deficits (Russia, Kazakhstan, Belarus). The biggest deficit (9% of GDP) was recorded in 

Georgia. The worsening of public finance was also reflected in the average values calculated 

for each subgroup and for the whole group.  

In spite of the beginning recovery and the rising concern about the state of public finance, 

the overall fiscal stance of transition countries did not improve significantly in 2010. Only a 

half of transition countries noted a considerable improvement in general government balance 

while another half saw some deterioration or no significant change. In CEE, Poland, Slovakia, 

Latvia and Lithuania reported deficits in the range of 7-8% of GDP; Czech Republic and 

Hungary revealed a somewhat better proof, with deficits of about 5% of GDP, while Estonia 

succeeded to restore a balanced budget. The average budget deficit in the subgroup amounted 

to 5.5% of GDP on the unweighted average. In SEE, deficits in state budgets were generally 

lower, mostly between 2.5% and 5%, except of Romania where the deficit amounted to 6.5% 

of GDP. The average size of budget deficits amounted to 4% of GDP. In the CIS, the state of 

public finance in individual countries has remained very differentiated. Oil and gas exporters 

in Caucasus and Central Asia – Azerbaijan, Kazakhstan, Turkmenistan, and Uzbekistan – 

continued to reveal substantial budget surpluses while most of the remaining countries have 

reduced considerably their deficits. The largest budget surplus in 2010 was noted in 

Azerbaijan (14% of GDP) while the biggest deficit was seen in Kyrgyzstan (almost 6% of 

GDP). Russia succeeded in cutting its budget deficit by almost a half, to 3.5% of GDP, but 

Ukraine remained with the high budget deficit of almost 6% of GDP. Altogether, the CIS 

countries have consolidated more or less their public finances, thereby reducing the 

unweighted average deficit to 1% of GDP. However, for the transition region as a whole, the 

average result in the general government balance remained roughly the same as in the 

previous year in spite of the fact that the recession was over. 

A more visible progress in the consolidation of public finance in the analysed region was 

achieved in 2011, along with the further revival of economic activity and with the rise in tax 

revenue. In all the EU member countries of the CSEE (except of Slovenia) as well as in most 

countries of the CIS, deficits in state budgets have been significantly reduced or turned into 

surpluses, and typical surplus-gainers (except Azerbaijan) have improved their fiscal stance. 

In CEE, budget deficits were reduced to maximum 5-5.5% of GDP (Poland, Lithuania, 

Slovakia), and the most spectacular improvement in the general government balance was 

achieved in Hungary where, thanks to the practical liquidation of the private pillar within the 

obligatory pension system and due to some restructuring of public finance and the 

introduction of special taxes, the government has made a one-time switch from deficit to 

surplus (from –4.5% of GDP in 2010 to +4.3% of GDP in 2011). The average budget deficit 

in the CEE was cut by a half, to 2.5% of GDP. In SEE, the overall improvement in public 

finance was not so impressive, but all the countries in the group have succeeded to keep the 

deficits below 5.5% of GDP, and most of them have reduced their deficits to 4% of GDP or 
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less, with a fairly good average of 3.5% of GDP. In the CIS, Russia and Belarus turned from a 

deficit to a surplus, and Ukraine slashed its deficit by a half, coming below 3% of GDP. All 

other countries of the group, except of Azerbaijan, also improved their fiscal stance, and the 

group as a whole has reached, on the average, a small surplus. For the whole transition region, 

the unweighted average deficit in state budgets decreased to about 1% of GDP – a result that 

might be a good example (with no monetary union) for the euro area.  

In 2012, most transition countries continued the course towards fiscal consolidation, but 

not all of them succeeded in cutting significantly their budget deficits. In both the CEE and 

SEE, in spite of the slowdown of economic growth, about a half of the countries have further 

improved their fiscal stance. The average budget deficit in CEE was kept below 3% of GDP, 

in line with the requirements of the Maastricht Treaty (irrespective of the question whether 

this arbitrary limit is justified), and the average deficit in SEE stayed at 3.5% of GDP. Poland, 

Lithuania and Slovakia reduced their deficits to 3.5-4.5% of GDP; the Czech Republic noted 

some increase in the relative size of its budget deficit due to a small recession, while Hungary 

and Estonia turned from surplus to some deficit. In SEE, Romania and Bulgaria have 

significantly improved their fiscal stance (with the deficits cut to 2.5% and 0.5% of GDP 

respectively) while Serbia noted a big rise of the deficit to 7% of GDP. For the CIS group, the 

unweighted average has remained positive: about 1% of GDP. Russia, Belarus and 

Kazakhstan have maintained some surpluses while Ukraine increased its deficit. A remarkable 

change was a big drop in the surplus noted by Azerbaijan (from 12% to 4% of GDP) and a 

rise in the surplus collected by Turkmenistan (from 3.5% to 6.5% of GDP), but such swings 

are nothing new for big oil and gas producers, taking into consideration the continuous 

fluctuations of demand and prices and the resulting volatility of the revenue. Altogether, in 

2011-2012, the whole transition region achieved a considerable progress in fiscal 

consolidation, with the average budget deficit reduced to 1-1.5% of GDP, in spite of the 

recent slowdown of economic growth and a lower dynamics of world trade. 

The data on general government balance in 2013 are preliminary estimates, which may be 

subject to further revision. The data suggest that most countries of the transition region 

continued the course towards fiscal consolidation, but several countries of the group, most 

affected by the slowdown, have noted again some deterioration of their fiscal stance. In CEE, 

some rise of the budget deficit was noted in Poland (to 4.5% of GDP) while the Czech 

Republic and Slovakia reduced their deficits to 3% of GDP; all the Baltic states, despite their 

good fiscal stance, saw again some deficits in their state budgets. In SEE, most countries kept 

their budget deficits below the 3% line, but sizeable deficits were reported by Croatia (5.5% 

of GDP), as well as in Serbia and Albania (6% of GDP); a spectacular deterioration in the 

general government balance was reported by Slovenia where the deficit rose from 3% to 14% 

of GDP (if the source data are correct). In the CIS, some former surplus gainers (including 

Russia and Belarus) turned into deficits, and some other ones (Azerbaijan, Turkmenistan and 

Uzbekistan) saw almost no surplus. On the unweighted average, the CSEE group noted an 

increase in the state budget deficits from 3% to 4% of GDP, the CIS group recorded a switch 

from the 1% of GDP surplus to the 1% of GDP deficit, and the transition region as a whole 

saw an increase in the average budget deficit to 2.5% of GDP, a result still much better than 

the average size of budget deficits seen in the advanced countries (5% of GDP). 

Despite the reduction of budget deficits in the last few years, the size of public debts, 

expressed as a percentage of GDP, continues to grow in most transition countries. This is 

because the existing debts are rising even with no further deficits, as the result of the increase 

in interest payments.  

The relative size of public debts in transition countries, expressed as a percentage of GDP, 

is not too big as compared to the world standards. In 2013, according to IMF estimates, total 
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public debts in the analysed group ranged from 10-15% of GDP in Estonia, Bulgaria, Russia, 

Azerbaijan, Kazakhstan and Uzbekistan to 50-60% in Poland, Slovakia and Croatia and 70-

80% in Albania and Hungary, with an unweighted average for the whole transition region 

amounting to 40% of GDP. As compared with the relative size of public debts throughout the 

world, this is not an excessively high burden. Nevertheless, several countries in the group, 

including Poland, are now seriously concerned about the further growth of public debts. If we 

compare the figures on public debt in 2013, presented in Table 6, with the respective data for 

2010, we can find that only 7 countries out of 28 reported in the table have reduced the 

amount of their public debts relative to GDP over the last three years, and the reduction was 

sizeable in only 4 countries (Latvia, Georgia, Kyrgyzstan, and Tajikistan). This confirms that 

large public debts, wherever they appear, are a long-lasting problem that cannot be solved 

quickly, especially when public expenditure grows in line with GDP or even faster. 

As regards current account balances, their changes during the last few years were strongly 

affected by the dynamics of foreign trade, foreign direct investments and other current capital 

flows, including migrant remittances, as well as by the evolution of exchange rates. All these 

factors were closely related to the business cycle seen in the world economy and to the 

changes observed in the aggregate economic activity in the countries concerned.  

Until recently, most transition countries have constantly noted considerable deficits in their 

current accounts with abroad. In 2008, all the countries of CEE and SEE had a negative 

current account balance. The deficit was relatively small in the Czech Republic, but quite 

large in post-Yugoslav republics as well as in Romania, Albania, and Estonia. In the CIS, big 

oil and gas exporters (Russia, Azerbaijan, Kazakhstan, Turkmenistan, and Uzbekistan) had 

substantial surpluses in their current foreign accounts while the remaining countries reported 

deficits of various size.  

In 2009, due to the economic slump combined with a substantial decrease in imports, most 

countries of the region noted a significant improvement in their current account balances, 

except of the big oil and gas producers in the CIS, which have suffered more from the 

reduction of their export revenues. Most countries of the group (except of Azerbaijan, Russia, 

and Uzbekistan) continued to have a negative foreign account balance.  

With the gradual recovery from the global crisis, most transition countries tried to restore 

their previous import levels. At the same time, with the revival in world markets, their exports 

also began to grow. As the result of simultaneous rise in both imports and exports, current 

account balances did not reveal any distinct tendency towards deterioration, as could be 

expected according to business cycle theory.  

In 2010, a significant deterioration of the current account balance (by 3 or more percentage 

points) occurred in only 3 countries of the group while 9 countries significantly improved 

their current account position; the remaining 17 countries did not report any significant 

change. Big oil and gas exporters, including Azerbaijan, Kazakhstan and Turkmenistan, saw a 

considerable increase of their surpluses or a decrease in deficits. The three Baltic states and 

Hungary continued to collect some surpluses in their current account balances, but the surplus 

tended to disappear. All the remaining countries noted a negative balance of the size 

comparable to that seen in the former recession year or a little lower. A significant reduction 

of the current account deficit was recorded in Bulgaria and in most post-Yugoslav republics. 

The biggest current account surplus (relative to GDP) was noted by Azerbaijan (28% of GDP) 

while the largest deficit was recorded by Montenegro (23% of GDP). 

In 2011, the general pattern of current accounts in transition countries did not change 

radically, but there were some significant changes in the external financial standing of some 

individual countries. Latvia and Lithuania turned back to deficits and most post-Yugoslav 
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republics (except Croatia, Slovenia and Montenegro) noted a considerable increase of current 

account deficits. In the CIS, Armenia and Belarus reduced considerably their deficits on 

current accounts while the deficit recorded by Ukraine and Moldova increased significantly; 

Kazakhstan increased its surplus collected from oil and gas exports, and Turkmenistan 

managed to restore a current account surplus. The biggest current account surplus again was 

noted by Azerbaijan (27% of GDP), and the largest deficit was recorded by Montenegro (18% 

of GDP).  

In 2012, in spite of the slowdown in economic growth, the general pattern of current 

accounts in transition countries did not change significantly as compared with the preceding 

year. In CEE, Slovakia and Hungary noted some surplus while all the remaining countries 

recorded moderate deficits (the largest one, about 3.5% of GDP, was seen in Poland). In SEE, 

all the countries except Slovenia reported a deficit; the largest one was noted still in 

Montenegro (19% of GDP), but also Albania and Serbia had large current account deficits 

(about 10% of GDP). In the CIS, the surplus gained by major oil and gas producers, including 

Russia, Kazakhstan and Azerbaijan, has somewhat decreased due to a lower rise in the 

revenues from oil and gas exports. Belarus, as well as Moldova, have reduced their deficits on 

foreign current accounts while Ukraine saw a further deterioration of its current account 

balance. The largest current account surplus (22% of GDP) was still noted by Azerbaijan, and 

the largest deficits (8-15% of GDP) were reported by Armenia, Georgia, Ukraine, and 

Kyrgyzstan. All in all, the effects of the economic slowdown on external accounts of the 

transition countries have not yet been fully revealed. 

Data on current account balances for 2013 are preliminary estimates. According to these 

data, the continuing slowdown of economic growth observed in 2013 brought about some 

improvement in the foreign trade balance and current account balance in all the CSEE 

countries, but the current account position of the CIS countries (perhaps except Armenia and 

Georgia) has not improved as compared with the previous year. Most CEE countries have 

brought their current accounts closer to equilibrium, and some of them (Hungary, Slovakia, 

and Lithuania) have even achieved some surplus. In SEE, current account surpluses were 

noted by Slovenia, Croatia and Bulgaria while other countries reduced their deficits; 

Romania, along with Macedonia, came close to the equilibrium, but big current account 

deficits were still recorded by Albania and Montenegro (9% and 15% of GDP). In the CIS, 

there was rather a further deterioration in current accounts. In Russia and Uzbekistan, the 

current account surplus decreased to 1.5% of GDP, and two other oil and gas exporters, 

Kazakhstan and Turkmenistan, saw no surplus at all. Azerbaijan continued to raise a big 

surplus (even though its size decreased to 20% of GDP) while Kyrgyzstan still had the biggest 

deficit on current account (13% of GDP). 

All in all, the slowdown of economic growth noted in the last two years, 2012-2013, has 

brought a considerable improvement in the current account position of the CSEE countries, 

but in the CIS an opposite tendency could be rather observed, towards some deterioration of 

the current account balance. This is also reflected in the averages calculated for the two 

groups, even though unweighted averages in the current accounts statistics, with high 

dispersion seen in the individual country data, are not very meaningful (much of the same 

applies to the average data on general government balance). 

In most countries of the region, the volume of foreign debts, both public and private, 

relative to GDP is not too high and comparable with the world standards for the less and 

medium-developed economies. Nevertheless, in the last few years foreign debts increased 

significantly in Estonia, Latvia, Hungary, Bulgaria and some post-Yugoslav republics 

(Slovenia, Croatia, and Montenegro), where the value of external debts has approached or 

surpassed the dangerous level of 100% of GDP. In Hungary and Latvia, foreign debt by the 
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end of 2012 has reached the level of 130% and 140% of GDP respectively. In Poland, 

external debt (both private and public) amounted to 74% of GDP, in Slovakia and Romania – 

77%. Among the CIS countries, relatively high foreign debts (70-80% of GDP or more) are 

reported by Ukraine, Moldova, Georgia, Armenia, Kazakhstan, and Kyrgyzstan. Russia has 

relatively low external debts (29% of GDP) while three other oil and gas exporters, 

Azerbaijan, Turkmenistan and Uzbekistan, are almost free of any foreign indebtedness. 

In order to assess the ability of a given country to repay its external debt, we should 

compare the amount of debt not only with the value of GDP, but also with the value of the 

reserves and with the yearly value of exports, the main source of foreign exchange necessary 

for debt repayment. This would require a separate analysis. 

 

1.6. External trade and the inflow of foreign investments 
 

Most transition countries now can be considered as open economies, strongly dependent on 

exports and imports and on the inflow of foreign investment. The basic data on foreign trade 

of the transition countries and its directions are shown in Table 7. 

The basic indicator of the openness of economies is the share of foreign trade in GDP. The 

first column of the table shows the average share of exports and imports of goods and services 

in GDP (the sum of exports and imports divided by 2). The data come from the World Bank 

and refer to 2012. In most countries of CEE and SEE, the share of foreign trade in the 

economy is high, typical for small and open economies, i.e. 50-90%. In larger countries (e.g. 

Poland and Romania) this ratio is lower, about 45%; in some small and open economies (e.g. 

Estonia and Slovakia) foreign trade may even represent about 90% of GDP or more. In 

Russia, the share of exports and imports in GDP amounts to 25%. Other CIS countries exhibit 

a diverse and changing pattern, with the share of foreign trade in the economy ranging 

between 30% and 80%. A significant part of their trade continues to be realised with Russia. 

In general, the CEE and SEE countries represent a more open type of economies whereas the 

CIS countries continue to be less involved in international trade, for historical and economic 

reasons, but also due to transportation costs.  

The total value of exports and imports of all the countries of the group in 2012 was $ 1 755 

billions and $ 1 574 billions respectively. This represented 9.7% and 8.6% of total world 

trade. The share of this group in world trade is a little lower than its share in the total global 

GDP measured at PPP (8.1%). The biggest single exporter and importer in the group is 

Russia, which represents more than 30% of total exports of the whole group and almost 30% 

of total imports. The next places are held by Poland, Czech Republic and Hungary, whose 

combined share in the total foreign trade of the transition region is also about 30% in both 

exports and imports. As we see, foreign trade in this group is not less concentrated than total 

output, with the four major traders making up about 60% of the total trade turnover.  

Table 7 also includes some data about the main directions of exports from the countries of 

the analysed group, which illustrate the geographical structure of their external trade links and 

the dependence on particular foreign markets. The table shows the shares of export and import 

flows between the individual countries of the group and Western Europe, CSEE (CEE + SEE) 

and the CIS, and all other regions, expressed as percent of their total exports and imports. The 

geographical structure of trade of the transition countries was reconstructed on the basis of the 

detailed country-by-country trade statistics published by the IMF. All the data on the 

directions of trade included in the table refer to 2012. In case of some countries, especially in 

the CIS, the data may be imprecise due to a large share of trade flows that remain unidentified 
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as to their final destination or their actual origin (mostly due to the high share of re-exports 

and re-imports).20  

Table 7. Foreign trade and its directions (2012) 
 

Country 

Trade  

as %  

of 

GDPa 

Exports 

(US $ 

billion) 

Imports 

(US $ 

billion) 

Main directions of trade (% of the total) 

Western Europe CSEE CIS Other 

Export Import Export Import Export Import Export Import 
            

CEE             

Czech Republic 75 148.6 138.6 63.6 56.4 21.1 19.8 5.1 7.7 10.2 16.1 

Estonia 90 20.1 19.6 54.4 57.0 17.9 28.5 15.3 6.7 12.4 7.8 

Hungary  86 111.1 102.2 56.4 53.6 26.2 19.3 6.0 10.4 11.4 16.7 

Latvia  62 17.0 18.0 32.5 40.9 34.8 39.0 22.8 14.1 9.9 6.0 

Lithuania  83 35.4 35.0 36.3 36.2 27.2 22.5 29.6 35.6 6.9 5.7 

Poland  46 228.7 229.5 63.4 60.6 17.5 11.1 9.7 14.0 9.4 14.3 

Slovakia  93 87.8 82.8 54.9 43.4 37.5 29.6 4.0 11.1 3.6 15.9 

Subtotal/avg. 76 648.7 625.7 51.6 49.7 26.0 24.3 13.2 14.2 9.2 11.8 

SEE            

Albania 40 3.5 5.9 74.3 58.3 14.2 16.0 0.0 5.6 11.1 20.1 

Bosnia & Herzeg. 43 5.2 9.4 46.5 36.4 44.6 48.8 1.7 9.7 7.2 5.1 

Bulgaria 69 34.0 35.5 45.9 43.9 23.0 17.6 6.2 24.6 24.9 13.9 

Croatia 43 24.5 24.1 43.5 47.7 37.9 21.5 5.0 10.1 13.6 20.7 

Kosovo 36 1.2 3.4 . . . . . . . . 

Macedonia FYR 65 4.3 6.5 47.9 54.9 38.5 34.4 2.4 0.8 11.2 9.9 

Montenegro 54 1.7 2.7 14.4 30.7 77.7 53.6 2.5 1.1 5.4 14.6 

Romania 43 64.0 72.0 56.0 58.6 18.3 22.1 6.3 10.3 19.4 9.0 

Serbia  50 15.3 22.1 35.9 38.3 48.2 29.5 10.0 14.9 5.9 17.3 

Slovenia  74 34.2 32.0 51.2 55.3 29.9 20.0 6.6 1.8 12.3 22.9 

Subtotal/avg. 52 187.9 213.6 46.2 47.1 36.9 29.3 4.5 8.8 12.4 14.8 
            

Russia  25 590.3 444.5 43.1 35.3 12.3 8.7 15.2 14.1 29.4 41.9 
            

EEC             

Armenia 37 2.4 4.9 34.5 21.3 9.7 11.8 28.3 32.5 27.5 34.4 

Azerbaijan  40 36.7 17.4 42.3 26.4 6.3 3.2 7.5 25.9 43.9 44.5 

Belarus 80 51.9 48.9 24.8 15.2 14.0 6.2 51.6 65.0 9.6 13.6 

Georgia 48 6.0 9.1 10.3 20.9 5.1 10.4 52.4 25.5 32.2 43.2 

Moldova 64 2.8 5.7 24.8 20.3 30.4 24.5 32.1 46.7 12.7 8.5 

Ukraine  55 86.2 101.0 21.3 21.6 11.2 8.9 37.6 40.9 29.9 28.6 

Subtotal/avg. 54 186.0 187.0 26.3 21.0 12.8 10.8 34.9 39.4 26.0 28.8 

CA            

Kazakhstan 39 97.0 60.1 45.3 23.3 7.0 5.8 6.8 16.7 40.9 54.2 

Kyrgyzstan  75 3.2 6.5 2.4 3.8 1.4 3.8 71.3 31.1 24.9 61.3 

Tajikistan 41 1.6 5.3 10.6 2.2 0.6 2.6 15.4 37.4 73.4 57.8 

Turkmenistan 59 25.8 15.6 7.3 16.8 1.1 3.2 6.2 26.7 85.4 53.3 

Uzbekistan 29 14.3 15.2 1.8 10.6 1.1 4.1 48.9 42.2 48.2 43.1 

Subtotal/avg. 49 141.9 102.7 13.5 11.3 2.2 3.9 29.7 30.8 54.6 54.0 

CSEE 62 836.6 839.3 48.6 48.2 32.1 27.1 8.3 11.2 11.0 13.5 

CIS 50 918.2 734.2 22.4 18.2 8.3 7.8 31.1 33.7 38.2 40.3 

Total 57 1 754.8 1 573.5 37.4 35.3 21.9 18.8 18.1 20.8 22.6 25.1 

a (Exports + imports) / 2. 

                                                 
20 This is partly reflected in the large share of the residuals shown in the last column of the table (denoted 

‘others’), which is particularly high in the case of oil and gas exporters in the EEC and CA (Azerbaijan, 

Kazakhstan, Tajikistan, Turkmenistan, and Uzbekistan). 
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Foreign trade as % of GDP and the value of exports and imports according to the World Bank data. Main 

directions of exports and imports calculated from the IMF data. All the data refer to exports and imports of 

goods and services. 

Subtotal and total averages for transition countries are unweighted averages. 

Sources: The World Bank, World Development Indicators: Data, 28.04.2014; IMF, Direction of Trade Statistics, 

December 2013, Washington 2014. 

Table 8. Growth of foreign trade (%) 
 

Country 

Volume of exports Volume of imports 

2010 2011 2012 2013 

Index 

2013 

2007 

2010 2011 2012 2013 

Index 

2013 

2007 
           

CEE           

Czech Republic 15.4 9.5 4.5 0.1 122 15.4 7.0 2.3 0.5 115 

Estonia 23.7 23.4 5.6 2.2 131 21.1 28.4 9.0 2.5 111 

Hungary  11.3 8.4 1.7 5.3 123 10.9 6.4 –0.1 5.3 112 

Latvia  12.5 12.4 9.4 1.0 124 11.8 22.3 4.5 –1.7 86 

Lithuania  17.4 14.1 11.8 9.5 160 17.9 13.7 6.1 9.9 124 

Poland  12.1 7.7 3.9 4.3 131 13.9 5.5 –0.7 0.7 113 

Slovakia  16.0 12.2 9.9 4.5 129 14.9 9.7 3.3 2.9 112 

Average 13.8 9.6 4.9 3.7 128 14.1 7.9 1.3 2.2 113 

SEE           

Albania 24.7 11.0 2.3 15.5 178 –4.4 4.9 –9.0 0.5 98 

Bosnia & Herzegovina 10.3 3.6 –3.0 8.0 128 –2.6 2.7 –4.0 –1.8 94 

Bulgaria –1.8 12.5 –0.1 11.3 123 –9.2 8.0 6.9 5.8 90 

Croatia 5.3 1.7 0.9 –2.5 79 –3.5 1.9 –2.5 –1.2 90 

Kosovo 16.0 5.8 –10.0 5.1 153 3.4 10.5 –14.1 3.8 116 

Macedonia FYR 22.9 10.3 0.0 4.6 112 7.6 10.5 4.2 –2.1 117 

Montenegro 7.4 14.6 –0.9 4.9 97 –3.1 3.1 1.8 0.2 82 

Romania 13.2 10.3 –3.0 14.4 140 11.1 10.0 –0.9 2.3 106 

Serbia  12.1 3.6 2.8 18.0 139 2.5 6.8 1.9 3.0 99 

Slovenia  10.2 7.0 0.6 2.9 107 7.4 5.6 –4.7 1.3 92 

Average 9.2 8.1 –0.7 9.0 122 3.3 7.1 –0.7 1.9 98 
           

Russia  5.4 6.9 4.0 3.2 109 24.3 17.2 10.9 6.2 140 
           

EEC            

Armenia 32.6 8.2 3.5 6.8 118 2.8 0.3 5.2 3.5 118 

Azerbaijan  –1.8 –3.2 –1.4 –2.9 105 –0.8 37.9 14.6 –0.2 168 

Belarus 7.7 30.4 10.8 –17.0 121 12.2 18.5 3.5 –6.1 137 

Georgia 7.4 12.1 15.5 19.1 171 –0.0 10.2 18.9 4.9 131 

Moldova 35.0 18.0 –8.0 12.0 160 15.0 14.0 –1.0 15.2 128 

Ukraine  9.3 6.5 1.7 –8.3 84 15.0 21.9 2.1 –4.1 91 

Average 6.7 10.1 3.4 –7.7 101 11.9 20.3 4.2 –3.1 114 

CA           

Kazakhstan 26.5 20.7 4.0 –3.3 140 7.6 3.6 24.8 –1.7 118 

Kyrgyzstan  –16.7 17.4 5.2 14.8 140 –15.8 12.0 30.5 6.4 141 

Tajikistan –4.2 28.9 49.9 4.0 183 2.9 33.4 16.2 8.6 184 

Turkmenistan 27.6 21.0 10.7 7.3 92 –11.7 19.5 26.9 9.7 353 

Uzbekistan –8.5 –7.2 –4.3 19.8 118 –7.3 16.5 22.9 6.2 202 

Average 20.9 17.2 4.6 2.0 129 1.2 9.6 24.7 2.0 168 

CSEE 12.7 9.3 3.6 4.9 127 11.4 7.7 0.8 2.1 109 

CIS 7.9 9.0 4.0 0.9 110 18.0 16.9 11.2 3.3 137 

Total 10.4 9.2 3.8 3.0 119 14.1 11.5 5.1 2.9 121 

World 12.9 6.2 2.9 3.1 117 12.6 6.3 2.7 2.9 116 

Advanced economies 12.4 5.7 2.1 2.3 112 11.7 4.8 1.1 1.4 106 

Developing economies 13.9 7.0 4.2 4.4 127 14.4 9.2 5.8 5.6 139 
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The average percentage changes in export and import volumes for the regional subgroups and the group as a 

whole are weighted averages calculated using export and import values in 2010 as weights. Reference data for 

the world, including advanced and developing economies, are weighted averages given by the IMF. 

Source: IMF, World Economic Outlook Database, 5.05.2014; The World Bank, World Development Indicators: 

Data, 5.05.2014.  

 

As we can see, for most CEE and SEE countries, Western Europe constitutes the major 

export and import market, which absorbs 40-60% of their total exports (or even a larger part) 

and renders 40-60% of their imports. Poland, Czech Republic, Slovakia, Hungary, and 

Romania (apart from Albania) are most dependent on exports to Western Europe and most 

exposed to the impact of fluctuations seen there (though the degree of exposure of any 

country to external demand shocks also depends on the share of total exports in their GDP). 

The Baltic states, Bulgaria, and the post-Yugoslav republics are less dependent on West 

European markets because a substantial share of their exports and imports takes place within 

the CSEE group, and a significant part is directed to or obtained from Russia and other CIS 

countries (in case of the Baltic states and Slovakia), or Turkey (in case of some Balkan 

countries). The CIS countries are less dependent on Western Europe’s markets since a large 

part of their exports and imports (about 1/3 on the average) is realised within the CIS. 

Nevertheless, Western Europe and the CSEE constitute important markets also for Russia, 

Ukraine, Belarus and other EEC countries, as well as for Kazakhstan, by absorbing a large 

part of their exports and satisfying a large part of their import demands (not to mention their 

high dependence on foreign capital and technology transfer). We can also see that the average 

share of the within-the-region trade in the CSEE group amounts to 25-30% while a similar 

average share of intra-region trade in the CIS is slightly higher, 30-35%. These findings are 

important both for the analysis of the external economic dependence and the international 

transmission of business cycles to and within the transition region.  

A detailed analysis of the directions of trade and an assessment of the dependence of the 

individual countries of the transition region on particular foreign markets is beyond the scope 

of this study. The analysis of the changing trade patterns over time could bring interesting 

findings as regards the evolution of economic links between the countries concerned and their 

groups as well as between them and the broader international environment, showing i.a. the 

integration and disintegration trends within the region. It would be very interesting to assess, 

in particular, the degree to which the accession of CSEE countries to the EU has increased 

their dependence on Western European markets, to evaluate the integration and disintegration 

trends within the CIS, and the evolution of trade links between the CSEE and the CIS. This is 

not an easy research task because the reconstruction of the geographical structure of trade by 

the destination place of exports and the origin of imports, within the main groupings 

distinguished in the breakdown employed here (i.e. Western Europe, CSEE, CIS, and the rest 

of the world), requires an identification and aggregation of the detailed data on country-by-

country trade flows for each country in the group, while incompleteness of the available data 

is a separate problem. The preparation of all the necessary data for such an analysis is a very 

laborious and time-consuming procedure. In preparing this year report we had just enough 

time to make such calculations for 2012. Nevertheless, in our next year report we shall 

probably try to make similar calculations for an earlier date, e.g. for the year 2005, as to 

compare the directions of trade of the transition countries in both years, in order to identify 

and to assess the main trends. 

Table 8 contains the data on the dynamics of foreign trade in transition countries during the 

last four years, from 2010 to 2013. 
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Table 9. Foreign direct investment: net inflow 
 

Country 
US $ billion 

US $ 

billiona 

US $  

per capitab 

% of  

GDPc 

2010 2011 2012 1989-2012 1989-2012 2012 
       

CEE        

Czech Republic 4.9 2.6 9.2 87.2 8 300 4.7 

Estonia 1.5 1.8 0.6 12.7 9 500 2.5 

Hungary  3.9 1.5 2.9 57.4 5 800 2.3 

Latvia  0.4 1.4 0.9 11.6 5 700 3.2 

Lithuania  0.8 1.1 0.3 11.4 3 800 0.7 

Poland  6.9 12.4 5.3 143.1 3 700 1.1 

Slovakia  0.9 1.6 2.9 31.6 5 800 3.2 

Subtotal/avg. 19.3 22.4 22.1 355.0 6 100 2.5 

SEE       

Albania 1.0 1.0 0.9 7.5 2 400 7.4 

Bosnia & Herzegovina 0.4 0.5 0.4 7.3 1 900 2.0 

Bulgaria 1.3 1.6 1.5 51.6 7 100 2.4 

Croatia 0.7 1.5 1.4 24.1 5 700 3.0 

Kosovo 0.5 0.5 0.3 3.2 1 800 4.2 

Macedonia FYR 0.2 0.5 0.1 4.2 2 000 1.0 

Montenegro 0.7 0.5 0.6 5.2 8 400 14.0 

Romania 3.0 2.6 2.9 71.6 3 400 1.5 

Serbia  1.2 2.5 0.3 20.9 2 900 0.8 

Slovenia  0.6 0.9 0.2 3.7 1 800 1.5 

Subtotal/avg. 9.6 12.1 8.6 199.2 3 700 3.8 
       

Russia  –9.4 –11.8 1.8 19.1 100 0.1 
       

EEC       

Armenia 0.6 0.4 0.5 5.6 1 900 4.8 

Azerbaijan  0.3 0.9 0.8 5.6 600 1.2 

Belarus 1.3 3.9 1.3 15.1 1 600 2.1 

Georgia 0.7 0.9 0.6 9.4 2 100 3.9 

Moldova 0.2 0.2 0.2 3.3 900 2.1 

Ukraine  5.8 7.0 6.6 65.0 1 400 3.8 

Subtotal/avg. 8.9 13.3 10.0 104.0 1 400 3.0 

CA       

Kazakhstan 3.7 8.6 11.7 86.0 5 100 5.8 

Kyrgyzstan  0.4 0.7 0.4 3.0 500 4.5 

Tajikistan 0.0 0.1 0.2 1.9 200 2.8 

Turkmenistan 3.6 3.4 3.2 20.0 3 900 0.9 

Uzbekistan 1.6 1.5 1.1 7.9 400 2.1 

Subtotal/avg. 9.3 14.3 16.6 118.7 2 000 3.2 

CSEE 28.9 34.5 30.7 554.3 4 700 3.3 

CIS 8.8 15.8 28.4 241.8 1 600 2.8 

Total 37.7 50.3 59.1 796.1 3 400 3.1 

a Cumulative net FDI inflow over the period 1989-2012 (for some countries the period covered is shorter, 

according to the available data). 

b Cumulative net FDI inflow over the period 1989-2012 relative to population numbers at the end of the period. 

The average data for the subgroups and the group as a whole are weighted averages, calculated using population 

numbers in 2012 as weights. 

c Net FDI inflow in 2012 as percent of GDP measured at current US $ (CER). The average data for the 

subgroups and the group as a whole are weighted averages, calculated using CER GDP data for 2010 as weights. 

Net FDI inflow according to IMF balance of payments statistics and EBRD estimates (the EBRD estimates up to 

2007 have been updated using the IMF data). Reference figures (population and GDP) according to the World 

Bank data. 
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FDI is defined according to the IMF and World Bank definition. Net FDI inflow is understood as a difference 

between net FDI inflows and outflows. 

Sources: EBRD, Transition Report 2008, London 2008; World Bank, World Development Indicators: Data, 

4.04.2014; IMF, Balance of Payments Statistics, 24.04.2014. 

 

Before the global crisis, most CEE and SEE countries recorded a rapid growth of trade, 

with the volume of exports and imports increasing by 10-20% a year. Bulgaria and Romania 

saw a huge growth of imports and a moderate rise in exports. Much of the same may be said 

of Russia and Ukraine where the increase of exports was much lower than the increase of 

imports. Other CIS countries showed a differentiated record, with oil and gas producers 

leading in the dynamics of exports. 

The picture has changed in the years 2008-2009. Under the impact of the global crisis, 

many countries in the group saw first a slowdown, and then a deep fall in the volume of their 

exports. At the same time, due to the slower growth or a decrease in output and income, they 

reduced substantially their imports. Most countries of the region noted a significant drop in 

both exports and imports. 

In 2009, the volume of world trade fell by 10.5%. In the same year, total exports from CEE 

decreased by 12%, total exports from SEE fell by 8%, and total exports of the CIS shrank by 

12%, with the resulting drop in the total volume of exports from all the transition region 

amounting to 11%.  

The recovery of 2010 in the global economy brought a vivid increase in the volume of 

world trade by 13%. As the result, the volume of exports of transition countries increased by 

14% in CEE, 9% in SEE, and 8% in the CIS, with the average increase for the whole group of 

10%. In most countries of the group, the rise in exports was accompanied by an increase in 

imports. The total volume of imports in CEE increased by 14%, in SEE by 3% only, but in the 

CIS by 18%, with the resulting rise in the total volume of imports of the whole transition 

region by 14%. 

The year 2011 brought some slowdown in the growth of world output and trade, which 

deepened in the next year. In 2011 the volume of world trade increased by 6%, and in 2012 it 

rose by less than 3%. As the result of this, and due to a parallel slowdown of economic 

growth in many transition countries, there was a decrease in the dynamics of exports and 

imports in the transition region. In 2011 the volume of exports in the CEE subgroup rose by 

10%, and the volume of imports by 8%, but in 2012 exports rose by only 5% and imports 

increased by only 1% on a weighted average. In the SEE subgroup, total exports and imports 

rose by 7-8% in 2011, but in 2012 both exports and imports ceased to grow and their 

aggregate volumes decreased by about 1%. In the CIS, total volumes of exports and imports 

increased strongly in 2011, by 9% and 12% respectively, but in the next year they rose only 

by 4% and 5%, meaning a reduction of the growth rate of foreign trade by a half. The total 

volume of exports of the transition region increased by 9% in 2011 and 4% in 2012, while the 

total volume of imports rose by 12% and 5% respectively.  

In 2013, the slowdown in output and trade growth continued both in a broader international 

scope and within the transition region. The volume of world trade rose by 3%, but there was a 

complete slack in Western European markets. As the result of the slowdown or slump in both 

the domestic and foreign markets, foreign trade in the transition region decelerated further. 

The data on trade dynamics in 2013 are preliminary IMF estimates, but according to these 

data, the aggregate exports of CEE rose by 4% and imports by 2%. In SEE, total exports 

increased by 9%, but imports by only 2%. Russia’s exports decelerated to 3% and imports to 
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6%. The EEC subgroup as a whole saw a substantial fall in the volume of both exports and 

imports, by 8% and 3% respectively, while the CA subgroup noted an increase in its total 

trade volume by only 2% - a big contrast with the growth rates of their exports and imports of 

about 20% seen in some previous years. Several CIS countries, including Ukraine, Belarus, 

Kazakhstan and Azerbaijan, noted a decrease in the volume of both exports and imports. For 

the CIS as a whole, our weighted average growth rate show almost no increase in the total 

volume of exports and a rise by some 3% in the volume of imports. For the transition region 

as a whole, the result is roughly the same as for the total world trade: an increase in the 

volume of exports and imports by only 3%. 

Table 8 also includes estimates on the cumulative change in export and import volumes of 

the transition countries over the period 2007-2013, showing the net effect of the slowdown 

and recession in 2008-2009, the recovery in 2010-2011, and a new slowdown in 2012-2013. 

For the CEE subgroup, this 6-year period has brought an increase in the export volume by 

28% and a rise in the import volume by 13%. For the SEE subgroup, the cumulated increase 

in the export volume over the same period was 22%, but the volume of imports decreased by 

2%. For the CIS the overall result was an increase in both export and import volumes, by 10% 

and 37% respectively. For the transition region as a whole, the weighted average shows an 

increase in export and import volumes by 19% and 21% respectively. These results compare 

quite well with the dynamics of the world trade whose volume has increased by about 17% 

over the same period, though they are much lower as compared with the results achieved by 

the emerging and developing economies taken altogether (including the transition countries). 

However, looking at the cumulative change in trade over the last six years in the individual 

countries of the transition group, we can see that 4 countries of the group have actually noted 

a decrease in the volume of their exports over the whole period, and 9 countries saw a 

decrease in the volume of imports. The modest growth of exports of the transition countries in 

the last six years has contributed to the modest growth of output observed in the same period. 

The full statistical record of the dynamics of foreign trade of the transition countries in the 

last four years and over the last 6-year period is given in Table 8. Due to high differentiation 

of the dynamics of trade within the group and high volatility of export and import growth 

rates from year to year, we confine this part of our analysis to the aggregate dynamics of trade 

in the three subgroups and the group as a whole; the detailed analysis of the changes observed 

in the dynamics of exports and imports in the individual countries could be too long and 

burdensome for the readers. 

The second external factor that has a major impact on economic development in transition 

countries is the inflow of foreign direct investment. Data on FDI reported by different sources 

vary considerably, depending i.a. on the definitions assumed. Foreign direct investment is 

usually meant as acquisition of existing enterprises, creation of new businesses or founding of 

firms with a dominant share of foreign capital. The data on the inflow of FDI into the 

transition economies presented in Table 9, compiled from EBRD and IMF statistics, as well 

as two relative indicators based on them, refer to net inflows (inflows minus outflows). 

 The main data source for worldwide FDI flows is the international balance of payments 

statistics published by the IMF. The major alternative data source is the database of the World 

Bank. Data on FDI given by the World Bank do not differ considerably from those published 

by the IMF provided that we take corresponding time series (even if differently denoted) and 

adjust properly the signs used. According to the World Bank’s definition, FDI are the net 

inflows of investment aimed at acquiring a lasting management interest (10% or more of 

voting stock) in an enterprise operating in an economy other than that of the investor. It is the 

sum of equity capital, reinvestment of earnings, other long-term capital and short-term capital, 

as shown in the balance of payments. Net FDI inflows mean new investment inflows in the 
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reporting economy from foreign investors less disinvestments. Net FDI outflows mean 

outflow of domestic capital from the reporting economy to the rest of the world, i.e. foreign 

investment made by the domestic enterprises. The time series called ‘FDI net’, given by the 

World Bank, shows the difference between net inflows and net outflows, i.e. net inflow of 

capital to the reporting country from foreign sources less net FDI made by the reporting 

economy to the rest of the world. This explanation is necessary in order to understand the true 

meaning of the FDI data here used, and to avoid misinterpretation of the data, quite often 

found in some FDI analyses. 

The data presented in Table 9, taken from the IMF statistics or from the earlier EBRD data 

based on the same definition, denoted as ‘net FDI inflow’, refer to ‘FDI net’ in the World 

Bank’s terminology, understood as the difference between net FDI inflow and net FDI 

outflow. This position is usually recorded in the balance of payments with a negative sign, 

indicating financial obligations of the given country against the world. In Table 9, on the 

contrary, sign (+) means net FDI made in the given year in the particular country, whereas 

sign (-) indicates FDI outflow. 

 According to these data, total FDI inflows to transition countries over the whole period of 

1989-2012 amounted to $ 796 billions. The biggest amounts of foreign capital have been 

received by the following CEE countries: Poland, Czech Republic, Romania, Bulgaria, 

Hungary, and Slovakia, while the biggest net FDI inflows in the CIS were recorded by 

Kazakhstan and Ukraine. Before the world crisis a considerable net capital inflow was also 

recorded by Russia, but since 2009 there is a continuous withdrawal of FDI from that country. 

In per capita terms the highest capacity to absorb foreign capital was noted by small countries: 

Estonia, Latvia, the Czech Republic, Hungary, Slovakia, Bulgaria, Croatia, and Montenegro, 

but the heavy inflow of FDI to Kazakhstan has become sizeable also in per capita terms.  

In 2008, the total net FDI inflow to this group was $ 108 billions. In 2009, as the result of 

global financial and economic crisis, the net FDI inflow to transition countries decreased to $ 

40 billions, with several countries of the region seeing a withdrawal of foreign capitals. In 

2011, as the result of the recovery in both the major donor countries as well as in the recipient 

countries, the total net FDI inflow to the transition region increased again to $ 50 billion, and 

in 2012, in spite of the slowdown in economic growth, it increased to $ 59 billions.  

Though the amount of FDI inflows to the countries of this group was, until recently, quite 

considerable, it represents a relatively small part of real capital flows worldwide. It is 

certainly less than 5% of total world capital flows, though the available data do not allow to 

make a precise estimate of the percentage share. The share of the countries of the region in 

total FDI inflows is lower than their share in the global GDP.  

The inflow of FDI to the transition countries is an important factor of their development. 

FDI represents a considerable part of total investments made in those countries. Foreign 

investments bring new technology and know-how and increase the efficiency of business; 

they introduce new products, open up new export markets, and increase the competitiveness 

of domestic production. The inflow of FDI may also have some negative impact on the 

hosting economies, including the withdrawal of a part of profits, wasteful exploitation of 

natural resources, destruction of the existing production networks, boosting of imports etc. 

However, many empirical analyses suggest that the net effect of FDI on economic growth in 

transition countries is positive.  

The only available indicator of the relative significance of FDI for the economies of the 

region is the share of the net FDI inflow in GDP. The last column of Table 9 shows the 

respective data for the individual transition countries in 2012. The share of FDI in GDP is 

quite large in some small economies (eg. Albania or Montenegro), but it is also significant in 
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some larger economies (eg. Czech Republic, Slovakia, and Kazakhstan). The share of net FDI 

in gross capital formation is, of course, much higher. The indicator does not take into account 

the multiplier effects of the FDI inflow on the recipient economies and the importance of the 

technological and know-how transfer related do FDI. However, statistical data on both the 

absolute and relative size of the FDI inflows differ largely from year to year, and the 

assessment of the impact of FDI on the growth of individual economies would require long 

time series and the use of some econometric model.  

Anyway, any research on the FDI impact on the countries of the region would have to take 

the account of both FDI inflows and outflows, the more so because the withdrawal of foreign 

capital from the transition countries has become very significant in the last years. At the same 

time one would have to consider the outflow of domestic capital invested abroad and the 

inflow and outflow of profits from foreign investments. In order to illustrate the importance of 

inward and outward capital flows to the analysis of the net effect of FDI on a particular 

economy, let us take the following example. 

In Russia, the net FDI inflow in 2012, as shown in Table 9, amounted to $1.8 billion only, 

a figure comparable with the size of the net FDI inflow to Bulgaria, Belarus, or Uzbekistan. In 

the two preceding years, 2010 and 2011, a heavy net FDI outflow was recorded for Russia. 

These data are probably correct, but they do not show actually the big importance of the FDI 

inflow for the Russian economy. In fact, the FDI inflow to Russia in 2012 amounted to $50.7 

billions whereas the FDI outflow in the same year was $48.9 billions, giving the net FDI 

inflow balance of $ 1.8 billion. Similarly, for Poland the net FDI inflow in 2012, shown in 

Table 9 (and repeatedly quoted in many press commentaries and reports), was $ 5.3 billions, 

but this figure is the difference between the new FDI inflow of $ 6.7 billions and FDI outflow 

of $ 1.4 billion. Without considering both inflows and outflows of capital to a from a given 

economy, and without distinguishing between the investments made by foreign firms in the 

given country and the investments made abroad by domestic investors, we are hardly able to 

assess the actual scale of total capital flows between the country concerned and the world and 

the true significance of the FDI inflow for the given economy. 

 

1.7. Competitiveness vs. attractiveness of the economy 
 

Supplementing the assessment of the FDI inflows to transition economies given in section 

1.6, we will present and discuss here some assessments of the competitiveness vs. 

attractiveness of the selected transition economies given in the World Competitiveness 

Yearbook 2014, elaborated and published by the International Institute for Management 

Development (IMD). 

The IMD (located in Lausanne, Switzerland) has been a pioneer in comparative 

assessments of the competitiveness of the individual economies and enterprises since 1989, 

presenting its assessments in the mentioned yearbooks. The IMD World Competitiveness 

Scoreboard of 2014 presents the ranking of 60 economies covered by the WCY (including 14 

transition countries). The competitiveness concept employed by the IMD focuses on the 

strengths of the given economy as a FDI donor country and/or its attractiveness as a FDI 

hosting country; the majority of the evaluation criteria used in the competitiveness assessment 

are formulated from this perspective. In the case of medium-developed transition economies, 

which are mostly net FDI inflow countries, their position in the ranking reflects mainly the 

assessment of their attractiveness from the point of view of foreign investors, with the 

consideration of many factors that may affect positively or negatively their investment 

decisions. The assessment does not directly refer to the competitiveness of the products made 
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in the given country and sold in the world markets, nor does it reflect solely the efficiency of 

the given economy (however measured), though macroeconomic performance of the whole 

economy and microeconomic performance on the enterprise level are taken into account in the 

overall assessment of the competitiveness. 

The overall competitiveness ranking of 2014 presented by the IMD has been elaborated 

using over 300 criteria based on ‘hard’ statistical data (taken from international, regional and 

national sources) and ‘soft’ survey data obtained from the executive opinion surveys made 

among managers representing domestic and foreign enterprises acting in the given country. 

Statistical data account for two-thirds in the determination of the overall ranking results while 

one-third  of the final results is determined by survey data. 

The evaluation of the competitiveness of the economy is divided into four major headings: 

 economic performance (macroeconomic performance of the economy, including 

economic growth, international trade, international investment, employment, and prices); 

 government efficiency (extent to which government policies are conducive to 

competitiveness, including public finance, fiscal policy, institutional framework, business 

legislation, and societal links); 

 business efficiency (extent to which business environment encourages enterprises to 

perform well, including productivity and efficiency, labour market, finance, management 

practices, attitudes and values); 

 infrastructure (extent to which natural, technological, scientific and human resources meet 

the needs of business, including basic infrastructure, technology, science, health, 

education, and environment). 

The IMD prepares separate rankings for each criteria group and an overall competitiveness 

ranking, which reflects the unweighted average of the results noted in the four partial 

rankings. When interpreted the results recorded within each of the four criteria groups, one 

should bear in mind that ‘economic performance’ is understood here as macroeconomic 

performance, ‘government efficiency’ is meant as government’s contribution to enterprise 

efficiency (the less government, the better), ‘business efficiency’ comprises both enterprise 

own efficiency and business environment, and ‘infrastructure’ is very broadly defined – apart 

from technical infrastructure, it includes natural and human resources, science and 

technology, and environment. 

In the IMD overall competitiveness ranking for 2014, covering 60 highly developed and 

medium-developed economies, the first place was given to the United States, and the last 

place was taken by Venezuela. The 14 transition countries included in the ranking have been 

located in the lower half of the whole group. The positions taken by the individual transition 

countries in the IMD rankings are shown in Table 10. The table shows the positions taken by 

the listed countries as regards overall competitiveness and its four components: economic 

performance, government efficiency, business efficiency, and infrastructure. Data refer to the 

IMD competitiveness rankings of 2014 and 2010 (the latter is given to indicate trends). As 

with most such rankings, lower rank figures mean better results while higher rank numbers 

mean worse results. 

We shall now present and discuss the assessments of the competitiveness of the individual 

transition economies given by the quoted source, including their placement in the IMD 

rankings, main strengths and weaknesses of the economies, and main attractiveness factors. 
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Table 10. The positions of the selected transition economies in the IMD World 

Competitiveness Ranking 
 

Country 

Overall 

competitiveness 

Economic 

performance 

Government 

efficiency 

Business 

efficiency 
Infrastructure 

2010 2014 2010 2014 2010 2014 2010 2014 2010 2014 
           

CEE           

Czech Republic 29 33 29 30 33 38 40 40 26 28 

Estonia 34 30 52 44 24 23 36 32 27 30 

Hungary 42 48 40 32 51 53 47 56 35 37 

Latvia • 35 • 42 • 29 • 38 • 31 

Lithuania 43 34 57 31 34 32 41 35 30 34 

Poland 32 36 24 36 36 30 38 36 36 36 

Slovakia 49 45 54 55 41 45 43 44 40 40 

SEE           

Bulgaria 53 56 46 47 32 44 56 60 48 49 

Croatia 56 59 53 58 55 54 58 59 42 41 

Romania 54 47 47 33 50 51 49 50 43 43 

Slovenia 52 55 42 52 53 56 57 58 34 32 

CIS           

Kazakhstan 33 32 43 27 20 20 29 33 39 45 

Russia 51 38 49 41 40 37 53 53 38 35 

Ukraine 57 49 55 48 56 52 54 49 41 44 

           

Source: IMD World Competitiveness Yearbook 2014. IMD, Lausanne 2014.  

 

Czech Republic 

In the IMD ranking of 2014, Czech Republic has received rank 33 as regards the overall 

competitiveness of the economy (out of 60 classified countries). It was placed a little higher 

as regards its infrastructure (28) and macroeconomic performance (30), but significantly 

lower in respect of government efficiency (38) and business efficiency (40). If compared with 

2010, its position in the overall competitiveness ranking deteriorated by 4 ranks. As regards 

economic performance, the main strengths of the Czech economy were seen in its openness 

(high trade to GDP ratio), relatively high FDI stocks and tourism receipts (% of GDP) while 

the main weaknesses were found in the slow output growth and a high susceptibility to 

external shocks. Among the factors classified under government efficiency, the best proof was 

given to the relatively low income-level dispersion and friendly immigration laws, but high 

state subsidies for pensions and high social security contribution rates have been qualified as 

main weaknesses. As regards business efficiency, low financial risk and low corporate debts 

were indicated as major assets, but the need for further reforms and a shallow stock market 

were counted as most important weaknesses. Within the broadly defined infrastructure, good 

health care, high school enrolment and internet bandwidth speed have been evaluated best, but 

limited knowledge transfer and high telephone tariffs were pointed out as most important 

handicaps. Among the key attractiveness factors of the Czech economy, from the foreign 

investor’s viewpoint, skilled labour, moderate production costs and reliable infrastructure 

were mentioned most often by the respondents participating in the executive opinion survey. 

Estonia 

Estonia was classified 30 as regards the overall competitiveness of its economy in 2014, 

meaning an improvement by 4 ranks as compared with its position in the same ranking noted 

in 2010. It was given a high mark for government efficiency (23), but a moderate grade for 

business efficiency and infrastructure (32 and 30 respectively), with a poorer result in general 
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economic performance (40). The major strengths of the Estonian economy were seen in the 

low public debt, low real interest rate, high trade to GDP ratio, the easiness with which new 

firms may be created, a good sense of entrepreneurship, and w well developed 

telecommunication system (including mobile phones and internet). At the same time, the main 

weaknesses of the economy (from the point of view of foreign investors) were seen in the 

small size of the domestic market, ageing of the society and scarcity of skilled labour, 

especially qualified engineers (this being partly due to a massive emigration of young 

educated people). The key attractiveness factors of the local economy include competitive tax 

regime, policy stability and predictability, cost competitiveness, and dynamism of the 

economy (even though sharply interrupted by the global economic and financial crisis). 

Hungary 

Hungary received rank 48 in the overall competitiveness ranking for 2014, a result much 

poorer than reported in 2010 (42), reflecting partly the actual deterioration of the general 

condition of the Hungarian economy, but mainly ensuing from the reluctance of foreign 

investors to the policy performed by Mr. Orban’s government, which was accused to favour 

domestic enterprises and to discriminate big foreign investors. Nevertheless, the country has 

got quite good marks for macroeconomic performance (32) and infrastructure (37), but 

government policies and business conditions have been assessed very low (ranks 53 and 56 

respectively). Among the positive features of the Hungarian economy, high degree of 

openness, easiness to start a business, low corporate tax, and the availability of enough 

teachers in primary and secondary schools were mentioned first (though the latter also reflects 

a relatively low number of children and pupils). Among the main weaknesses of the economy, 

too high diversification of output, strong exposure to external shocks and high unemployment 

were indicated most commonly, but people’s aversion towards globalisation, unfriendly 

attitudes to foreign banks and big trade centres, poor language skills, low corporate values and 

quite a high personal income tax were also pointed out. At the same time, the availability of 

skilled labour and cost competitiveness were indicated as the main attractiveness features of 

the Hungarian economy as the destination point of foreign investments. 

Latvia 

Latvia was included in the IMD competitiveness rankings just two years ago, therefore any 

performance comparisons with the past are not possible. In 2014 it was classified quite high in 

the overall competitiveness ranking (rank 35), a result comparable with Poland and Lithuania. 

Quite good marks for government (29) and the broad infrastructure (31) are in a sharp contrast 

with much lower marks for business efficiency (38) and general economic performance (42). 

Rapid economic growth (at least until the crisis), low inflation, low corporate taxes, the ease 

to open new businesses and a good communication net have been indicated as the main 

virtues of the Latvian economy while the small absolute size of exports and FDI flows and a 

small stock market (natural consequences of the small size of the country), along with 

population ageing and the shortage of qualified engineers, were counted among the main 

drawbacks. Nevertheless, high educational level of the society, open and positive attitudes 

towards foreigners and the availability of skilled workforce, as well as dynamism of the 

economy and its cost competitiveness, were indicated as the main factors contributing to the 

attractiveness of the local market for foreign investors. 

Lithuania 

In the 2014 IMD ranking of overall competitiveness, Lithuania received a relatively good 

rank (34) and was classified as the fourth most competitive country among the transition 

economies (after Estonia, Czech Republic and, somewhat surprisingly, Kazakhstan), meaning 

a spectacular advancement by 9 ranks as compared to the year 2010. The good overall result 
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has been achieved thanks to a good macroeconomic performance of the Lithuanian economy 

in the last few years, good proof of the governmental policy and a good assessment of the 

broadly conceived physical and human infrastructure, but the conditions for doing business 

there and the enterprise efficiency have been estimated much lower. The exchange rate 

stability (enforced by the preparations to the eurozone admission), the resumption of e distinct 

output growth after the prolonged recession, low corporate taxes, good enterprise culture and 

a well-developed communication net have been indicated as main strengths of the Lithuanian 

economy, but small size of the local market, high level of protectionism and rapid ageing of 

the society were counted among main weaknesses. From the point of view of foreign 

investors, the key factors working for the attractiveness of the local market include: low 

production costs, availability of skilled labour, and a reliable infrastructure. 

Poland 

Poland was classified in the 2014 IMD overall competitiveness ranking as number 36, 

slightly below the middle of the 60 countries considered there. Compared with the place taken 

in the same ranking in 2010, this means a deterioration in the relative competitive position of 

the Polish economy by 4 ranks. Strikingly enough, in the evaluation of economic performance 

Poland has been placed behind the Czech Republic, Hungary and Romania, despite the very 

well-known fact that the growth results of the Polish economy noted during the global crisis 

and the following euro area crisis have been best in all the Europe, and Poland was the only 

EU member country that has avoided a decrease in the real GDP measured on an annual basis 

during that difficult period. Another surprise is the fact that Poland has received exactly the 

same ranks in all the four areas considered here except of government efficiency, for which it 

has got a better mark (just the opposite result than what could be expected). The enumeration 

of the main strengths of the Polish economy given by the IMD is also quite disputable. As 

regards macroeconomic performance, low inflation and the stability of the exchange rate, 

along with the high resistance of the economy to external shocks, were rightly appreciated, 

but the exceptionally good growth record has been left in the background. Monetary policy 

performed by the central bank has been credited correctly, but the alleged low government 

subsidies and transparent procurement practices in the public sector seem to reflect good 

wishes rather than true virtues of government’s performance. High marks given for 

telecommunication may be disputable, and the high dependency ratio has been falsely counted 

as a plus. Fortunately enough, the main weaknesses of the Polish economy have been 

identified more correctly. They include relatively low foreign investment inflows and 

outflows (as compared to the size of the economy), troublesome procedures required to start a 

business, poor corporate culture, huge outflow of young workforce and talents, deficient 

health infrastructure and low quality of life. The most important factors that may attract 

foreign investments have been listed more or less correctly; they include: dynamism of the 

economy, skilled workforce, and cost competitiveness (not to say about relative large space 

and quite rich natural resources). 

Slovakia 

The relatively low position of Slovakia in the IMD competitiveness rankings and a very 

low rank given for its macroeconomic performance seem to be disputable. In the overall 

competitiveness ranking of 2014 Slovakia appears as number 45, just before Hungary, 

Romania and Ukraine, though this result nevertheless means a significant improvement of its 

position (by 4 ranks) as compared with the results noted in 2010. For macroeconomic 

performance Slovakia received an even lower rank (55), despite its quite good growth results, 

but possibly due to high unemployment; in this respect it has been placed far behind such 

laggards as Romania and Ukraine. The main virtues of the Slovak economy were found in its 

openness (measured by the trade to GDP ratio), low income dispersion, relatively high labour 
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productivity, and good communications technology while the main weaknesses include high 

unemployment, high government subsidies for public enterprises, small stock market 

capitalization, and poor quality of university education and scientific research. Similarly to 

the Polish economy, Slovak economy may be attractive to foreign investors due to its 

dynamism, skilled workforce and cost competitiveness, but also to competitive tax regime. 

Bulgaria 

Bulgaria has been placed very low in the 2014 IMD rankings, far behind Romania (except 

of government efficiency where it got a better mark). For the overall competitiveness it was 

ranked 56, meaning a deterioration by 3 ranks of the position held in 2010. The low overall 

result was mainly due to an extremely poor assessment of business efficiency (and business 

functioning conditions) where Bulgaria received the lowest rank out of the 60 classified 

countries. Low cost of living, big tourism receipts and quite a large FDI inflow, as well as a 

low corporate tax rate and moderate personal income taxes have been indicated as major 

strengths of the Bulgarian economy while the sensitivity of the economy to external shocks, 

rapid ageing of the society, poor education and the lack of innovative capacity were most 

commonly indicated as its major weaknesses. But the most important weakness of the 

Bulgarian economy was seen in the low business efficiency and unfavourable conditions for 

running business: most assessments concerning various aspects of business functioning, taken 

from executive opinion surveys, placed Bulgaria at the very end of the IMD country list 

(which may be however some exaggeration). Nevertheless, cost competitiveness, availability 

of skilled workforce and a competitive tax regime are the key factors contributing to the 

attractiveness of the country from the viewpoint of foreign investors, as evidenced by the 

relatively large stock of foreign capital hitherto invested in Bulgaria. 

Croatia 

Croatia has been placed in the 2014 IMD overall competitiveness ranking at the very 

bottom of the list, as number 59 out of 60 classified countries. This was mainly the result of a 

very low assessment of its current macroeconomic performance (rank 58) and business 

efficiency or business climate (rank 59). The location of Croatia in the 2010 ranking was also 

low (56). In spite of the continuing recession and numerous other problems facing its 

economy, such a low placement of Croatia in the overall competitiveness ranking does not 

seem justified. Something must be wrong in the methodology employed to set up the IMD 

ranking, or in the quality of data used (most probably in both), if Croatia – a nice, vivid and 

open country recently admitted to the EU – is presented to the international society as a rather 

unpleasant place, which should be better avoided, far behind Ukraine and just before 

Venezuela. The only area where Croatia received more or less comparable marks with most 

other transition economies was the broadly defined infrastructure. Among the individual 

factors taken into account in the evaluation, openness of the economy (measured by tourism 

receipt, trade to GDP ratio and FDI stock), low tariffs, exchange rate stability, moderate 

corporate taxes, good remuneration of managers and well developed telecommunications have 

been indicated as major strengths of the Croatian economy. On the other hand, the 

susceptibility of the economy to external shocks, ageing of the society and lack of innovative 

capacity were pointed out as its most important weaknesses. The low overall assessment of 

the competitiveness of the Croatian economy was strongly influenced by very low marks 

given in the executive opinion survey for most aspects of business climate and corporate 

culture; the survey was probably made among very critical representatives of foreign 

enterprises already acting in Croatia who were unsatisfied with the results of their activity 

there. If, nevertheless, many new foreign investors come quite eagerly to Croatia, this is 

because several important factors keep up the attractiveness of the country as the destination 

point of their investments, such as the availability of skilled labour, reliable infrastructure, 
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cost competitiveness, and open people’s attitude (not to mention the location and beauty of 

the country). 

Romania 

In the overall competitiveness ranking made by IMD for 2014, Romania has been placed at 

the position 47, meaning an advancement by 7 ranks since 2010. The best marks have been 

credited for macroeconomic performance, but quite poor marks were given for government 

and business efficiency. Relatively rapid economic growth (at least until the global crisis), 

low living costs, low corporate taxes, good remuneration of managers and extensive employee 

training were indicated as the major strengths of the Romanian economy while a high share of 

the shadow economy, tax evasion, corruption and bureaucracy, brain drain, poor health 

service and low quality of life were pointed out as its main weaknesses. Dynamism of the 

Romanian economy (at least until the crisis), cost competitiveness, skilled workforce and 

effective labour relations have been indicated as the key factors that attract quite heavy FDI 

inflows (not to say about rich raw materials resources). 

Slovenia 

Slovenia, similarly like Croatia, is not much esteemed by international business circles due 

to its traditional reliance on domestic capital (including the investments made in the home 

country by emigrants. This may be also seen in the very reserved, unfavourable assessments 

of the local business conditions given by the representatives of foreign enterprises acting in 

the country, with the resulting very low placement of Slovenia in the IMD competitiveness 

rankings. Strikingly enough, in the 2014 overall competitiveness ranking, Slovenia appears as 

number 55, close to the bottom of the whole list, far behind Romania and Ukraine; only two 

other transition countries, Bulgaria and Croatia, have been placed even lower. As compared 

with the 2010 ranking, the position of Slovenia deteriorated by 3 ranks. Even lower ranks 

have been credited to Slovenia for government and business efficiency (56 and 58 

respectively) and the only good rank (32) was given for physical and human infrastructure. 

Among the strengths of the Slovenia’s economy, the evaluators have mentioned openness of 

the economy (measured by high the trade to GDP ratio and tourism receipts), reasonable tax 

rate on profits, easy start-up procedures needed to establish a new enterprise, and relatively 

high expenditure on R&D and education. The main weaknesses include slow economic 

growth, vulnerability to external shocks and low marks given in the executive opinion poll for 

most components of technical and social infrastructure and for business efficiency and 

business climate. Notwithstanding these critical assessments, Slovenia may be attractive to 

foreign investors thanks to the availability of skilled workforce, high educational level, 

reliable infrastructure, and open and positive attitudes (as well as due to its favourable 

location and a picturesque landscape. There is certainly some inconsistence between the 

enumeration of the key attractiveness factors of the Slovenian economy given in the WCY 

and the critical assessments concerning the major weaknesses of the economy, as well as a 

discrepancy between the good objective quantitative measures of the quality of physical and 

human infrastructure and the poor subjective opinions about its state collected in the opinion 

poll. 

Kazakhstan 

Kazakhstan obtained one of the highest ranks among the transition economies in the IMD 

competitiveness rankings, both in 2010 and 2014 (33 and 32 respectively); in the last overall 

competitiveness ranking it has been placed just behind Estonia and before the Czech 

Republic. Kazakhstan received a lower mark for technical and social infrastructure (rank 45), 

but its macroeconomic performance, government policies and business climate have been 

assessed very high (ranks 27, 20, and 33 respectively).The unexpectedly high position of 
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Kazakhstan in the IMD rankings is surely related to the special interest shown by international 

investors for the participation in the exploitation of its big oil and gas resources, but it does 

not reflect truly the actual situation of the local economy and its development level. Rapid 

economic growth, good fiscal stance, exchange rate stability and reasonable compensation 

levels, as well as a good telecommunication net, were indicated as main strengths of the local 

economy, but tariff barriers, large interest rate spread and high investment risk were 

mentioned as main weaknesses, apart from the high energy intensity of output and small R&D 

expenditure. Dynamism of the economy, competitive tax regime, policy stability and 

predictability, and business-friendly environment were noted as the key attractiveness factors 

of Kazakhstan as a destination place of foreign investments, but the abundant reserves of oil 

and gas and other raw materials as the main source of potential profits (discreetly omitted in 

the survey questionnaire) are surely the most important factor. 

Russia 

In the last few years, Russia has improved considerably its position in the IMD 

competitiveness rankings, moving from the 51st place in 2010 to 38th place in 2014 in the 

overall competitiveness ranking. This reflects mainly good assessments received for 

macroeconomic performance, government economic policies and human and physical 

infrastructure while business functioning conditions and business efficiency were assessed 

worse. Big FDI flows, both inwards and outwards (at least until recently), big currency 

reserves, low public debt, low energy prices, and well-developed higher education have been 

indicated as the major strengths of the Russian economy while high inflation, low business 

efficiency, high energy intensity, limited innovative capacity, and high dependency ratio were 

pointed out as main weaknesses. Among the key factors that make the Russian economy still 

attractive for foreign investments (apart from the huge size of the internal market and large 

reserves of various raw material resources), the following factors were indicated most often: 

dynamism of the economy, skilled workforce, competitive tax regime, and political stability 

and predictability (the assessment was made before the hostilities around Ukraine). 

Ukraine 

Surprisingly enough, Ukraine has got quite good marks in the 2014 IMD competitiveness 

ranking, with the overall rank 49, which has placed it before such countries as Slovenia, 

Croatia and Bulgaria, and which means an advance by 8 ranks since 2010. Certainly, this 

evaluation did not consider the political turmoil and war hostilities in eastern Ukraine that 

appeared in 2014, and their catastrophic effect on the economy. All the main performance 

aspects of the Ukrainian economy have been assessed quite positively, except a lower rank 

granted for government efficiency. Low inflation (no more now), low tariff barriers and a 

moderate corporate tax, as well as high public expenditure on education, were indicated as 

important strengths of the local economy while low income levels, current account deficits, 

political instability, high investment risks and poor quality of life were pointed out as main 

weaknesses. The key attractiveness factors included dynamism of the economy (no more at 

the moment), skilled workforce, effective labour relations (from the employers’ point of 

view), and cost competitiveness of output – the factors most often mentioned by foreign 

investors with respect to transition economies. 

 

It is not easy to summarize the main findings of the IMD assessments concerning the 

competitiveness of the selected transition economies because the results differ widely among 

the individual countries of this very diversified group. As already mentioned, all the 14 

transition countries included in this assessment appear in the lower half of the overall 

competitiveness ranking for 2014 prepared by the IMD. The best rank (30) has been granted 
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to Estonia, and the worst one (59) to Croatia, out of a total of 60 classified countries. The 

partial assessments of the main groups of the competitiveness factors are relatively good for 

the broadly defined infrastructure, but relatively bad for business efficiency, with quite 

diversified marks allotted to the individual countries for their macroeconomic performance 

and government efficiency. Most transition countries attract foreign capital inflows mainly 

thanks to the availability of well skilled and cheap labour, relatively low taxes (including 

sometimes tax vacations for foreign investors), cheap land and energy, and the resulting cost 

competitiveness; another important asset is the relatively well developed human and physical 

infrastructure and – in case of some larger countries – large size of the domestic market and 

the abundance of raw material resources (not directly accounted for in the IMD assessments). 

The competitiveness concept employed by the IMD is focused on the possible gains of 

foreign investors coming to the analysed countries, and it may be less useful, or even 

misleading, in broad international comparisons of development levels and economic 

performance of individual economies and their position in the world market for goods and 

services. Even within this special profile of the competitiveness concept employed there, the 

concrete placement of some transition countries in the IMD competitiveness rankings is very 

disputable. Some countries (e.g. Kazakhstan and Ukraine) are probably located too high in the 

resulting competitiveness rankings while some other (e.g. Slovenia and Croatia) are definitely 

placed too low. Some concrete assessments concerning economic performance and business 

environment seem also to be imprecise or doubtful. One of the reasons may be the poor 

quality of survey data based on the opinion polls made among the executives of foreign and 

domestic enterprises participating in such surveys; the qualitative assessments collected in this 

way may often be biased (upwards or downwards) by the subjective attitudes of respondents, 

based on their own experiences and feelings, and the size and representativeness of the tested 

samples is certainly quite limited. Some statistical data used as the basis for quantitative 

assessments are probably outdated. One can  have also some doubts about the methodology 

used to aggregate the data underlying the rankings (e.g. the problem of the significance of 

various factors and their weights). But in spite of all these deficiencies and shortcomings, and 

in spite of the speciality of the competitiveness concept used, the IMD competitiveness 

ranking and the large set of underlying quantitative and qualitative data may help us to 

explain the varying intensity and changing patterns of FDI flows to the transition region. 

 

1.8. General macroeconomic performance 
 

Our general assessment of the current condition of the transition economies will be based 

on five macroeconomic indicators presented and analysed in the previous sections of this 

paper: the growth rate of the real GDP, unemployment rate, the rate of inflation, general 

government balance (as % of GDP), and current account balance (as % of GDP). These are 

the main macroeconomic indicators usually taken into account when assessing current 

economic situation in individual countries.  

Chart 3 presents pentagons showing current macroeconomic performance in 28 transition 

countries in 2013 in terms of the five mentioned criteria (Kosovo is omitted here mainly for 

technical reasons, but also due to the lack of unemployment data). The scaling of the axes has 

been adjusted to fit the actual value distribution of the data. It should be stressed that all the 

data considered here are IMF preliminary estimates of the results achieved in 2013, which 

may be subject to further corrections and revisions. 

The tips of the pentagons, representing maximum or minimum values for each of the 

indicators, are considered to be desirable (positive) targets, although in some cases this can be 
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disputable. For example, a high surplus seen in the current account balance or in general 

government balance may not be the optimal result. Likewise, no unemployment or zero 

inflation may either be unattainable or may not be the best. Another problem is the fact that 

low unemployment is often accompanied with high inflation and vice versa (as suggested by 

the Phillips curve). A separate issue is the significance of each of the five criteria used (e.g. 

whether a low inflation is equally important as low unemployment). All these reservations 

should be taken into account when interpreting the charts.  

When comparing the pentagons drawn for a given year for individual countries or when 

comparing them over time for any single country, we should take into consideration both their 

surface and shape. A larger surface of the pentagon is assumed to mean a better general 

economic performance while a more harmonious shape indicates a more balanced growth. Of 

course, such an assessment is confined to the five mentioned parameters of current 

macroeconomic performance. It tells nothing about the size of the given economy, its 

economic potential and development prospects. It does not even tell much about its possible 

performance in the next year though a good general condition of the economy in the given 

year is the necessary precondition of its good performance in the next year. Anyway, any 

analysis based on this method must be made with caution. 

It should be noted that the shape of the pentagons is not directly comparable between the 

countries representing different development levels, different economic structure, and 

different degree of openness of the economy. More advanced economies that experience 

moderate economic growth, apply active economic policies and are open to foreign trade, 

often exhibit on such graphs a figure flattened at the bottom and at the top, meaning slow 

output growth combined with low inflation and a moderate unemployment, but a positive 

current account balance and not too big general government deficit. At the same time, some 

quickly growing emerging economies (notably, big oil and gas exporters in the analysed 

group) may assume a shape resembling a triangle, with a high growth rate, high 

unemployment and high inflation, but with a positive current account and general government 

balance. The comparison of macroeconomic performance along these lines is much easier in 

more homogenous groups (e.g. within the three subgroups distinguished in our analysis).  

Comparing the pentagons drawn in Chart 3, based on the 2013 preliminary data, we can 

make the following observations concerning the macroeconomic performance of the transition 

countries seen in the last year.  

As regards the general economic situation seen in 2013 in the CEE subgroup, the best 

proof seems to belong to two Baltic states, Latvia and Lithuania, which managed to sustain 

some moderate GDP growth despite the overall slowdown in Europe, along with a low 

inflation, low budget deficit and almost full equilibrium in current external accounts. Poland 

and Slovakia, the two countries that had the best growth record in CEE (and in all the EU28) 

until recently, saw a considerable slowdown of economic growth in the last two years, linked 

with high unemployment (especially in Slovakia), and noted considerable budget deficits. The 

current macroeconomic proof of Hungary looks also quite well in terms of the five indicators 

considered here, but the main handicap of the Hungarian economy in the last years (and in the 

long- run trend) is a very slow growth. The Czech Republic and Estonia performed quite well 

in terms of the unemployment level and the inflation rate, with acceptable results in public 

finance and foreign current accounts, but their growth record in the last two years was rather 

poor: the Czech economy slid down into a recession while Estonia made a new downhill from 

a very high growth recorded in 2011 to almost no growth in 2013. 
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Chart 3. Macroeconomic performance of transition economies, 2013 
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Notation:  

GDP – real GDP growth (%) 

UNE – unemployment rate (%) 

INF – CPI inflation (%) 

CAB – current account balance (% of GDP) 

GOV – general government balance (% of GDP) 

Sources: The graphs are based on the data presented in Tables 4, 5 and 6. 

 

In the SEE, the best macroeconomic proof in 2013 belonged to Romania, which managed 

to achieve a substantial output growth in spite of the unfavourable external conditions, 

keeping at the same time its general government and current account balance under control, 

with a modest unemployment but a sizeable inflation. Most other Balkan countries suffered 

meanwhile from a very slow or no growth of output and high unemployment, and some of 

them also noted large budget deficits (Slovenia, Albania, Serbia), large current account 

deficits (Montenegro, Albania), and quite a high inflation (Serbia). The poorest results were 

reported by Serbia, where a prolonged recession was accompanied by a high inflation, high 

unemployment, a large budget deficit, and a substantial current account deficit – the worst 

possible combination of macroeconomic problems, which is very troublesome and extremely 

difficult to solve.  

Within the CIS, fuel producing countries in CA, despite a slower rise in exports, continued 

to develop quite vigorously, but lower revenues from oil and gas exports have cut their 

surpluses recorded by now in the general government balance and current account balance. 

Many countries in the CIS are still plagued by high inflation and high unemployment, though 

the latter is not fully reflected in the available data. Russia’s economy grew very little in the 

last year, and the meagre growth of output and exports has cancelled the surpluses hitherto 

recorded in its general government and current account balance. Ukraine and Belarus suffered 

from a stagnating production, partly related to the falling exports, which has also led to the 

appearance of substantial deficits in their current accounts and state budgets; unemployment 

in both countries was probably quite high (though not fully reflected by the official 

unemployment statistics), and hyperinflation in Belarus was reduced, but not stopped. In the 

light of all the five measures of macroeconomic performance applied here, in the last year the 

best proof within CIS was provided by Kazakhstan and Azerbaijan whilst the worst results 

were reported by Belarus and Ukraine, as well as Armenia. 

The poor results of the Ukrainian economy in 2012 and 2013 can be partly attributed to the 

faults and perversions of the former government (including a huge corruption), but the poor 

economic results achieved in the last year were also linked with massive demonstrations, 

strikes and street protests, which began in late 2013, leading to the flight of the former 

president and the change of the government. The negative effects of the current political 

turmoil in Ukraine, including the open conflict with Russia, annexation of the Crimea, and a 

separatist revolt and hostilities in the Eastern part of Ukraine, will certainly be reflected in the 

economic results recorded in the current and next years. 

In the light of the economic results achieved in 2013, Kazakhstan and Azerbaijan in the 

CIS, as well as Latvia and Romania in the CSEE, present the best filled and most harmonious 

pentagons that reflect their general macroeconomic performance in the last year. This finding 

does not however mean that the economies of the mentioned countries are generally stronger 

or more effective than other economies in the analysed group, e.g. some more developed 

economies of CEE and SEE. In this kind of assessment we should avoid direct comparisons of 

the economies that represent different development levels and different economic structures 

because such comparisons may be misleading. 
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Comparing the pentagons that reflect general macroeconomic performance of individual 

transition economies in 2013 with the similar figures drawn for 2011 and 2012 (as presented 

in our former annual reports), or comparing the data for the last three years on the five 

macroeconomic indicators considered here, presented in the respective tables, we can notice, 

for most countries of the analysed group, changes typical of slowdown: a distinct drop in the 

output growth, accompanied by unemployment rise and some decrease in the inflation rate. 

As regards fiscal stance, general government balance improved in some CEE countries due to 

the rising concern about the state of public finance, but several countries in SEE and most 

countries of the CIS have reported some deterioration, also typical of the slowdown: an 

increased budget deficit or a reduced budget surplus, both mainly due to lower government 

revenue. The changes observed in current accounts of individual countries varied quite 

widely, but most countries of the analysed group (except big oil and gas producers) noted 

some improvement in their foreign trade and current account balance, especially if compared 

with the situation seen in 2011. All in all, the changes in the basic economic variables 

observed in 2012 and 2013 are typical of a slowdown, even if some of the analysed indicators 

(notably the current account balances as well as unemployment rates) contain a significant 

structural element, which makes them less elastic to cyclical fluctuations in output and 

demand in both domestic and foreign markets. 

There is no doubt that the slowdown of economic growth observed in the last two years has 

brought about some deterioration of the general condition of most economies in the transition 

region. This is reflected in the presented graphs by some shrinkage of the space covered by 

the pentagons that illustrate the general macroeconomic performance of individual countries, 

and their flattening at the top (due to a lower GDP growth), combined with a shift to the left 

(with less inflation, but more unemployment). Some acceleration in the output and export 

growth, which could be observed in many countries of the region in the second half of 2013, 

may signal the beginning of a revival, but it is not certain whether the current year will bring 

about a significant improvement in the general economic situation seen in the transition 

countries.  

 

1.9. Economic prospects 

 

This section presents and discusses the forecast of basic economic indicators for the 

transition countries for 2014 and 2019, given by the IMF in its newest edition of world 

economic forecasts, issued in April 2014. Table 11 presents the forecasting estimates on five 

macroeconomic indicators analysed in this study: (1) real GDP growth rate (%), (2) inflation 

rate (%), (3) unemployment rate (%), (4) general government balance (% of GDP), (5) current 

account balance (% of GDP). The data have been taken or compiled from the newest IMF 

economic outlook forecast. Data for Ukraine have been taken from the earlier edition of the 

IMF forecast, published in October, since the IMF has suspended meanwhile making any 

forecasts for that country due to the political turmoil in Ukraine, the Russian annexation of the 

Crimea, and some hostilities in Eastern regions of the country; the earlier forecasts did not 

considered these new factors. The average data for the two major groups and subgroups, and 

for the region as a whole have been calculated by the author; all these are simple arithmetic 

averages, but in the case of GDP growth rates, weighted averages (more meaningful) have 

been also calculated and given in brackets. Reference data for the world, including the 

advanced economies and emerging and developing economies, come from the IMF forecast.  
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Table 11. Forecast of basic macroeconomic indicators 
 

Country 

Real GDP growth  

(%) 

CPI inflation  

(%) 

General 

government 

balance 

(% of GDP) 

Current account 

balance  

(% of GDP) 

Unemployment 

rate  

(%) 

2014 2019 2014 2019 2014 2019 2014 2019 2014 2019 
           

CEE           

Czech Republic 1.9 2.4 1.0 2.0 –2.8 –1.9 –0.5 –0.9 6.7 5.2 

Estonia 2.4 3.7 3.2 2.2 –0.4 1.3 –1.3 0.1 8.5 8.0 

Hungary  2.0 1.7 0.9 3.0 –2.9 –2.7 2.7 –1.5 9.4 8.3 

Latvia  3.8 4.0 1.5 2.3 –1.1 –0.6 –1.6 –2.0 10.7 8.9 

Lithuania  3.3 3.8 1.0 2.2 –1.9 –1.5 –0.2 –1.8 10.8 10.5 

Poland  3.1 3.6 1.5 2.5 –3.5 –1.8 –2.5 –3.4 10.2 9.6 

Slovakia  2.3 3.6 0.7 2.2 –3.8 –3.6 2.7 2.5 13.9 11.5 

Average 2.7 (2.6) 3.3 (3.1) 1.4 2.3 –2.3 –1.5 –0.1 –1.0 10.0 8.9 

SEE           

Albania 2.1 4.7 2.7 3.0 –6.7 –4.3 –10.3 –8.2 13.0 11.0 

Bosnia & Herzeg. 2.0 4.0 1.1 2.1 –1.6 –0.2 –7.5 –4.6 25.5 22.0 

Bulgaria 1.6 3.0 –0.4 2.2 –1.9 0.0 –0.4 –3.2 12.5 9.5 

Croatia –0.6 2.0 0.5 2.5 –4.6 –2.7 1.5 –2.0 16.8 12.6 

Kosovo 3.9 4.5 1.8 1.5 –2.2 –2.0 –7.7 –7.6 . . 

Macedonia FYR 3.2 4.0 1.8 2.3 –3.8 –2.7 –3.9 –4.3 29.0 25.2 

Montenegro 2.8 3.1 0.2 1.4 –2.8 –2.1 –17.9 –16.7 . . 

Romania 2.2 3.5 2.2 2.7 –2.2 –1.5 –1.7 –3.3 7.2 6.5 

Serbia 1.0 4.0 4.0 4.0 –7.7 –6.4 –4.8 –2.7 21.6 20.4 

Slovenia  0.3 1.9 1.2 2.0 –5.5 –3.0 6.1 1.6 10.4 7.8 

Average 1.9 (1.4) 3.9 (3.2) 1.5 2.4 –3.9 –2.1 –4.7 –5.6 17.0 14.4 
           

Russia  1.3 2.5 5.8 5.0 –0.7 –1.5 2.1 1.0 6.2 6.0 
           

EEC           

Armenia 4.3 5.0 5.0 4.0 –2.3 –1.8 –7.2 –6.3 18.0 17.1 

Azerbaijan  5.0 4.2 3.5 5.0 0.2 –5.5 15.0 4.6 6.0 6.0 

Belarus 1.6 2.8 16.8 16.5 –2.9 –5.0 –10.1 –5.5 . . 

Georgia 5.0 5.0 4.0 5.0 –2.9 –1.8 –7.9 –5.5 . . 

Moldova 3.5 4.0 5.5 5.0 –2.5 –3.2 –5.9 –6.4 5.6 5.5 

Ukrainea 1.5 2.0b 1.9 4.0b –5.1 –4.0b –7.4 –7.4 8.0 7.5 

Average 3.5 (2.4) 3.8 (2.8) 6.1 6.6 –2.6 –3.6 –3.9 –4.4 9.4 9.0 

CA           

Kazakhstan 5.7 5.4 9.2 5.4 4.3 3.5 1.9 1.4 5.2 5.2 

Kyrgyzstan  4.4 5.2 6.1 5.5 –4.2 –2.1 –15.5 –6.8 7.6 7.2 

Tajikistan 6.2 5.8 5.4 6.0 –0.9 –2.5 –2.1 –2.5 . . 

Turkmenistan 10.7 8.3 5.7 6.0 –0.3 1.1 –1.1 3.2 . . 

Uzbekistan 7.0 5.5 11.0 11.0 0.8 0.7 2.2 0.8 . . 

Average 6.8 (6.4) 6.0 (5.7) 7.5 6.8 –0.1 0.1 –2.9 –0.8 6.4 6.2 

CSEE 2.2 (2.3) 3.7 (3.1) 1.5 2.4 –3.2 –1.9 –2.8 –3.7 13.7 11.8 

CIS 4.7 (2.2) 4.6 (2.9) 6.7 6.6 –1.4 –1.9 –3.0 –2.5 8.1 7.8 

Total 3.2 (2.1) 4.1 (3.0) 3.7 4.1 –2.5 –1.9 –2.9 –3.2 11.9 10.6 

World 3.6 3.9 3.5 3.4 . . . . . . 

Advanced econ. 2.2 2.1 1.5 2.0 –4.2 –2.6 0.5 0.4 7.5 6.5 

Developing econ. 4.9 5.3 5.5 4.6 –2.3 –2.0 0.8 0.2 . . 
 

a All data for Ukraine are taken from the earlier edition of IMF World Economic Outlook, issued in October 2013; in the 

newest edition, issued in April 2014, all forecasting estimates for Ukraine have been dropped due to the uncertainty related 

to political instability. 
b 2018. 

The weighted average for GDP growth rates (calculated using CER GDP values in 2010 as weights) are given in brackets. 

All the average data for regional subgroups and a group as a whole are unweighted averages. Reference data for the world, 

including advanced and developing economies, are weighted averages given by the IMF. 
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Sources: IMF, World Economic Outlook Database, 5.05.2014; World Bank, World Development Indicators: Data, 

5.05.2014. 

 

The recent short-term forecast for 2014 published by the IMF predicts that the growth of 

world output will accelerate from 3.0% noted in 2013 to 3.6% in 2014, thanks to some 

improvement in business activity in Western Europe and a higher output growth in the United 

States, with Japan following its slow pace and developing Asia continuing to rise quite 

rapidly. At the same time, it is assumed that the volume of world trade will rise by 4.3% this 

year, instead of 3.0% seen in the previous year. 

Against this background, the short-run outlooks for the transition economies are quite 

differentiated. Thanks to the expected improvement of business activity in Western Europe, in 

2014 the output growth in CEE should speed up markedly, but the slowdown seen in SEE and 

in the CIS will continue at least until 2015. According to the quoted forecast, real GDP in 

Poland will grow in 2014 by slightly more than 3%, in Lithuania and Latvia it will rise by 

some 3.5%, and in the remaining CEE countries by 2-2.5%, with a weighted average for the 

CEE subgroup of 2.7% - an evident improvement as compared with 1.1% noted in the 

previous year. In SEE, some countries (e.g. Albania, Bulgaria and Slovenia) may grow a little 

more than in the previous year, but some other ones (notably Romania and Serbia) will see a 

smaller growth. On the weighted average, real GDP in the SEE subgroup would increase by 

about 1.5, a result roughly the same as in the previous year. According to the same forecast, 

growth pattern in the CIS will remain differentiated, but no significant acceleration of 

economic growth is expected in 2014. Russia is supposed to sustain its low GDP growth rate 

of 1.3% recorded in the last year, Belarus may reach some 1.5%, Ukraine was dropped in the 

newest IMF forecast due to high uncertainty,21 but according to the earlier forecast it was 

expected to grow by 1.5% in 2014. The oil and gas producers in EEC and CA (Azerbaijan, 

Kazakhstan, Turkmenistan, and Uzbekistan) will raise their output heavily (by 5-10%), but 

due to the slow growth in Russia, Belarus and Ukraine (if any), the CIS group as a whole will 

grow by about 2% on a weighted average, a result comparable to that seen in the last year. For 

the transition region as a whole, the weighted average calculated by ourselves for the GDP 

growth in 2014 is also about 2%, roughly the same as in the previous year, but much lower 

than the expected world average. 

The medium-term growth forecast for the next five years, published by the IMF, assumes 

that by 2019 the world economy will speed up its output growth to about 4% a year, due to 

the expected acceleration of the output growth in the United States (to about 3%) and Western 

Europe (to about 1.5%), with developing Asia growing still very quickly (about 7% a year), 

but Japan growing quite slowly (1% per year). Against this background, the medium-term 

growth prospects for CSEE and the CIS look quite well. According to the IMF growth 

                                                 
21 As already said, all the forecasting estimates for Ukraine given in Table 11 come from an earlier IMF forecast, 

which did not consider the negative effects of the recent political turmoil, hostilities raised in Eastern part of the 

country, and an open conflict with Russia. The actual economic results for Ukraine in 2014 will be surely much 

poorer than the figures given in the table. The most probable growth result in 2014 is a deep recession rather than 

a slight growth foreseen in the former forecasts, with a respective deterioration of all other macroeconomic 

indicators considered here. This will reduce the average growth rate in the CIS given in the table (both weighted 

and unweighted), but it should not affect significantly the average growth rate calculated for the whole transition 

region. The same remark applies to the remaining economic indicators analysed here: the new events in Ukraine 

and about Ukraine may lead to some worsening of the average results projected for the CIS group in 2014, but 

this should not affect significantly the average estimates given for the whole transition region. As regards the 

medium-term outlook up to 2019, further developments in Ukraine, including its external political and economic 

links, are largely unforeseeable, and the implicit assumption underlying the forecast presented here is that they 

will not affect significantly the average results for the transition region. 
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forecast, most CEE and SEE countries will restore by 2019 moderate GDP growth rates in the 

range between 3% and 4%, and the CIS group as a whole will also grow at a rate of about 3%. 

In CEE, most countries will speed up their growth to 3-4% a year, except of Hungary and the 

Czech Republic, which are supposed to grow less (below 2% a year and about 2.5% 

respectively). The highest growth rates (3.5-4%) may be achieved by Poland, Slovakia and 

the Baltic states. The average for the group will be about 3%. The SEE countries should also 

accelerate, to 3-4.5% a year (except of Croatia and Slovenia, which are expected to grow 

more slowly, by some 2% a year); the average growth rate in this subgroup will amount to 

slightly more than 3%. Most CIS countries are assumed to grow at the rates between 4% and 

6%. Russia is expected to grow much less, by 2.5% a year, Ukraine will probably develop at 

an even lower rate while other oil and gas producers in the CIS (except of Azerbaijan) will 

continue to develop more rapidly, by 4-8% per year. The weighted average for the CIS 

calculated by ourselves is about 3% (slightly lower than given by the IMF), and the average 

for the whole analysed group is also 3%, significantly higher as compared with the growth 

rate noted in 2013 and expected in 2014. This means that, in the next five years or even 

sooner most of the transition countries will overcome the current slowdown and will reassume 

their normal growth, but the average growth rate for the whole transition region will not be 

high due to the expected deceleration in Russia and Ukraine. Nevertheless, if the growth 

forecast by 2019 given by the IMF becomes true, the transition region taken as a whole will 

develop at a rate similar to the world’s average, though still lower than the average for all the 

emerging and developing economies. 

The inflation forecast prepared by the IMF assumes that inflation in the transition countries 

in 2014 will remain roughly the same as in the previous year. In CEE, despite some higher 

GDP growth, the CPI inflation should be kept in a low range of 1-2% (except of Estonia 

where it will be a little higher), with an unweighted average of 1.5%. In SEE, inflation will 

also be kept in the same narrow band, except of Serbia, where it will be probably much higher 

(4%), with the average of 1.5%, exactly the same as in CEE. In the CIS, inflation will remain 

at the level much higher, 6.5% on the average, and Belarus will continue to cope with a 

double-digit price rise of about 15% per year. In the next few years, with the expected 

acceleration of economic growth, the CPI inflation in CSEE will speed up by 2019 to about 

2.5% a year on an unweighted average. The inflation seen in the CIS will not be suppressed 

markedly and it will remain generally quite substantial, mostly in the range of 4-6%, but due 

to the rapid price rise in Belarus and Uzbekistan, the average inflation rate in the CIS group 

will be even higher. For the transition region as a whole, the unweighted inflation rate in 2019 

would be 4%, a little more than the projected world average, but slightly less than the average 

inflation expected in the emerging and developing countries. 

The condition of public finance in transition countries has generally improved somewhat in 

the last few years as the result of economic growth and rising concern about fiscal stance on 

the part of governments, but the progress in fiscal consolidation is difficult and rather slow. 

According to the IMF forecast, in 2014 we should not expect any considerable improvement 

in general government balances reported by the transition countries. Some improvement of 

the fiscal stance can appear in Poland (where deficit in the state budget deficit will be reduced 

thanks to the change introduced in the pension system) and in Slovenia (which will return to 

its regular size of the deficit after a one-time unusual rise noted in the last year). On the other 

hand, some other countries, both in the CSEE and CIS (eg. Romania, Belarus, Ukraine) will 

probably be faced with a significant rise in their budget deficits. In the remaining countries 

the situation of public finance will not change considerably as compared with the previous 

year. The highest budget deficits in terms of GDP percentage will be noted again by some 

relatively poor countries: Albania, Serbia, and Ukraine, while the largest budget surplus is 
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expected in Kazakhstan. The average (unweighted) size of budget deficits in the whole 

transition region will remain unchanged as compared with the previous year. 

By 2019, according to the same forecast, the condition of public finance may improve 

considerably in most CSEE countries as well as in several CIS countries (though not in all of 

them). In all the CEE countries (perhaps except Slovenia) deficits in the state budgets will not 

exceed 3% of GDP (as required by the Maastricht Treaty), and in SEE only two countries not 

yet included in the EU (Albania and Serbia) would surpass that limit. The average budget 

deficit in the CEE subgroup will be 1.5% of GDP and the average deficit in the SEE subgroup 

will be 2% of GDP. In the CIS, only three countries (Azerbaijan, Belarus, and Ukraine) will 

note a budget deficit in excess of 3% of GDP, and the average size of the budget deficit would 

be just 2% of GDP. The overall unweighted average in the general government balance for all 

the transition region would be a small deficit not exceeding 2% of GDP, but we should 

remember that this average indicator is already now very low (2.5% of GDP in 2013) and the 

significance of this average is actually limited because large deficits seen in some countries of 

the region are offset by the surpluses noted in other countries. What is perhaps more 

important, this forecast suggests that there will be a general tendency towards equilibrium in 

public finance in most countries of the group, by avoiding both large deficits and idle, big 

surpluses. Such a tendency, in general, may be assessed positively.  

The changing trends in current government finance will result in the changing size of 

public debts. Small changes in the level of public debt from year to year are not important 

from the point of view of the general condition of public finance except of some special 

situations (e.g. when the amount of public debt approaches some statutory limit, launching 

rigorous procedures provided by law to discipline government expenditure). Therefore, we 

shall focus here on the changes in public debt stocks expected in the next five years. 

According to the IMF forecast presented here, there will be no significant change in the 

amounts of public debt expressed as percent of GDP in most countries of the analysed group 

over the next five years, but a considerable reduction of public debt can be expected in 

Poland,22 Estonia and Latvia, as well as Bosnia & Herzegovina and Turkmenistan, while a 

substantial build-up of public debts may appear in Slovakia, Slovenia and Serbia, as well as in 

Azerbaijan and, most probably, in Ukraine. In most of the remaining countries absolute 

amounts of public debt will increase, but its relative size, expressed as percent of GDP, will 

not change much. The biggest public debt burden, as compared with the size of the economy, 

will be seen in Hungary and Slovenia (80-85% of GDP) respectively. Government debt will 

remain relatively low in Estonia, Albania and Bulgaria, as well as in the oil and gas producing 

countries of the CIS, including Russia, Kazakhstan, Azerbaijan, and Turkmenistan (5-20% of 

GDP). On the average, the relative burden of public debts in the transition region is not too 

high as compared with world standards, but this does not mean that the problem of public 

debts does not exist.23 

The IMF also prepares a 1-year and 5-year forecast of current account balances for all the 

countries of the world, including transition economies. According to this forecast, most 

countries of the transition region, except oil and gas exporters, will continue to record, both in 

2014 and in 2019, a negative current account balance with abroad. In CEE, only Slovakia will 

note a small surplus in current foreign accounts in both years; all the remaining countries will 

see small deficits in their foreign accounts (up to 3.5% of GDP), which will be partly offset by 

FDI inflows. Most SEE countries will face large deficits in foreign turnovers, ranging from 

                                                 
22 For Poland, the IMF forecast foresees a reduction in gross public debt from 58% of GDP in 2013 to 46% of 

GDP in 2019.  

23 For technical reasons, we do not present the forecasted data on public debt in Table 11. 
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5% to 10% of GDP, and the biggest current account deficit (more than 15% of GDP) will 

appear in Montenegro. Among the CIS countries, big oil and gas producers, including Russia, 

will continue to note surpluses on current accounts with abroad, but the relative size of those 

surpluses (expressed as % of GDP) will diminish significantly in the next years. Ukraine, 

along with Belarus, Moldova, Armenia and Georgia, are expected to retain sizeable deficits in 

their current accounts (5-10% of GDP). On the whole, the average size of current account 

deficits in transition countries will increase to about 3% . By 2019, 17 countries of the group 

will note some deterioration in their foreign accounts relative to the situation observed at 

present, 3 countries will see no significant change, and only 9 countries will see some 

improvement. Some deterioration in current accounts of many transition countries in the next 

few years may be caused by the expected acceleration of their economic growth and 

disappearance of their traditional comparative advantages, based on the available natural 

resources and relatively cheap labour. 

The IMF also gives a medium-term projection of unemployment rates for most countries of 

the world, including the transition economies, for next five years. In the case of transition 

countries, this forecast may be not so meaningful since the past data on unemployment 

underlying the forecast are imprecise and not fully comparable between the countries of the 

analysed group. This part of the IMF forecast is also incomplete: it includes only 22 out of the 

29 countries of the transition region: two countries in SEE (Kosovo and Montenegro) and four 

countries of the CIS (Georgia, Tajikistan, Turkmenistan, and Uzbekistan) have been omitted 

due to the lack of input data, forecasting estimates for Ukraine are outdated, and the very low 

unemployment rates projected by the IMF for Belarus have been dropped in our presentation 

since they are based on the official statistics of registered unemployment, which is not 

comparable with the estimates given for other countries (based on survey data) and rather 

unreliable.24 It is also doubtful whether a worldwide multi-year projection of unemployment 

can be prepared with an acceptable accuracy. For all these reasons the unemployment 

forecasts given by the IMF are less useful for the purposes of this study. Nevertheless, we 

have included the projected unemployment rates in Table 10 as to make the presentation of 

the IMF forecast of basic macroeconomic indicators more complete as regards its subject 

coverage. 

Past data on unemployment rates for those countries given in Table 5 were taken from the 

World Bank database. 

At least for the countries covered by the IMF unemployment forecast, the projection 

suggests that unemployment rates in the individual countries of the transition region seen in 

2013 will not change significantly in 2014, but in the next five years, along with the more 

rapid output growth, unemployment levels in most CSEE countries will decrease a little. The 

average (unweighted) unemployment rate in CEE may decrease from 11% seen in 2013 to 

about 9% in 2019; in SEE it may decrease from the current high of over 17% to some 14%. 

However, unemployment seen in the CIS will probably remain on about the same levels as 

today because there will be no significant acceleration in the output growth. The average 

(unweighted) unemployment rate for the 22 transition countries covered by the IMF forecast 

(without Belarus, excluded by ourselves) may decrease from the current level of 12% to about 

10.5% in 2019. As noted before in section 1.4, unemployment in most transition countries is 

particularly persistent because it is composed mainly of the long-term structural and natural 

unemployment. 

                                                 
24 For the countries omitted in the IMF unemployment forecast, the data on unemployment rates in the previous 

years given in Table 5 come from the World Bank. 
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This report focuses on the assessment of current economic situation in transition countries; 

it also includes the above assessment of short- and medium-term prospects. The evaluation of 

long-term development prospects of the transition region is beyond the scope of this research. 

Nevertheless, we wish to mention the implications of two long-run forecasts of economic 

growth published recently by the European Commission and the OECD Secretariat, 

independently prepared for the member countries of European Union and OECD. These 

forecasts include long-range growth projections for the next 50 years for some countries of 

the transition region, notably the new EU member countries and the OECD member states of 

CSEE.25 

The forecast prepared on behalf of the European Commission, was based on a thorough 

analysis of unfavourable demographic trends and the labour migration balance, and the 

resulting changes in the dynamics of employment and productivity, as well as the expected 

changes in the total factor productivity (TFP). According to this forecast, from about 2020 on, 

the CEE and SEE countries will witness a progressing slowdown of economic growth, mainly 

as the result of the population ageing process and the outflow of young people in the 

productive age, looking for better job and living opportunities abroad. This would lead to a 

gradual decrease of the growth differential between the new EU member states (EU10) and 

the EU ‘core’ (EU15), up to the total disappearance of the existing growth advantage and the 

reversal of the growth ratio in favour of the latter group, on a very low level of growth rates in 

both groups. One of the consequences of the changing growth patterns would be a decrease in 

the rate of income convergence between the two groups and eventually a reversal of the 

convergence process, leading to a new divergence, i.e. broadening of the existing income gap. 

According to our own calculations based on the forecast,26 the minimum income gap between 

CEE and SEE countries and the EU15 group will be reached around 2045, and its size (as 

indicated by the ratio of the average PPP GDP per capita) will range from 50 in Romania, 64 

in Hungary, 75 in Poland, 65-75 in the Baltic states, to 80-90 in the Czech Republic, Slovakia 

and Slovenia. In order to avoid such a negative scenario, intensive efforts are needed in the 

framework of national economic and social policies performed by the governments of the 

countries concerned as well as in the framework of the common cohesion and development 

policy pursued by the EU, aimed to counteract the emerging threats and to sustain and 

accelerate economic growth. The main implications of the forecast presented by the European 

Commission for the convergence process between the EU10 (the forecast did not include yet 

Croatia) and EU15 have been supported by similar results obtained in the long-run economic 

forecast published by the OECD, though the latter included only 6 countries of the CSEE that 

are members of the OECD (Czech Republic, Estonia, Hungary, Poland, Slovak Republic, and 

Slovenia) as well as Russia (which was included in a reference group taken for comparisons). 

The tendency towards real income convergence among the countries of the transition 

region and between the transition countries in CSEE and CIS and Western Europe has been 

evidenced empirically by many analyses, including extensive research on the subject made 

                                                 
25 European Commission, 2012 Ageing Report: Economic and Budgetary Projections for the EU27 Member 

States (2010-2060), “European Economy” 2012, no. 2; OECD, Looking to 2060: Long-Term Growth Prospects 

for the World, OECD Economic Policy Papers, 2012, no. 03. 

26 Z.Matkowski, M.Próchniak, R.Rapacki, Nowe i stare kraje Unii Europejskiej: konwergencja czy 

dywergencja?, in: K.Walczyk (ed.), Badania koniunktury – zwierciadło gospodarki. Część III, „Prace i Materiały 

Instytutu Rozwoju Gospodarczego SGH”, no. 91, Warsaw School of Economics, Warsaw 2013, p. 63-98; Z.Mat-

kowski, M.Próchniak, R.Rapacki, Scenariusze realnej konwergencji w Unii Europejskiej – kraje EŚW a UE15, 

IX Kongres Ekonomistów Polskich, 28-29 November 2013, Warsaw 2014 (in print). 
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repeatedly by the authors of this report.27 The newest analyses, however, indicate that the 

convergence process between the transition countries of the CSEE and CIS and the developed 

countries of Western Europe has decelerated during the last few years due to the effects of 

slowdown and economic crisis, and due to the halt in economic reforms. This is the main 

finding of the analysis presented in the last issue of the EBRD Transition Report.28 The poor 

growth proof of the CSEE countries over the last six years since the beginning of the world 

economic and financial crisis is also well documented in this study (section 1.3) as well in 

some supplementary analyses made by the authors.29 

Since the ageing process in the CIS countries is less advanced and emigration of young 

workforce is less massive, demographic barriers to future economic development are not yet a 

real threat there. The difference in the demographic situation between the CEE and SEE and 

the CIS can in the long run bring about some acceleration of the convergence process between 

the two groups within the transition region, diminishing the existing income differences and 

strengthening the relative position of the Russian economy and of some other fuel producing 

economies in Central Asia. 

 

1.10. Social well-being and living standards 
 

Perhaps the most important issue in assessing the results of systemic transformation is to 

what extent changes in the political and economic system translate into a real improvement in 

living conditions of the citizens. In other words, what is the balance of social costs and 

benefits of the transformation process for families and individuals. The answer to this 

question is of fundamental importance for understanding people’s attitudes towards the whole 

transition. 

The concept of social welfare goes far beyond material living standards, measured by per 

capita income or consumption. It also includes many other elements of the quality of life, such 

as housing conditions, state of health, the availability and quality of education, public 

security, law and order, citizens’ rights, and democracy. Not all of these components can be 

measured and compared between transition countries. 

Table 12 presents the key indicators of living standard in transition countries, based on the 

latest available data. Most data refer to the situation seen in 2012, but some of them are the 

latest available estimates referring to earlier years. 

As to the income levels, comparing the data on per capita GNI at PPP, we see once more 

big differences between the countries of the transition group, related to their development 

level, which have been already discussed in section 1.1. There is a huge disparity in this 

respect between Kyrgyzstan or Tajikistan ($ 2 700 or $ 2 300) and Slovenia ($ 28 200) as well 

as a big distance between the average income level in this group and the average income in 

the highly developed countries. 

                                                 
27 Cf. Z.Matkowski, M.Próchniak, Economic Convergence Between the CEE-8 and the European Union, 

“Eastern European Economics,” 2007, no. 1; Z.Matkowski, M.Próchniak, Zbieżność rozwoju gospodarczego w 

krajach Europy Środkowo-Wschodniej i w stosunku do Unii Europejskiej, “Ekonomista”, 2005, no.3; 

M.Próchniak, R.Rapacki, Konwergencja typu beta () i sigma () w krajach transformacji w latach 1990-2005, 

in: R.Rapacki (ed.), Wzrost gospodarczy w krajach transformacji: konwergencja czy dywergencja?, PWE, 

Warszawa 2009, p.146-170; Z.Matkowski, M.Próchniak, Real Income Convergence in the EU: Current 

Performance and Future Opportunities for Poland, in: M.Weresa (ed.), Poland. Competitiveness Report 2014 

(in print). 

28 EBRD, Transition Report 2013. Stuck in Transition?, London 2013, chapter 2. 

29 E.g. Z.Matkowski, Polska i Unia Europejska: stylizowane fakty i wnioski z kryzysu, „Kurier GTF”, 2014, no.2. 
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Table 12. Indicators of social welfare and living standards 
 

Country 

GNI  

per capita  

US $  

at PPP 

Gini index 

Poverty  

rate  

(%) 

Life 

expectancy  

at birth  

(in years) 

Infant 

mortality 

rate  

(per 1000 

live births) 

Mean years 

of 

schooling 

Human 

development 

index  

(HDI) 

        

CEE         

Czech Republic 25 480 24.9 5.1 78 3 12.3 0.873   [28] 

Estonia 23 280 32.5 9.6 76 3 12.0 0.846   [33] 

Hungary  21 350 26.9 13.9 75 5 11.7 0.831   [37] 

Latvia  21 820 35.7 13.5 74 8 11.5 0.814   [44] 

Lithuania  23 540 32.0 11.3 74 4 10.9 0.818   [41] 

Poland  21 760 30.9 11.5 77 4 10.0 0.821   [39] 

Slovakia  25 430 25.3 7.8 76 6 11.6 0.840   [35] 
        

SEE        

Albania 9 280 34.5 18.5 77 15 10.4 0.749   [70] 

Bosnia & Herzegovina 9 650 36.2 14.0 76 6 8.3 0.735   [81] 

Bulgaria 15 450 33.6 15.1 74 11 10.6 0.782   [57] 

Croatia 20 200 30.5 13.9 77 4 9.8 0.805   [47] 

Macedonia FYR 11 540 43.2 27.1 75 7 8.2 0.740   [78] 

Montenegro 14 590 30.0 11.3 75 6 10.5 0.791   [52] 

Romania 17 650 33.2 16.5 75 11 10.4 0.786   [56] 

Serbia  11 430 27.8 24.6 75 6 10.2 0.769   [64] 

Slovenia  28 240 23.7 7.4 80 3 11.7 0.892   [21] 
        

CIS        

Armenia 7 780 31.3 32.4 74 15 10.8 0.729   [87] 

Azerbaijan  14 860 . 6.0 71 31 11.2 0.734   [82] 

Belarus 16 750 26.5 6.3 72 4 11.5 0.793   [50] 

Georgia 6 760 42.1 14.8 74 18 12.1 0.745   [72] 

Kazakhstan 18 870 29.0 3.8 70 17 10.4 0.754   [69] 

Kyrgyzstan  2 720 33.4 38.0 70 24 9.3 0.622 [125] 

Moldova 4 550 33.0 16.6 69 15 9.7 0.660 [113] 

Russia  22 800 40.1 11.0 70 9 11.7 0.788   [55] 

Tajikistan 2 340 30.8 47.2 67 49 9.8 0.622 [126] 

Turkmenistan 11 040 . . 65 45 9.9 0.698 [102] 

Ukraine  8 340 25.6 . 71 9 11.3 0.740   [78] 

Uzbekistan 4 970 . 16.0 68 34 10.0 0.654 [114] 

Gini index measures household income dispersion; the higher is the index, the greater is income inequality. Poverty 

rate (poverty headcount ratio) is the percentage of the country’s population living below the national poverty line; for 

EU member states data on poverty rate (taken from Eurostat database) refer to the percentage of population with 

income lower than 50% of median income. Data on Gini index and poverty rate refer to various years, depending on 

the date of the last household survey. 

Life expectancy at birth refers to children born in the given year. Data on life expectancy and infant mortality rate refer 

to 2012. 

Mean years of schooling and expected years of schooling are the two components of the education index, which enters 

HDI. Data refer to 2010. 

Human Development Index is a summary measure of social development and living standards, compiled by the 

UNDP. This is an arithmetic average of three indices: per capita GNI, life expectancy and education. The indicator 

assumes values 0 to 1. Figures in brackets show the country’s position in an international ranking covering 186 

countries in 2012. 

Data on GNI per capita at PPP shown in the table are the newest World Bank estimates for 2012 expressed in current 

PPP $; they differ from the data reported by UNDP, which are expressed in 2005 PPP $ and are therefore generally 

lower. The Gini index, poverty rate, life expectancy, and children mortality according to the World Bank data. Mean 

years of schooling and Human Development Index according to the UNDP. For the EU member countries of CEE and 

SEE Gini index was updated using the newest Eurostat estimates. 
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Sources: UNDP, Human Development Report 2013, New York 2013; The World Bank, World Development 

Indicators: Data, 9.05.2014; Eurostat, Database, 9.05.2014. 

 

The international poverty rate shows the percentage of the population living on less than 

US $ 2 a day. In the poorest countries of the CIS (Tajikistan, Uzbekistan, Turkmenistan, 

Kyrgyzstan) this proportion is between 20 and 40%. It is also quite high in Armenia, Georgia 

and Moldova. In CEE and SEE this rate is usually below 2%, except of Albania and some 

post-Yugoslav countries. But the extent of poverty understood as lack of the basic means 

necessary for survival is also considerable in Russia, Ukraine and Belarus, as well as in many 

countries of CEE and SEE. This is evidenced by the poverty rates estimated at national 

standards, showing the percentage of the country’s population living below the national 

poverty line. Though national standards used to define the poor differ and in some countries 

may not be very reliable, this percentage is quite high not only in the least developed 

countries of the CIS (Kyrgyzstan, Tajikistan, Moldova), but also in some upper-medium or 

highly developed countries (e.g. Poland and Hungary in CEE, or Romania and Macedonia in 

SEE).30 Millions of people in this region live in miserable conditions, suffering constant 

privation and hardly meeting the ends. 

The Eurostat publishes estimates on the relative number of people being at risk of poverty 

and social exclusion for all the EU member countries, including the CEE and SEE countries. 

This indicator shows the percentage of population with disposable income below 50% of 

national median income. The indicator compares quite well with the data on the poverty for 

the remaining transition countries shown in the table, which have been taken from the World 

Bank database. In 2012 this indicator for EU28 as a whole assumed the average value of 10.3, 

but in most EU member countries of CEE and SEE it was much higher (e.g. 11.5 in Poland, 

13.9 in Hungary, 11.3 in Lithuania, 13.5 in Latvia, 16.5 in Romania, and 15.1 in Bulgaria). If 

we took the income threshold of 60% of the median income, recommended by the Eurostat 

for assessing the risk of poverty rate, the above indicators would almost double. 

Not all the people enjoy the living standard in line with the average income level recorded 

in national accounts. The degree of income disparities in individual countries is reflected by 

the Gini index. It shows tremendous income differences among the citizens of most CIS 

countries (especially in Russia, Georgia, Moldova, and Kyrgyzstan, and probably also in 

Turkmenistan and Uzbekistan), but also in some countries of CEE and SEE, like the Baltic 

states, Albania, Bosnia&Herzegovina, and Macedonia.  

Another measure of income inequality is the ratio of income or consumption shared by the 

poorest 10% of households and by the richest 10%. This ratio is very high in Georgia, 

Turkmenistan, Uzbekistan, Bulgaria, and Macedonia (about 15), but also in Russia, Estonia, 

Latvia, and Lithuania (more than 10). The ratio equal to 10 means that the average income 

earned by the richest 10% families is ten times higher as the average income obtained by the 

poorest 10% of families.  

There is a clear relationship between the poverty rate and the degree of income inequality. 

Countries with the largest poverty rates as a rule also exhibit a high income dispersion. This is 

because poverty in transition countries has two main sources. The first was the decline in 

incomes caused by the transformation crisis and the increase in unemployment. The second is 

the growing disparity of incomes, which is partially the consequence of the introduction of 

                                                 
30 The poverty rate in Poland given in Table 11 (11.5) refers to the so-called relative poverty threshold, estimated 

using the survey data on household incomes. Under the official poverty threshold instituted by law, the poverty 

rate in 2011 was 6.5. Cf. CSO, Ubóstwo w Polsce w 2011 r., Warszawa 2012. 
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free market economy, but also the result of faults in economic and social policies performed 

by the governments and the weakness of law.  

Poverty, malnutrition, poor housing and sanitary conditions, the lack of hygiene, and 

limited access to medical care (not to say about the quality of its service) – all of these factors 

take a negative toll on the health of the population. This is evidenced by high infant mortality 

rates and relatively low life expectancy. 

Life expectancy at birth in transition countries is low as compared with the standards 

reached by the highly developed countries where it is currently estimated to be 80-82 years or 

more. In CEE and SEE it is now between 74 and 80 years. In the CIS countries (with 

exception of the Caucasus, where people are known for their longevity), it is in the range 

between 65 and 74 years. It should be remembered that this indicator refers to the chances of 

newborn children. The actual duration of life across the entire living population is much 

lower. Another health problem in less developed countries of this group are infectious 

diseases. 

The infant mortality rate in the highly developed countries is about 0.4% on the average. In 

Western Europe it is below 0.3%. Close to these standards are only some CEE countries 

(except Slovakia and Latvia). The SEE countries, except Croatia and Serbia, show much 

higher infant mortality rates, between 0.6% and 1.5%. In the CIS, mortality rate among 

newborn ranges from 0.9% in Ukraine and Russia, and 1.8% in Georgia, to 3.1% in 

Azerbaijan, 4.5% in Turkmenistan, and 4.9% in Tajikistan (the rate of 0.4% reported by 

Belarus does not seem reliable). 

The basic education level in most transition countries is quite good both as regards the 

number of adults with writing and reading capacity, and the rates of school attendance. But 

the quality of education is often low and its effect on vocational abilities is insufficient. Many 

young people from poor families face material difficulties in the access to schools and limited 

opportunities to obtain a proper education that would secure a good job and a perspective of 

professional career. This petrifies, both in the individual feelings as well as in the social sense, 

a highly negative and troublesome phenomenon called the poverty trap, or the vicious circle 

of poverty.  

There is no single indicator to characterise educational standards in various countries that 

could be used in international comparisons. Mean years of schooling or the expected years of 

schooling now used in international comparisons are certainly not a satisfactory indicator of 

the education level, but literacy rate among the adult and the proportion of children and youth 

attending schools (which were previously used in compiling the HDI index) are by no means 

more comprehensive and representative. As regards mean years of schooling, the average 

numbers recorded in the most advanced countries in the world (10-12) are not much higher 

than those reported by most transition countries. Nevertheless, several countries of the CIS 

and some countries in SEE have these indicators below 10.  

The level of education and health obviously depends on the amount of government finance. 

Public spending on education and health care in this group of countries is very diverse. In 

CEE public expenditure for these aims amounts to 3-6% of GDP. In most SEE and CIS 

countries it is significantly lower. 

A composite index of living standards compiled by the UNDP is called Human 

Development Index (HDI). It is calculated on the basis of three component indices reflecting 

the following factors: (1) GNI per capita at PPP, (2) education level, (3) life expectancy. The 

index assumes values from 0 to 1 – the higher, the better. The last column of Table 12 

presents the numerical values of this indicator for the countries of the analysed group (the 
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position of individual countries in an international ranking of 2012 covering 186 countries is 

given in brackets). 

The CEE countries occupy relatively high positions in this ranking, from 21 for Slovenia to 

44 in Latvia. The SEE countries perform worse, taking the positions between 47 for Croatia 

and 81 in case of Bosnia & Herzegovina. Within the CIS, according to this index, Belarus is 

placed on the top, located on the 50th position, while Kyrgyzstan is on the bottom, placed on 

the 126th position. In the worldwide HDI ranking, Poland is number 39, and Russia is number 

55. Looking at the evolution of the HDI index over time, between 1995 and 2012, we may see 

that all transition countries have significantly increased the value of the index, but not all of 

them have improved their position in the worldwide ranking. 

The UNDP also compiles the so-called inequality-adjusted HDI (IHDI). This index tries to 

capture the living standard and the development level of the average person in the society, 

which is less than the aggregate HDI when there is much inequality in the distribution of 

income, education and health among the inhabitants in the given country. The position of the 

individual transition countries in the IHDI ranking differs from that recorded in the original 

HDI ranking, but the shifts resulting from the consideration of the inequality factor are 

difficult to be summarized briefly because the IHDI ranking covers less countries. 

Of course, the very concept of the HDI and the computation method used in compiling this 

index are disputable. Certainly, the index does not cover all the dimensions of social 

development and people’s well-being (e.g. it does not consider such human values as 

freedom, democracy, justice, and social cohesion, not to mention housing and living 

conditions). The component indices used to reflect material wealth, health condition and 

education have also some deficiencies. The resulting placement of individual countries in the 

ranking is sometimes quite controversial (e.g. in the newest HDI ranking, United Kingdom 

has been placed just before the Czech Republic and Greece, and Belarus is ahead of Russia). 

If the index were used to indicate the countries that are best to live in and to discriminate the 

countries that should be rather avoided, its indications might be sometimes misleading. 

Nevertheless, HDI is the most popular general indicator of social development and living 

standards, widely used in international comparisons. 

The last few years have brought several new attempts to construct a more comprehensive, 

multidimensional index, which might be used to compare living standards, quality of life, and 

people’s life satisfaction in various countries of the world. A broader discussion of the 

concepts and methods employed in compiling such indexes, and a detailed description of the 

results as regards the position of transition countries in the international rankings based onto 

them is beyond the intended scope and limited size of this section. Let us only quote some 

examples. 

The Economist Intelligence Unit (a body of merits i.a. in assessing current political and 

economic situation in Central & Eastern Europe) has recently started to compile a composite 

index of social well-being, called ‘The Quality of Life Index’ (QLI).31 The index is calculated 

on the basis of quantitative and qualitative data that represent various factors affecting the 

quality of life and various dimensions of social well-being, such as: (1) material wealth, (2) 

health, (3) political stability and personal security, (4) family life, (5) community links, (6) 

climate and geography, (7) job opportunities, (8) political freedom, (9) governance), (10) 

gender equality. The 2013 QLI ranking published by the EIU covered 80 countries, including 

15 transition countries of the CSEE and CIS. The first five positions in that ranking belonged 

to the highly developed countries: Switzerland, Australia, Norway, Sweden, and Denmark. 

                                                 
31 The Economist Intelligence Unit, 2013 Quality of Life Index (www.economist.com/news). 
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Out of the 15 transition countries included in the QLI ranking, the highest ranks were given to 

the Czech Republic (28), Slovenia (32), Poland (33), and Slovakia (35), while the lowest ones 

were noted by Russia (72), Kazakhstan (74), and Ukraine (78). The newest 2014 QLI ranking 

however reduced the total number of countries considered to 76 and changed somewhat the 

list of the transition countries being covered by the ranking, so it is not easy to summarize the 

changes as regards the position of the transition economies. 

Another well-being index, called ‘Better Life Index’ (BLI), is compiled by the OECD.32 

The index has a similar subject structure, it employs an advanced computation methodology, 

it is based on a large set of quantitative and qualitative data, and it allows the user to calculate 

a weighted aggregate index, using his own weights attributed to the various dimensions of 

social well-being, but the results are available only for 36 member and candidate countries of 

the OECD, including only few CSEE countries. 

We shall not discuss here the results presented in the World Happiness Report 2013, 

published under the auspices of the UN Sustainable Development Solutions Network,33 since 

the world ranking of ‘happiness’ included in it refers to the subjective evaluation of own well-

being (as reflected by the world poll made by Gallup), not to an objective assessment of real 

living conditions in various countries. This ranking has been already widely discussed and 

criticized in the literature. The 2013 ranking includes 156 countries of the world, arranged to 

the established levels of people’s well-being. All the 19 transition countries included in the 

ranking are placed on quite remote positions, but the concrete placement of some of them is 

really strange, in a glaring contrast with the basic facts on the actual economic situation and 

living standards prevailing there. E.g. Poland (no.51) is placed almost ex equo with Mongolia, 

Estonia (no.72) has been located between Russia and Ukraine, while Hungary (no.110) 

appears at the very bottom of the list, inserted between Serbia and Azerbaijan. Such a ranking 

is useless to the purpose of our study, which tries to assess the objective situation that exists in 

the analysed countries. This ranking and the quality of data used in it have been already 

widely discussed and criticized in the literature.  

One important aspect of social well-being – not directly reflected in the HDI – is the 

availability of jobs and the existing employment opportunities. This factor directly affects 

income and wealth, as well the extent to which education and knowledge may be transformed 

into higher living standards. High unemployment is in a sharp conflict with people’ sense of 

well-being and wealth. Meanwhile, high unemployment (especially among the young) has 

become one of the main economic and social problems in Europe (both Western and Eastern) 

and elsewhere. Its acuteness increased in the last years due to the global crisis and the 

eurozone turbulence. Unemployment in many countries remains high even if recession or 

slowdown have phased out. This is because a large part of the jobless are affected by long-

term structural unemployment and short-term frictional unemployment, which are rather 

unrelated to the current level of business activity, and because changes in employment and 

unemployment levels lag behind changes in output and are usually smaller. Some basic data 

on unemployment rates in transition countries have been presented and discussed in section 

1.4 of this report. 

A special problem regarding the living standards in transition countries is the bad situation 

of many old people, living from very low pensions and poor social assistance. Ageing of the 

population, along with the decreasing population numbers, presents a serious threat for further 

development prospects and current living standards in the transition region. According to 

                                                 
32 OECD, How’s Life? 2013: Measuring Well-being (stats.oecd.org). 

33 J.Helliwell, R.Layard, J.Sachs (eds.), World Happiness Report 2013 (undsn.org). 
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long-term demographic forecasts34, total population will decrease significantly in the next 40-

50 years in almost all the CSEE countries as well as in most CIS countries located in Europe. 

By 2050, total population in Estonia and Latvia may decrease by a half, in Russia, Ukraine 

and Bulgaria by a third, in Hungary, Lithuania, Slovakia, Slovenia, and Romania by a fourth, 

in Poland and Czech Republic by some 15%. The decline in population numbers will be 

accompanied by a further rise in the share of old people and a further decrease in labour 

participation rates, thus increasing the dependency ratio showing the proportion between the 

working and non-working parts of population. More and more old and retired people will 

have to be maintained out of the income raised by less and less working people. This very fact 

will exert a rising pressure on the existing pension funds, leading to a possible reduction of 

real pension levels, which are already now very low in most transition countries and do not 

suffice for a normal subsistence. More and more public funds will also be needed to provide 

necessary health care and social assistance for the old. 

The global crisis of 2008-2009 and the following debt crisis in the euro area, with the 

resulting slowdown of economic growth in 2012-2013, have strongly affected the material 

well-being of people across the transition region, by reducing real incomes, increasing 

unemployment, and compounding social problems related to living standards. The impact of 

the world crisis on living standards in transition countries has been scrutinised in a special 

study prepared by World Bank experts,35 as well as in one of the last issues of the Transition 

Report prepared by the EBRD.36 The impact of the euro-zone crisis on economic development 

and social well-being in the countries of the region was analysed in the next issue of the same 

report.37 The research shows that the adverse effect of the crisis on household incomes and 

consumption in transition countries was much stronger than that seen in Western Europe. The 

negative effects of the crisis and slowdown on living standards have been reflected in high 

unemployment, lower real wages, reduced pensions and social remittances, and decreasing 

consumption and savings. 

Summing up, in the course of transformation, and partly thanks to it, most countries of the 

transition region have noticed a considerable increase in living standards. But the effects of 

the transformation on social welfare are not very impressive. The living standard in more 

developed countries of the group has generally increased, but the average living standard in 

the least developed countries has rather decreased. Even in countries that have seen a 

considerable growth of output over the last two decades, and have modernised their 

economies, many citizens have not noticed a real improvement in their living standards. The 

increase in national income has been distributed very unevenly between metropolitan and 

rural areas and between different social groups. The problem of mass unemployment has 

emerged, practically unknown under the previous system. Crime and corruption have risen 

sharply. The functioning of public services, government administration and justice in many 

countries raises many reservations and is widely criticised. 

Reforms of the insurance and healthcare systems have restricted the easy access to medical 

services and have led to a radical increase in the prices of medical services and medicines. 

The progress in education is big, but its quality and the effect on the working ability and 

                                                 
34 United Nations, World Population Prospects, New York 2007; World Population Prospects: The 2010 

Revision, New York 2011. The newest population projections for the EU member countries are given by 

Eurostat in its Database (eurostat.ec.europa.eu). 

35 The World Bank, The Job Crisis: Household and Government Responses to the Great Recession in Eastern 

Europe and Central Asia, Washington 2011. 

36 EBRD, Transition Report 2011.Crisis and Transition: The People’s Perspective, London 2011. 

37 EBRD, Transition Report 2013. Stuck in Transition?, London 2013. 
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productivity is still insufficient. The modern teaching programs and better school equipment 

have contributed to an improvement in the quality of education, reducing the gap towards the 

more developed countries. On the other hand, privatisation of schools, especially at the 

university level, provides new problems, both as regards the quality of education and the 

tuition levels 

In many areas of social life (e.g. housing conditions, communications, transport, and 

financial services) notable progress has been made, with a direct and very significant positive 

effect on living standards. A tremendous improvement has been achieved in the functioning 

of trade and in the availability of consumer goods and services in the market. It is now much 

easier to meet consumer needs, provided that one has the necessary money. The problem is 

that the latter condition is not always fulfilled. The last crisis has greatly increased and 

sharpened the acuity of this problem. 

 

 

PART 2. MACROECONOMIC POLICY 

 The main objectives of macroeconomic policy (also referred to as stabilisation policy or 

demand-management policy) include fostering fast economic growth and ensuring 

equilibrium on four basic markets - for goods, money, labour and foreign exchange. While 

pursuing this objective, the government affects various components of aggregate demand with 

a view to stabilise output close to its potential level (or – in dynamic terms – to minimise the 

deviations of actual output from its long-run growth trend). At the same time it aims to ensure 

macroeconomic stability that is, inter alia, a low inflation, balanced public finances and 

manageable current account deficit. 

 The government applies three basic tools for demand management: fiscal policy, monetary 

policy and exchange rate policy. Each of these tools affects the individual components of 

aggregate demand in different ways, either directly (as is the case with budget spending) or 

indirectly (e.g. the effect of interest rates on consumption and investment or of the exchange 

rate on net exports). The full assessment of the effects of macroeconomic policy should also 

take into account the time lags of various lengths between the implementation of particular 

tools and the complete adjustment of economic agents. 

2.1. Fiscal policy  

In transition countries, the fiscal stance may be approximated as a change in the size (or sign) 

of the general government balance. Compared to 2012, last year brought some deterioration in 

fiscal discipline across the whole group of transition economies, as a result of diverging trends 

in the level of economic activity of individual countries and their subgroups – the public 

finance deficit rose from 1.3% of GDP in 2012 to a combined 2.3% last year (non-weighted 

average, see Table 10). It also exceeded the average level of fiscal gap recorded in 2008-2013 

(approximately 1.9%). Simultaneously, the scale of fiscal imbalances  remained excessive 

(i.e. the fiscal deficit in excess of 3% of GDP) in ten transition economies, which was a 

derivative of a lack of fundamental reform of public finances, a continuation of an 

expansionary fiscal policy, and lower tax revenues. At the same time, in nineteen countries 

governments succeeded in maintaining fiscal discipline with just four economies (mostly oil- 

and/or gas-rich) displaying a positive general government balance in 2013. 

 The situation of public finances in Central Eastern Europe has shown clear signs of 

improvement, both compared to 2012 and to the period of 2008-2013 (Table 10). In 2013, the 

fiscal imbalances in the region looked manageable (at the average level of 2.4%). The deepest 
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fiscal imbalances prevailed in Poland and Slovakia - the general government deficit in these 

countries reached 4.3% and 2.8% of GDP respectively. In contrast, the remaining CEE 

economies succeeded in fulfilling this criterion of nominal convergence to the EMU 

standards, with Estonia being close to a fiscal balance (a deficit of just -0.2% of GDP) in 

2013. It is worth emphasizing that by 2013 only one CEE country (Poland) remained above  

the 3% ceiling of the Maastricht Treaty while three other EMU candidate countries (Czech 

Republic, Hungary and Lithuania) performed much better. Moreover, as the UN Economic 

Commission for Europe pointed out, the budget deficits in CEE countries were of a 

predominantly structural nature38; the most recent IMF data corroborates our claim of a clear 

improvement in the fiscal stance in the CEE region also in terms of structural deficits - by 

2013 only one country (Poland) displayed a structural deficit at a level exceeding 3% of GDP 

(see Box 1). 

Table 10. Main indicators of fiscal policy, 2008-2013 (% of GDP) 

Country General government 

revenue  

General government 

expenditure 

General government balance 

Average 

2008-2013 

2013 Average 

2008-2013 

2013 Average 

2008-2013 

2012 2013 

CEE        

Czech Republic 39.7 40.9 43.3 42.3 –3.6 –4.2 –1.5 

Estonia 38.8 37.5 39.5 37.7 –0.6 –0.2 –0.2 

Hungary  47.8 47.7 49.9 50.0 –2.1 –2.0 –2.4 

Latvia  36.1 35.9 40.6 37.1 –4.5 0.1 –1.1 

Lithuania  33.3 31.8 38.5 34.0 –5.2 –3.3 –2.2 

Poland  38.1 37.5 43.5 41.9 –5.4 –3.9 –4.3 

Slovakia  33.7 35.9 38.7 38.7 –4.9 –4.5 –2.8 

SEE        

Albania 25.9 24.1 30.7 29.3 –4.9 –3.5 –5.2 

Bosnia & Herzegovina 45.8 45.1 49.0 47.0 –3.3 –2.7 –1.9 

Bulgaria 34.6 35.5 35.7 37.4 –1.1 –0.5 –1.9 

Croatia 38.4 38.1 42.1 43.5 –3.7 –3.3 –5.5 

Kosovo 26.1 24.6 27.9 27.8 –1.8 –2.6 –3.1 

Macedonia 30.6 29.5 33.4 33.6 –2.7 –3.9 –4.1 

Montenegro 42.0 41.3 46.6 44.6 –4.6 –5.9 –3.2 

Romania 32.1 31.8 36.8 34.3 –4.6 –2.5 –2.5 

Serbia 41.8 40.6 46.3 46.3 –4.5 –7.2 –5.7 

Slovenia  40.7 40.7 46.3 54.5 –5.6 –3.1 –13.8 

Russia  36.7 36.6 37.4 37.9 –0.7 0.4 –1.3 

EE&C         

Armenia 21.8 23.7 25.2 25.4 –3.4 –1.6 –1.7 

                                                 
38 See: Economic Survey of Europe, UN Economic Commission for Europe, 2005 no. 1, Geneva, p. 36 and box 

3.3.   
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Azerbaijan  43.8 39.4 34.2 38.0 9.6 3.8 1.4 

Belarus 43.2 42.0 42.2 42.9 1.0 1.7 –0.9 

Georgia 28.8 27.5 31.5 28.7 –2.7 –0.8 –1.2 

Moldova 38.2 36.8 40.9 38.6 –2.7 –2.2 –1.8 

Ukraine  43.5 43.6 48.0 48.4 –4.5 –4.3 –4.8 

CA        

Kazakhstan 25.7 25.3 22.9 20.2 2.8 4.5 5.0 

Kyrgyzstan  32.1 33.9 35.4 37.7 –3.3 –5.7 –3.8 

Tajikistan 24.3 26.9 26.9 27.7 –2.6 0.6 –0.8 

Turkmenistan 19.1 17.6 14.0 16.2 5.1 6.4 1.3 

Uzbekistan 38.8 36.5 32.4 33.6 6.3 8.5 2.9 

Source: IMF, World Economic Outlook Database, October 2014: 
http://www.imf.org/external/pubs/ft/weo/2014/02/weodata/index.aspx; own calculations. 

 The underlying reasons for public finance imbalances in most of the CEE transition 

economies are unresolved structural problems and institutional barriers, coupled with an  

economic downturn until 2010 (exception being Poland) implying lower tax revenues. As a 

result, they are now more vulnerable to the sovereign debt crisis or possible banking crisis in 

the euro area as they have exhausted most of their fiscal space for conducting counter-cyclical 

policies aimed at mitigating the effects of another global downturn.   

 It is worth emphasising in this context that the size of fiscal deficit (and more precisely - 

the structural or full-employment deficit) can be also used as an indicator of the golden rule of 

public finance, which - if fulfilled - makes it possible to largely reconcile the contradicting 

goals of nominal and real convergence in the new member states (see Box 1). 

Box 1. The golden rule of public finance 

The essence of the “golden rule” comes down to the postulate for the excess of public 

expenditure over revenue (the fiscal deficit, or more precisely, the borrowing requirement of 

the government) to be used for the financing of public investment. Thanks to such 

investment, particularly in infrastructure, positive externalities for the private sector arise and 

it is possible to sustain or even accelerate the rate of economic growth (real convergence), 

despite fiscal tightening and the reduction of the deficit (nominal convergence).  

The Table below contains data on the size of structural deficits and public investment in the 

new EU-8 countries in Central Europe. 

Selected fiscal indicators in eight new EU member states, 1998-2013 (% of GDP) 

 Structural deficit 

2003 

Structural deficit 

2007 (forecasted 

in 2005) 

Structural deficit 

2013b 

Public 

investment 

(average for 

1998-2003) 

Czech Republic 

Estonia 

Lithuania 

5.2 

–2.6 

3.6 

–0.1 

0.6 

n.a. 

3.6 

4.2 
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Latvia 

Poland 

Slovakia 

Slovenia 

Hungary 

1.8 

1.4 

5.0 

3.7 

1.5 

6.2 

1.8 

2.0 

3.7 

3.1 

0.7 

2.7a 

1.7 

0.9 

3.3 

2.2 

1.6 

1.5 

2.6 

1.4 

3.4 

2.9 

2.2 

3.7 

EU-15 1.6 n.a. n.a. 2.3 

a – 2008;     b – % of potential GDP (minus means a surplus);     n.a. – data not available. 

Data for 2013 are IMF estimates; the remaining data according to Economic Survey of Europe. 

Source: Economic Survey of Europe, op. cit., p. 36; IMF, World Economic Outlook Database, October 2014: 

http://www.imf.org/external/pubs/ft/weo/2014/02/weodata/index.aspx. 

 

 In South Eastern Europe, despite some improvement in 2013 in most countries of the 

region the scale of fiscal imbalances continued to be excessive, also if compared to the fiscal 

performance of the peer subgroup of Central and Eastern Europe. In three countries, i.e. 

Slovenia, Croatia and Albania the fiscal stance have turned more expansionary as the general 

government deficit widened compared to 2012.    

 In the CIS countries, in 2013 the fiscal stability worsened in average terms, compared to 

medium-run trends recorded in 2010-2012. However, this statistical outcome was to some 

extent distorted, mostly due to a good macroeconomic and fiscal performance in four oil and 

gas exporting countries: Kazakhstan, Uzbekistan, Turkmenistan, and Azerbaijan. They all 

displayed high or moderate general government surpluses (at the level of 5.0%, 2.9%, 1.3% 

and 1.4% of GDP respectively) though increased government spending in response to external 

shocks in some cases limited improvements in fiscal balances. Six other CIS countries - 

including Russia - were relatively close to a balanced budget on a deficit side while two 

economies - notably Ukraine and Kyrgyzstan - exhibited sizeable budget deficits with the 

former economy showing symptoms of a substantial deterioration of the fiscal discipline.
  

2.2. Monetary policy 

 

Compared to the period of global economic and financial crisis in 2008-09, the 

macroeconomic environment of the monetary policy in most of the transition countries has 

shown some signs of improvement in 2013 – most countries of this group rebounded from the 

recession triggered by a global economic slowdown. Facing a difficult macroeconomic 

situation, many countries switched to a more accommodating monetary policy. Many central 

banks have decided to cut interest rates, to loosen regulations on minimum reserves or to 

embark on other measures aimed at fostering economic growth and alleviating the problem of 

rising unemployment. Last year, more than a half of all transition economies for which data is 

available (see Table 11), revealed an increasing rate of growth of nominal money supply and 

net domestic credit.  
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Table 11. Basic indicators of monetary policy, 2002-2013 

Country Broad money M2 

(% annual change) 

Net domestic credit  

(% annual change) 

Real interest rate  

(%) 

2012 2013 2012 2013 2002 2005 2013 

CEE         

Czech Republic 4.8 5.9 1.6 4.0 3.8 6.1 3.0 

Estonia 5.8 6.5 –1.8 –0.1 3.3 0.1 0.4 

Hungary  –4.8 7.6 –9.7 0.2 2.2 6.1 3.7 

Latvia  2.8 2.7 –13.1 –1.8 4.2 –3.7 4.5 

Lithuania  6.7 4.9 –3.0 3.1 6.6 –1.3 3.3c 

Poland  4.4 6.2 0.8 7.4 9.6 4.1 1.6d 

Slovakia  n.a. n.a. n.a. n.a. 6.1 4.2 2.8a 

SEE        

Albania 5.0 2.3 0.6 0.5 11.6 9.3 9.0 

Bosnia & Herzegovina 3.4 7.9 5.0 3.7 7.9 6.1 4.9 

Bulgaria 8.4 8.9 2.5 3.6 4.6 4.7 10.0 

Croatia 3.2 –13.5 –0.5 –2.3 9.0 7.6 8.3 

Kosovo 7.1 17.2 11.0 15.6 n.a. n.a. 9.5 

Macedonia 4.4 5.2 7.1 10.2 14.4 8.0 7.7 

Montenegro 7.9 5.0 –3.7 5.5 n.a. n.a. 6.9 

Romania 2.8 8.8 0.5 –4.4 9.7 6.5 6.5 

Serbia 9.4 4.6 12.9 –6.5 –2.6 1.4 10.9 

Slovenia  –7.6 –3.6 –1.9 –9.7 5.1 6.1 2.6b 

Russia  12.1 15.7 20.0 21.3 0.1 –7.2 3.4 

EEC         

Armenia 19.5 14.8 28.4 11.4 18.3 14.3 12.4 

Azerbaijan  20.7 15.0 33.4 10.2 13.8 0.8 17.0 

Belarus 45.1 19.8 57.3 43.3 –5.5 –6.4 0.1 

Georgia 11.4 24.5 10.1 26.0 24.5 12.7 14.3 

Moldova 20.8 26.5 14.2 19.0 12.5 9.1 8.0 

Ukraine  12.8 17.6 7.1 16.4 19.2 –6.7 15.3 

CA        

Kazakhstan 7.9 10.2 12.4 10.4 n.a. n.a. n.a. 

Kyrgyzstan  n.a. n.a. n.a. n.a. 22.3 18.2 14.0 

Tajikistan 19.5 19.7 39.0 61.9 –5.4 12.6 18.5 

Turkmenistan n.a. n.a. n.a. n.a. n.a. n.a. n.a. 

Uzbekistan n.a. n.a. n.a. n.a. n.a. n.a. n.a. 

a 2008.     b 2009.     c 2010.          n.a. – data not available. 
d For Poland, real interest rate is calculated as the difference between the National Bank of Poland reference rate 

(end-period) and the consumer price index (annual average). 
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Source: World Bank, World Development Indicators Database 2014: http://databank.worldbank.org/; National 

Bank of Poland: http://www.nbp.pl; Poland’s Central Statistical Office: http://www.stat.gov.pl; own 

calculations. 

 

 Between 2006 and 2008, the central banks in most CEE countries tended to gradually 

tighten the monetary policy in reaction to the risks posed by rising wages, capacity constraints 

and rapid credit growth. However, starting in end-2008 and throughout 2009-10, the trend of 

the monetary policy has been reversed. It became more expansionary in order to offset the 

adverse effects of the recession and then to support the economic recovery. All the CEE 

countries cut the nominal interest rates in late 2008 and/or during 2009-10. As a result (and as 

a derivative of diverging inflationary trends in particular countries), by 2013 the level of real 

interest rates in four CEE economies was below that reported in 2005 (see Table 11).  

 Similarly, some central banks in South Eastern European countries have loosened their 

monetary policy during 2009-11. This occurred after a period of quite restrictive monetary 

stance in 2006-2008, which was aimed at combating the inflationary pressure and excessive 

credit expansion. However, due to formal or the facto currency pegs the conduct of monetary 

policy in many SEE countries has been constrained. Simultaneously, as a result of rising 

concerns about the health of the banking sector that is predominantly controlled by foreign 

banks, growth of credit to the private sector in 2011-13 was restricted. All in all, the monetary 

stance in the SEE subgroup in 2013 turned out to be mixed in average terns - as a 

consequence (and given the surge of inflation), the level of real interest rates in most countries 

of the region remained high compared both to the past and to CEE economies.  

 The strong economic growth across the CIS countries until 2008 brought increasing 

prosperity but also significant policy dilemmas. Monetary authorities in resource-rich 

economies were seeking to manage the strong inflow of foreign exchange and prevent the 

domestic currencies from appreciating in nominal terms in order to protect the 

competitiveness of non-energy (non-commodity) export industries. On the other hand, a 

stronger currency may be instrumental in dampening the inflationary pressure. The difficulties 

of this balancing exercise have been compounded in most of CIS economies by the lack of 

sufficiently developed domestic money and capital markets – which make the impact of 

interest rate changes on the real economy less effective. As the economic recovery continued 

through 2010-11, unleashing strong inflationary pressure and accelerating the general 

inflation, many CIS countries decided to raise interest rates and to tighten liquidity in 2011-

2013.  
 

2.3. Exchange rate policy 

 

As of 2013, among the 29 former communist countries, 19 adopted floating exchange rates, 

while nine economies were operating under a fixed or quasi-fixed exchange rate regime.39 A 

special case of a fixed exchange rate regime is the currency board, adopted in four countries. 

This issue has been discussed in more detail in Rosati (2002)40. 

 The majority of countries undergoing systemic transformation – regardless of the 

prevailing exchange rate regime – have experienced a trend towards a real appreciation of 

their domestic currencies. This trend was predominantly a derivative of fundamental factors, 

but in some countries and in some periods, it was also fuelled by determinants of a speculative 

                                                 
39 One country, Montenegro, has no currency of its own, having adopted the German mark as sole legal tender 

from 2000 and then the euro from 2002. 
40 New Europe. Report on Transformation, edited by D. Rosati, Eastern Institute, Warsaw 2002. 
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nature. Among the fundamental factors, the most significant stemmed from a steady rise in 

the productivity of labour and capital (the Balassa-Samuelson effect) that was faster than in 

developed countries, triggered by the micro- and macroeconomic reforms carried out in those 

countries. The effect of this factor was strengthened by the inflow of foreign direct and 

portfolio investment, which has, inter alia, led to a surplus on the financial and capital 

accounts of the balance of payments (making it possible to more than offset the current 

account deficit), as well as  - in some countries - by the acceleration of the growth of exports 

and a current account surplus (a “generalised Dutch disease”). In addition, in the case of new 

EU members, the appreciation pressure was enhanced by the inflow of EU funds and the extra 

inflow of private capital, induced by the upgrading of credit worthiness of pertinent host 

countries by international rating agencies.  

 

Table 12. Changes of the real effective exchange rate, 2005-2013 (2005=100) 

Country  2005 2007 2009 2013 

2005=100 Average 

annual 

growth rate 

(%) 

CEE       

Czech Republic 100.0 108.7 120.5 118.7 2.2 

Hungary 100.0 107.0 103.9 102.6 0.3 

Poland 100.0 105.8 98.5 101.3 0.2 

Slovakia 100.0 117.6 137.2 n.a. n.a. 

SEE      

Bulgaria 100.0 110.3 126.0 123.3 2.6 

Croatia 100.0 102.8 108.7 104.4 0.5 

Macedonia 100.0 100.5 102.9 97.0 –0.4 

Romania 100.0 116.3 102.2 105.4 0.7 

Russia 100.0 115.9 115.2 136.3 4.0 

EEC       

Armenia 100.0 123.9 124.6 128.9 3.2 

Georgia 100.0 109.6 124.3 126.4 3.0 

Moldova 100.0 111.5 135.4 136.8 4.0 

Ukraine 100.0 105.6 96.5 98.1 –0.2 

n.a. - not applicable (Slovakia joined the eurozone in 2009). 

Note: increase of the index implies a real appreciation of the domestic currency, while a decrease –  

its real depreciation.  

Source: IMF, International Financial Statistics, October 2010, Washington D.C.; IMF, International 

Financial Statistics Database 2014: http://elibrary-data.imf.org/DataReport.aspx?c=1449311& 

d=33061&e=169393; own calculations. 

 As indicated by the data in Table 12, after 2005 the real effective exchange rates (or 

REERs) of the domestic currencies in all but two countries shown have appreciated albeit 
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some of them displayed signs of a short-term volatility. Among the CEE and SEE countries, 

the Bulgarian leva and the Czech koruna appreciated the most strongly in real terms; their 

international values increased at the average annual rate of 2.6% and 2.2% respectively.41 On 

the other hand, the REERs in Romania, Poland, Croatia and Hungary appreciated in a much 

slower pace (in the range of only 0.2-0.7%). Macedonia was the only country in this group 

that experienced a real currency depreciation (-0.4% annually). The CIS countries showed 

quite a differentiated performance. On the one hand, Armenia, Georgia and Moldova  

recorded an appreciation of their currencies of 3-4% annually while in Ukraine this process 

took the opposite course (a 0.2% depreciation). Simultaneously, the majority of the currencies 

involved were occasionally subject to short-term depreciations.  

 Russia is a distinct case. The currency of this country was subject to a strong real 

appreciation until 1997, which was mainly due to a sizeable export surplus (arising from the 

exports of oil and its products, as well as mineral raw materials). As a result of the crisis in 

August 1998, the exchange rate of the rouble collapsed. In 2000, the international purchasing 

power of the Russian currency began to rise again – yet in this period, some other factors 

were at the source of these developments. Although the trade surplus continued to rise, at the 

same time the inflow of foreign direct investment to Russia began to grow, encouraged by the 

positive perception by international markets of the country’s macroeconomic performance. 

Over the past six years, the appreciation was most strongly fuelled by record prices of oil and 

other energy resources exported by the country. As a derivative of these developments, until 

2010 the scale of real appreciation of Russia’s currency was very large (7.1% per annum in 

average in 2000-2010 including a drop of its international purchasing power in 2009). After 

2010 the pace of this process considerably slowed down. Nevertheless, the appreciation trend 

continued until the early-2014 when it was reverted due to the Russian invasion on Crimea, 

the subsequent Western sanctions on this country and the falling oil and gas prices in the 

world markets.  

 To conclude the analysis in this subchapter, it is worth undertaking a brief assessment of 

the effectiveness of macroeconomic policies pursued in the new EU member countries from 

Central and South-eastern Europe, in terms of their ability to meet the Maastricht nominal 

convergence criteria (Box 2). 

Box 2. Criteria for nominal convergence in new EU member states (data as of 2013) 

Country  Inflation  General 

government 

balance  

Public debt Interest rates1  Exchange rate2  

Reference 

value  
1.3 –3.0 60.0 8.0 +/– 15% 

Bulgaria 0.4 –1.2 18.3 3.5 .. 

Croatia 2.3 –5.2 75.7 4.7 .. 

Czech Republic 1.4 –1.3 45.7 2.1 10.8 

Hungary  1.7 –2.4 77.3 5.9 8.3 

Lithuania  1.2 –2.6 39.0 3.8 0.0 

Poland  0.8 –4.0 55.7 4.0 19.0 

Romania 3.2 –2.2 37.9 5.4 .. 

                                                 
41 In the earlier period, the highest rate of real appreciation was observed in Poland; between 1995 and 2001, it 

amounted to 5.6% annually.  
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1 – Bond yields (annual data). 2 – 2005. 

Exchange rate criterion taken from the previous edition of the paper. 

Source: Eurostat: http://ec.europa.eu/eurostat; Rapacki R., Matkowski Z., Próchniak M., Transition Countries: 

Economic Situation and the Progress of Market Reforms, „World Economy Research Institute 

Working Papers”, No. 320, Warsaw School of Economics, Warsaw 2013; own calculations. 

 According to the data for 2013, the best-performing EMU candidate countries were 

Bulgaria and the Czech Republic which - as the only ones in the group - fulfilled all EMU 

entry requirements (with the latter country just marginally exceeding the inflation target). This 

implies a clear progress compared to the situation prevailing not long ago (when no country 

succeeded in meeting the eligibility criteria, see our previous Reports). Poland and Romania 

were close not meeting only one criterion. Other CEE countries have shown much worse 

results with Croatia being at the moment the farthest away from the euro zone. The main 

underlying reason was a global financial crisis and a subsequent economic slowdown, which 

was conducive to an accelerated inflation and high budget deficits.  

 

3. STRUCTURAL REFORMS 

 

3.1. Overall assessment  

The most important structural changes in transition economies, on their road from central 

planning to a market system, included privatization, liberalization of markets and broadening 

the scope of economic freedom. The latter encompassed steps such as stifling corruption and 

removing bureaucratic barriers that impeded the development of entrepreneurship. Other 

structural changes comprised support for the development of markets and competition; a 

public finance reform, combined with a comprehensive reform of government institutions 

designed to upgrade their effectiveness and strengthen functions stimulating economic 

development (through measures such as creating positive externalities for private 

entrepreneurship); an expansion of financial intermediation and the development of financial 

markets.  

 Generally, systemic transformations in the former communist countries—as seen from 

today’s perspective in terms of their scope and depth—deserve positive evaluation. As a 

group, these countries have made substantial progress liberalizing and opening their 

economies, creating market mechanisms and building basic institutions to ensure the efficient 

functioning of the market. 

The scope and pace of structural reforms, and generally the progress of systemic 

transformation, varied considerably from one country to another. At one end of the spectrum 

there were CEE and SEE countries, which were recognized as functioning market economies 

by the EBRD. In this first group, the most advanced in the reform process have been Estonia, 

Poland and the Czech Republic. The other end of the spectrum comprised countries such as 

Turkmenistan, Belarus and Uzbekistan, where by 2013 market reforms were still in the very 

early stage. Moreover, the latter group has begun to lag increasingly behind even those CIS 

countries (Armenia, Georgia, Ukraine, Russia, Kazakhstan, and Moldova) that have embarked 

already on structural reforms. As a result, the “institutional gap” between top-reformer 

countries and those lagging behind in the process has widened over the past several years. 

Table 13 provides a list of indicators used by the EBRD, showing the advancement of 

systemic transformation in individual countries by end-2013.  
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Table 13. Progress in systemic transformation in transition countries, 2010-2013 

Country 

Enterprise sector 

Development of 

markets and 

competition 

Financial 

institutions 

Infra-

structur

e 

Average 

score 
Large 

scale 

priva-

tization 

Small 

scale 

priva-

tization 

Govern

ance 

and 

enterpri

se 

restru-

cturing  

Price 

liberali-

zation 

Trade 

and ex-

change 

rate 

regime 

Compe-

tition 

policy  

Bankin

g 

Capital 

markets, 

insuranc

e and 

other  

finan-

cial 

services 

Infra-

struc-

ture 

CEE           

Czech Republica 4 4.3 3.3 4.3 4.3 3 4 3.7 3.3 3.80 

Estonia 4 4.3 3.7 4.3 4.3 3.7 3.7↓ 3.3↓ 3.7 3.89↓ 

Hungary 4 4.3 3.7 4↓ 4↓ 3.3↓ 3.3↓ 3↓↓ 3.7 3.70↓↓ 

Latvia 3.7 4.3 3.3 4.3 4.3 3.7  3.3↓  3.3↑ 3.3↑ 3.73↑ 

Lithuania 4 4.3 3 4.3 4.3 3.7 3.3↓ 3.3 3.3↑ 3.73 

Poland 3.7 4.3 3.7  4.3 4.3 3.7 3.7 3.7↓ 3.7↑ 3.87 

Slovakia 4 4.3 3.7 4.3 4↓ 3.3↓ 3.7 3↑ 3.3 3.73↓  

Average for CEE          3.78↓ 

SEE           

Albania 3.7  4 2.3 4.3 4.3 2,3 2.7 2.3↑ 2.3 3.13↑ 

Bosnia & Herzegovina 3 3 2 4 4 2,3 2.7↓ 2↑ 2.7↑ 2.84 

Bulgaria 4 4 2.7 4.3 4.3 3 3↓↓ 3 3.3↑ 3.53↓ 

Croatia 3.7↑ 4.3 3,3 4 4.3 3  3.3↓ 3.3↑ 3.3↑ 3.62↑  

Kosovo 1.7 3.3 2 4 4 2.3 2.3 1.7 2.3 2.62 

Macedonia 3.3 4 2.7 4.3 4.3 2.7 2.7↓ 2.3↓  2.7  3.22↓ 

Montenegro 3.3  3.7 2,3 4 4,3 2  2.7↓ 2.3↑ 2.3  2.99  

Romania 3.7 3.7 2.7 4.3 4.3 3.3 3↓ 3 3.3 3.47↓ 

Serbia  2.7 3.7 2.3 4 4  2.3 2.7↓ 2.7↑ 2.7↑ 3.01↑  

Slovenia 3 4.3 3 4 4.3 2.7 3↓ 3 3.3↑ 3.40 

Average for SEE          3.18 

Russia 3 4 2.3 4 4 2.7 2.7 2.7↓ 3↑ 3.12 

EE&C           

Armenia 3.7 4 2.3 4 4.3 2.3 2.3↓ 2↓ 2.7 3.09↓ 

Azerbaijan 2 3.7 2 4 4 1.7 2↓ 1.7 2 2.57↓ 

Belarus 1.7 2.3 1.7 3  2.3 2 2↓  2 1.7 2.09  

Georgia 4 4 2.3 4.3 4.3 2 2.7 1.7 2.7  3.12  

Moldova 3 4 2 4 4.3 2.3 2.3↓ 2.3↑ 2.3 2.99 

Ukraine 3 4 2.3  4 4  2.3 2.7↓ 2.3↑ 2.3 3.06 

CA           

Kazakhstan 3 4 2 3.7 3.7 2 2.7 2.7 2.7 2.95  

Kyrgyzstan 3.7 4 2 4.3 4.3 2 2↓ 1.7↓ 1.7 2.86↓ 

Tajikistan 2.3 4 2  4 3.7↑ 1.7 2↓ 1.3↑ 1.7 2.52↑  

Turkmenistan 1 2.3 1 3 2.3 1 1 1.3↑ 1 1.50↑ 

Uzbekistan 2.7 3.3 1.7 2.7 1.7 1.7 1↓↓ 1.3↓↓ 1.7 2.09↓ 

CIS average          2.66 

a – 2007.  

Note: Scale from 1 to 4.3; the higher the score, the greater is the progress in the reform process. 

Source: EBRD, Transition Report 2013, London 2013; EBRD, Transition Report Database: 

http://www.ebrd.com/pages/research/analysis/forecasts.shtml; own calculations. 
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 As the data in Table 13 shows, by 2013 the pace of reforms at the country level seems not 

only to have slowed down compared to previous years but - for the first time since the 

transition indicators were introduced (1994) - the reform process might have been in many 

respects reverted. Last year downgrades (34) considerably outnumbered upgrades (21). The 

backlash in question took place in particular in four areas: banking (nineteen countries), 

capital markets, insurance and other financial institutions (six countries) and – to a lesser 

extent - trade and exchange rate regime as well as competition policy. At the level of country 

sub-groups the most gloomy picture can be found in the CIS economies (5 upgrades vs. 13 

downgrades) and in CEE countries (5 vs. 12) while in the SEE group this proportion turned 

out to be insignificantly positive (11 vs. 9).  

 Simultaneously however, in some countries and areas a further progress in the reform 

process has been a case (these included infrastructure, and capital markets, insurance and 

other financial services where upgrades in particular countries slightly outnumbered 

downgrades). 

 As far as individual countries are concerned, a relatively largest improvement (three 

upgrades vs. one downgrade) took place in Croatia (large scale privatization, capital markets 

and infrastructure vs. banking), followed by Latvia, Bosnia and Herzegovina, Serbia and 

Tajikistan  (two upgrades vs. one downgrade respectively). On the other hand however, 

Hungary suffered a remarkable reversal of market reforms with as much as four areas (price 

liberalization, trade and exchange rate regime, banking and capital markets, insurance and 

other financial services) exhibiting downgrades compared to the past. The other major 

contributors to the negative overall structural reform picture in 2013 comprise Estonia, 

Macedonia, Armenia, Kyrgyzstan and Uzbekistan, with two downgrades respectively.  

At the level of countries’ sub-groups, the past several years have shown that structural 

transformations in CIS countries have lost their momentum compared with Central and South-

Eastern Europe. Most of the reform effort to date has focused on fundamental market reforms, 

including the liberalization of prices and foreign trade and small-scale privatization, or the 

transformation of retail trade and consumer services. On the other hand, relatively little 

progress has been made in developing key market institutions. This especially holds true for 

the judiciary system, public administration, health service, pension system, labor market and 

the banking sector, as well as competition policy and creating effective bankruptcy 

procedures. Institutional reforms ran into resistance wherever they were aimed at moving 

away from the traditional role of government as a direct participant of economic life in favour 

of its new functions such as regulation and designing institutions that are supposed to create a 

market environment and conditions for its efficient functioning.  

 One of the most important determinants of the rate and breadth of structural reforms in 

former communist countries was the prospect of EU membership. As shown, inter alia, in 

annual EBRD assessments, countries invited to join the EU42 initiated their structural reforms 

earlier, implemented them much more effectively and with greater commitment, and today are 

much more advanced in the reform process than the remaining transition economies.  

The foregoing analysis leads to three important conclusions. First, it turns out that the 

existence of an “external anchor” or the prospect of EU membership and the need to make the 

necessary institutional adjustments, can significantly accelerate the reform process and 

                                                 
42 The Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Slovakia and Slovenia which joined the EU 

on May 1, 2004; Bulgaria and Romania, who followed suit on 1 January, 2007, and Croatia who was admitted to 

join the EU on 1 July 2013.  
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facilitate structural reforms in the candidate countries.43 Second, the use of this “anchor” can 

lead to different structural reform paths not only in transition economies, but also in a much 

broader sample of countries. As IMF assessments show, the quality of institutions in the new 

EU member states is currently higher on average than in other countries at a similar level of 

development. In the remaining transition economies, particularly CIS countries, the 

development of the institutional market infrastructure is slightly lower than in other countries 

with a similar level of development.44  

Chart 4. The progress of structural reforms and economic growth in transition 

countries* 

 

 

* – excluding Belarus, Turkmenistan and Uzbekistan. 

For the Czech Republic, data on progress of market reforms refer to 2007. 

Source: Authors’ calculations.  

 

 Third, the progress of structural reforms was an important determinant of economic growth 

in transition countries. The regression analysis conducted for the purpose of the present study 

(Chart 4) reveals that the countries, which were the most advanced in the process of systemic 

transformation, achieved faster GDP growth on average in 1990-2012 than those lagging 

behind in this process. The positive correlation between these two variables is especially clear 

in Central Europe. By contrast, in countries such as Tajikistan, Bosnia & Herzegovina, 

Montenegro, Serbia, Moldova, Georgia, and Ukraine, the lack of major structural reforms 

contributed to negative GDP growth rates throughout the analyzed period.  

 As a wrap up it should be stressed that the EU accession does not automatically entail the 

end to the process of structural reform and institutional adjustment in eleven new member 

                                                 
43 This conclusion however calls for an important qualification. As shown, inter alia, in a recent study by the 

present author, the quality of institutions in the CEE countries (or EU10) at the time of their EU accession was 

higher than had been the case in the previous EU enlargements in the latecomer economies such as e.g. Greece, 

Portugal or Spain. See, Rapacki, R. (2012), Poland and Greece - Two Contrasting EU Enlargement Experiences, 

ZEI Discussion Paper No. 213, University of Bonn, Centre for European Integration Studies.  
44 See IMF, World Economic Outlook 2002, Washington D.C. 2002, p. 102.  
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countries from Central and South-Eastern Europe. On the contrary, they will have to intensify 

their structural reforms, so as to be able to fully capture the benefits of membership and enter 

a path of fast real convergence of their economies to the level of the “old” EU45. A 

particularly significant challenge for the new member states in this regard is broadening the 

scope of financial intermediation and deepening their financial markets, restructuring of 

strategic sectors such as energy, heavy industry and agriculture, and the reform of public 

administration (including the justice system), particularly at the regional and local level. 

Weaknesses present in these areas can be seen, inter alia, as factors adversely affecting their 

capability to efficiently absorb the EU funds and make the best use of them. 

 

3.2. Privatisation  

The privatization of state-owned enterprises (SOEs) has been one of the key determinants of 

success in the transition from central planning to a free market. The transfer of property rights 

to private hands by the state is a prerequisite for increasing the efficiency of allocation and 

use of resources in the economy and improving its international competitiveness. Although 

privatization is, no doubt, indispensable for improved efficiency, it is not a sufficient 

condition. Experience gained in many countries, including those analyzed in this text, shows 

that ownership changes alone do not automatically make privatized firms behave like market 

entities—just as they do not guarantee greater efficiency. Private ownership ensures optimal 

economic effects only when firms are subject to competitive pressures (in a proper market 

structure) and when properly designed institutions provide the right market environment. 

These institutions should ensure security of transactions and the predictability of business 

activity, while supporting entrepreneurship and innovation. From this point of view, the most 

important institutions include a stable and clear legal system and a regulatory framework, 

combined with an effective enforcement system, a simple and neutral tax structure, and, most 

importantly, an efficient and accountable government operating according to transparent 

rules, along with a public administration friendly to private entrepreneurs.  

 In our earlier studies we gave a detailed account of ownership changes in 1990-2010 and 

the diversity of privatisation paths in the countries undergoing systemic transformation. The 

indices listed in Table 14 illustrate the progress in privatisation in these countries as of end-

2013. 

Table 14. Progress in privatisation, 2013 

 Freedom House 

privatisation index 

EBRD large 

privatisation 

index  

EBRD small 

privatisation 

index   

EBRD 

enterprise 

restructuring 

index   

Share of 

private 

sector in 

GDP (%) 

 2001 2002 Trend 2001 2013a 2001 2013a 2013b 2010c 

CEE          

Czech Republic 1.75 1.75  4 4d 4.3 4.3d 3.3d 80 

Estonia 2.50 1.75 ↑↑ 4 4 4.3 4.3 3.7 80 

Hungary  1.50 1.50  4 4 4.3 4.3 3.7 80 

                                                 
45 See: R. Rapacki (ed.), Wzrost gospodarczy w krajach transformacji: konwergencja czy dywergencja? 

(Economic growth in transition economies: real convergence or divergence?), PWE, Warsaw 2009; R. Rapacki 

and M. Próchniak, The EU Enlargement and Economic Growth In the CEE New Member Countries, 

"European Economy, Economic Papers" no. 367, March 2009, website: 

http://ec.europa.eu/economy_finance/publications/publication14295_en.pdf  
. 

 

. 

http://ec.europa.eu/economy_finance/publications/publication14295_en.pdf
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Latvia  2.50 2.50  3 3.7↑ 4.3 4.3 3.3↑ 70 

Lithuania  1.75 2.25 ↓↓ 3.3 4↑ 4.3 4.3 3 75 

Poland  2.00 2.25 ↓ 3.3 3.7↑ 4.3 4.3 3.7 75 

Slovakia 3.00 2.00 ↑↑ 4 4 4.3 4.3 3.7 80 

Average 2.14 2.00 ↑ 3.66 3.91↑ 4.3 4.3 3.49 77 

SEE          

Albania 3.75 3.25 ↑↑ 3 3.7↑ 4 4 2.3 75 

Bosnia & Herzegovina 5.00 5.00  2.3 3↑ 2.7 3↑ 2 60 

Bulgaria 3.50 3.00 ↑↑ 3.7 4↑ 3.7 4↑ 2.7 75 

Croatia 3.50 3.25 ↑ 3 3.7↑ 4.3 4.3 3.3↑ 70 

Kosovo .. ..  .. 1.7 .. 3.3 2.0 .. 

Macedonia 4.00 4.25 ↓ 3 3.3↑ 4 4 2.7 70 

Montenegro .. ..  1.7 3.3↑ 2 3.7↑ 2.3↑ 65 

Romania 3.75 3.75  3.3 3.7↑ 3.7 3.7 2.7 70 

Serbia  5.00 4.75 ↑ 1 2.7↑ 3 3.7↑ 2.3 60 

Slovenia 2.25 2.50 ↓ 3 3 4.3 4.3 3 70 

Average 3.84 3.72 ↑ 2.67 3.21↑ 3.52 3.80↑ 2.52 68 

Russia 3.75 3.50 ↑ 3.3 3↓ 4 4 2.3 65 

EE&C           

Armenia 3.25 3.25  3 3.7↑ 3.7 4↑ 2.3 75 

Azerbaijan 4.75 4.25 ↑↑ 2 2 3.3 3.7↑ 2 75 

Belarus 6.00 6.00  1 1.7↑ 2 2.3↑ 1.7 30 

Georgia 3.25 3.25  3.3 4↑ 4 4 2.3 75 

Moldova 3.50 4.00 ↓↓ 3 3 3.7 4↑ 2 65 

Ukraine 4.25 4.25  3 3 3.3 4↑ 2.3↑ 60↓ 

CA          

Kazakhstan 4.25 4.00 ↑ 3 3 4 4 2 65↓ 

Kyrgyzstan 4.50 4.25 ↑ 3 3.7↑ 4 4 2 75 

Tajikistan 5.75 5.50 ↑ 2.3 2.3 3.7 4↑ 2↑ 55 

Turkmenistan 6.75 6.75  1 1 2 2.3↑ 1 25 

Uzbekistan 6.00 6.00  2.7 2.7 3 3.3↑ 1.7 45 

CIS average  4.67 4.58 ↑ 2.55 2.76↑ 3.39 3.63↑ 1.97 59 

a – Arrows represent the changes between 2001 and 2013. 

b – Arrows represent the changes between 2007 and 2013. 

c – Arrows represent the changes between 2007 and 2010. 

d – 2007. 

Notes: Freedom House index of privatization – scale from 1 to 7; the higher the score, the less advanced is the 

ownership transformation process.  

EBRD index – scale from 1 to 4.3; the higher the index, the more advanced is the privatisation process.  

The assessment criterion for privatization progress used by the EBRD is chiefly based on the number of 

privatised SOEs, while the Freedom House index takes also account of the legal framework for privatisation.  

Source: Nations in Transit 2002, Freedom House 2003; EBRD, Transition Report 2001, London 2001; EBRD, 

Transition Report 2013. Stuck in Transition?, London 2013; EBRD, Transition Report Database 2014: 

http://www.ebrd.com/pages/research/economics/data/macro.shtml. 

 A more detailed analysis of this data leads to a number of conclusions. Firstly, the Central 

European countries, which joined the EU in 2004 were the most advanced in the process of 

ownership transformation. Among other sub-groups of countries, Bulgaria, Croatia and 

Romania matched their achievements in some respects, while Belarus, Turkmenistan and 

Uzbekistan were at the opposite end of the spectrum. The domination of state ownership and 

the lack of privatization progress in these countries were mainly due to political factors, 

combined with unwillingness to push ahead with far-reaching market reforms. 

  Secondly, as shown in Chart 5, over the whole transformation period, there was a clear 

positive correlation between progress in privatisation and the rate of economic growth across 
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the entire analysed sample, as well as in individual countries. The correlation in question 

becomes statistically significant once the countries where privatisation has been halted or has 

not yet commenced (Belarus, Turkmenistan, Uzbekistan) are excluded from the sample.  

  

Chart 5. Progress in privatization* and economic growth in transition countries** 

 

* – Freedom House index, 2003. 

** – excluding Belarus, Turkmenistan and Uzbekistan. 

Note: Privatization index for Serbia includes also Montenegro and Kosovo (in 2003, both countries made part 

of Serbia). 

Source: Authors’ calculations. 

Thirdly, the majority of transition economies have made far more progress in small-scale 

privatisation than in ownership changes in the large enterprise sector. This is not surprising as 

the privatization of large SOEs has encountered barriers such as a limited stock of domestic 

capital, resistance from organized special interest groups (in particular trade unions), various 

social concerns (including fear of unemployment) and political considerations.46 

 Fourthly, the data in Table 14 seems to support, at least in part, our earlier claim that a 

change of the legal form of ownership does not by itself guarantee market success and a rapid 

rise of efficiency. This is confirmed by a comparison of indicators that illustrate the progress 

in large scale privatization, on the one hand, and advancement made in the restructuring of 

privatized SOEs and in the development of corporate governance, on the other. The 

privatization progress indicator tends to be higher than the score of enterprise restructuring 

and corporate governance. At the level of particular regional sub-groups the gap in question 

tended to remain much more sizeable in the CIS and SEE countries than in Central Eastern 

                                                 
46 These include attempts by politicians to maximize the stream of “political goods” with a view to increase 

their election chances, a trend that is extensively discussed in the literature on public choice theory. See, for 

example, Gwartney, J.D., R.L. Stroup and R.S. Sobel, Economics. Private and Public Choice, 9th edition, 

Dryden Press, Fort Worth 2000. 
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Europe. Among the top-reformer countries, particularly large discrepancies between these 

indicators have been noted in Bulgaria, Romania and Lithuania. Certain deviations from this 

pattern can be found in Poland and Slovenia where both indices reached the same level (albeit 

in the case of Slovenia at quite a low level).  

 Fifthly, compared to earlier years, the progress in the process of ownership transformation 

dramatically decelerated. Last year the EBRD upgraded its score for only one country, 

Croatia, for improved performance in the field of large-scale SOE privatization.  

These trends are due to two basic factors. The countries most advanced in the process of 

structural reform have been increasingly running out of resources (assets and enterprises) that 

are the subject of “easy” privatization. The governments involved have been left with (i) 

SOEs struggling with financial problems and consequently difficult to sell, and (ii) strategic 

assets that politicians are reluctant to part with. 

 

3.3. Economic freedom 

 

Economic freedom ranks among the basic yardsticks of progress in the process of transition 

from a command economy to a market-driven one. Economic freedom depends on a number 

of different factors; the most crucial encompass legal determinants of business activity (such 

as e.g. market entry and exit regulations). Other factors include the effectiveness of the 

judiciary system in enforcing the law and in resolving business disputes, the tax system, the 

scope of government regulation and the role of the state in the economy. Economic freedom is 

greatly enhanced by privatization and, in general, by a growing share of the private sector in 

the economy. By contrast, corruption adversely affects economic freedom (while economic 

freedom evidently contributes to stifling corruption).  

Table 15 shows aggregate indicators of economic freedom and corruption perception for 

all the analyzed countries. The indicators are for 2000-2013/14; they show both the current 

situation in these areas and the changes that took place in a ten-year period specified above. 

Later in this chapter, the discussion of these general indicators will be supplemented by an 

attempt to offer a more detailed assessment of selected factors that may have affected the 

aggregate index of economic freedom. The analysis will in particular focus on bureaucratic 

barriers created by the government that adversely influence business environment (Table 16), 

as well as on the size of government, measured with the share of public revenue and 

expenditure in GDP (Table 10). 

A more in-depth analysis of the data in Table 15 leads to a number of findings. Firstly, the 

scope of economic freedom was the broadest in those countries that have shown the most 

determination in systemic reforms and have made the most progress in the process. This 

group primarily included new EU member countries (again, the “external anchor” effect). By 

2014, Estonia was the leader among these countries (and in the entire analyzed group); it was 

ranked eleventh in the world by the Heritage Foundation. Economic freedom in Lithuania and 

the Czech Republic was also relatively large, with a tendency toward further improvement. 

Conditions for business activity in the remaining CEE states were considerably less 

advantageous, with Slovakia offering the least scope for economic freedom. In the other sub-

groups, the widest margin of economic freedom prevailed in Georgia, Armenia and 

Macedonia, while Bosnia & Herzegovina and Serbia in the SEE region were the worst 

performers in this area. The same pattern holds true for the vast majority of former Soviet 

republics (especially Belarus, Ukraine, Russia, Moldova and Central Asian states except for 

Kazakhstan). Economic freedom in these countries was adversely affected by excessively 

developed government functions and widespread red-tape. 
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Secondly, in 2014 (compared to 2011) the average indicators of economic freedom 

improved in all analysed country sub-groups. Among the CEE countries, this trend comprised 

all but one (Slovakia) countries involved (with Poland and Latvia recording the largest 

progress).  

The indices of economic freedom have improved in 2014 in most (exceptions being 

Croatia and Slovenia) countries of South-eastern Europe, especially in Albania and 

Macedonia. Among the CIS countries,  eight economies displayed some signs of progress. 

The opposite was true for four countries and in particular for Armenia, Kyrgyzstan, Tajikistan 

and Turkmenistan where economic freedom last year suffered a substantial backlash or a stall. 

Table 15. Indicators of economic freedom and corruption, 2000-2014 

Country Index of Economic Freedom,                                      

Heritage Foundation 

Corruption Perceptions Index, 

Transparency International 

2000 2011 2014 Trend 2010 2013 

CEE       

Czech Republic 68.6 (30) 70.4 72.2 (26) ↑ 46 (53) 48 (57) ↑ 

Estonia 69.9 (24) 75.2 75.9 (11) ↑ 65 (26) 68 (28) ↑ 

Hungary  64.4 (49) 66.6 67.0 (51) ↑ 47 (50) 54 (47) ↑ 

Latvia  63.4 (57) 65.8 68.7 (42) ↑↑ 43 (59) 53 (49) ↑ 

Lithuania  61.9 (67) 71.3 73.0 (21) ↑↑ 50 (46) 57 (43) ↑ 

Poland  60.0 (75) 64.1 67.0 (50) ↑↑ 53 (41) 60 (38) ↑ 

Slovakia 53.8 (108) 69.5 66.4 (57) ↓ 43 (59) 47 (61) ↑ 

CEE average 62.5 68.4 69.1 ↑ 51 56 ↑ 

SEE       

Albania 53.6 (110) 64.0 66.9 (54) ↑↑ 33 (87) 31 (116) ↓ 

Bosnia & Herzegovina 45.1 (140) 57.5 58.4 (101) ↑↑ 32 (91) 42 (72) ↑ 

Bulgaria 47.3 (131) 64.9 65.7 (61) ↑↑ 36 (73) 41 (77) ↑ 

Croatia 53.6 (109) 61.1 60.4 (87) ↓ 41 (62) 48 (57) ↑ 

Kosovo n.a. n.a. n.a.  n.a. 33 (111) 

Macedonia n.a. 66.0 68.6 (43) ↑ 41 (62) 44 (67) ↑ 

Montenegro n.a. 62.5 63.6 (68) ↑ 37 (69) 44 (67) ↑ 

Romania 52.1 (115) 64.7 65.5 (62) ↑↑ 37 (69) 43 (69) ↑ 

Serbia  n.a. 58.0 59.4 (95) ↑ 35 (78) 42 (72) ↑ 

Slovenia 58.3 (84) 64.6 62.7 (74) ↓ 64 (27) 57 (43) ↓ 

SEE average 50.3 62.3 63.6 ↑ 37 41 ↑ 

Russia 51.8 (117) 50.5 51.9 (140) ↑ 21 (154) 28 (127) ↑ 

EE&C        

Armenia 63.0 (62) 69.7 68.9 (41) ↓ 26 (123) 36 (94) ↑ 

Azerbaijan 49.8 (124) 59.7 61.3 (81) ↑↑ 24 (134) 28 (127) ↑ 

Belarus 41.3 (147) 47.9 50.1 (150) ↑↑ 25 (127) 29 (123) ↑ 

Georgia 54.3 (107) 70.4 72.6 (22) ↑↑ 38 (68) 49 (55) ↑ 

Moldova 59.6 (78) 55.7 57.3 (110) ↑ 29 (105) 35 (102) ↑ 

Ukraine 47.8 (129) 45.8 49.3 (155) ↑ 24 (134) 25 (144) ↑ 

CA       

Kazakhstan 50.4 (120) 62.1 63.7 (67) ↑ 29 (105) 26 (140) ↓ 

Kyrgyzstan 55.7 (102) 61.1 61.1 (85) - 20 (164) 24 (150) ↑ 

Tajikistan 44.8 (141) 53.5 52.0 (139) ↓ 21 (154) 22 (154) ↑ 

Turkmenistan 37.6 (150) 43.6 42.2 (171) ↓ 16 (172) 17 (168) ↑ 

Uzbekistan 38.1 (149) 45.8 46.5 (163) ↑ 16 (172) 17 (168) ↑ 

CIS average  49.5 55.5 56.4 ↑ 24 28 ↑ 

Notes: Index of economic freedom – scale from 0 to 100; the higher the index, the broader is the scope of 

economic freedom. The index is an average of scores in ten areas (1) business freedom, (2) trade freedom, (3) 

fiscal freedom, (4) government size, (5) monetary freedom, (6) investment freedom, (7) financial freedom, (8) 

protection of property rights, (9) freedom from corruption, and (10) labour freedom. Places in ranking were 

provided in brackets – in 2009 it included 179 countries.  
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Transparency International corruption index – scale from 1 to 10; the higher the index the lower is the 

corruption level. The index is calculated based on similar indices of other institutions and own research. Figures 

in brackets represent countries’ places in the ranking – in 2008 the ranking covered 180 countries.  

↑ indicates an improvement while ↓ a deterioration. 

n.a. – data not available. 

Source: The Heritage Foundation, 2014 Index of Economic Freedom, Washington, D.C, 2014: http://www. 

heritage.org/index/; Transparency International, Corruption Perceptions Index: http://www. 

transparency.org/cpi2013/results; own calculations.  

 

A regression analysis conducted by the authors indicates that economic freedom has been 

conducive to fast economic growth (and conversely – constraints on economic freedom have 

become a barrier to growth). This relationship finds support in Chart 6, showing the 

correlation between the scope of economic freedom and the GDP growth rate (especially after 

excluding from the sample countries where the transformation has been halted or has not yet 

begun). 

   Chart 6. Economic freedom and economic growth in transition countries* 

 

* – excluding Belarus, Kosovo, Turkmenistan and Uzbekistan. 

Source: Authors’ calculations.  

According to a widespread view there is a trade-off between economic freedom and the 

incidence of corruption. Although the roots of corruption appear to be of a much more 

complex nature, it is definitely promoted by the lack of clear rules governing political life. 

Other determinants include excessively developed government functions; lack of transparency 

in decision-making; unclear and overly complicated legal regulations that leave day-to-day 

economic decisions to the discretion of public administration officials and politicians; and 

excessive bureaucracy in the economy. The influence of red tape (measured by the scope of 

market entry barriers created by the state administration) is more universal in nature. As other 

studies indicate, there is a positive correlation between the incidence of corruption and the 
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number of bureaucratic procedures required to start a business activity. This relationship is 

evident not only in the transition countries, but throughout the world.47  

The data on perceived corruption in Table 15 prompts the following two conclusions. 

First, the data in part confirms the inverse relationship between economic freedom and the 

incidence of perceived corruption. This problem seems to be the least acute in Central 

European countries, while assuming disastrous proportions in most South-Eastern European 

economies and all the CIS states (except for Georgia).  

 Second, last year brought a decline in the perception of corruption in the overwhelming 

majority of former communist countries exceptions being only Albania, Slovenia (from a 

relatively low levels of incidence however) and Kazakhstan. In CEE region, the biggest 

progress was reported in Latvia, Hungary, Poland and Lithuania; in SEE the best performers 

included Bosnia & Herzegovina, Croatia, Montenegro and Serbia while in the CIS - Georgia, 

Armenia and Moldova.  

Table 16. Business environment in transition economies, 2013 

Country Entry regulations Contract 

enforcement 

Employing 

workers 

Insolvency 

procedures 

Ease of 

doing 

business 

index 
(1=most 
business-

friendly 
regulations) 

Number of  

start up 

procedures  

Time 

required  

to start a 
business    

(days) 

Number of 

procedures 

required to 
register 

property 

Time 

required to 

register 
property   

(days) 

Number of 

procedures 
Time 

required  

(days) 

Employment 

rigidity index 

(scale from              
0= flexible to 

100= rigid)a 

Time to 

resolve 

insolvency  
(years) 

CEE          

Czech Republic  9   20   3   24   27   611   11   2.1 ↑  75 ↓ 

Estonia  5   7   3   18   35   425   51   3.0   22 ↓ 

Hungary   4   5   4   17   35   395   22   2.0   54 ↓ 

Latvia   4   13 ↑  5   18   27   469   43   1.5   24  

Lithuania   4 ↑  7 ↑  3   3   32   300   38   1.9 ↓  17 ↑ 

Poland   4 ↑  30 ↑  6   35 ↑  33   685   25   3.0   45 ↑ 

Slovakia  7 ↓  19 ↓  3   17   32   545   22   4.0   49 ↓ 

SEE          

Albania  5   5   6   33   39   525 ↓  25   2.0   90 ↓ 

Bosnia & Herzegovina  11   37   7   25   37   595   33   3.3   131 ↓ 

Bulgaria  4   18   7   14   38   564   19   3.3   58 ↓ 

Croatia  6   8   5   103   38   572   50   3.1   89 ↓ 

Kosovo  6 ↑  30 ↑  7 ↑  28 ↑  53   420   n.a.  2.0   86 ↑ 

Macedonia  2   2   7   31 ↑  37   604 ↑  14   1.8 ↑  25 ↑ 

Montenegro  6   10   6 ↑  70 ↑  49   545   13   1.4   44 ↑ 

Romania  5 ↑  9 ↑  8   20   32   512   46   3.3   73  

Serbia   6   12 ↑  6   11   36   635   35   2.0   93 ↓ 

Slovenia  2   6   5   110   32   1270 ↑  54   2.0   33 ↓ 

Russia  7 ↑  15 ↑  4 ↑  22 ↑  36   270   38   2.0   92 ↑ 

EE&C          

Armenia  2 ↑  4 ↑  3   7   49   570   21   1.9   37 ↑ 

                                                 
47 See New Europe: Report on Transformation (in Polish), ed. by D. Rosati, charts 3.3 and 3.4, p. 89. Institute of 

Eastern Studies, 13th Economic Forum, Krynica, September 4-6, 2003. 
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Azerbaijan  3 ↑  7 ↑  4   11   40   237   10   2.3 ↑  70 ↑ 

Belarus  5 ↑  9 ↑  2   4 ↑  29   275   11   3.0   63 ↑ 

Georgia  2   2   1   2   33   285   7   2.0   8 ↑ 

Moldova  6 ↑  7 ↑  5   6   31   337 ↓  41   2.8   78 ↑ 

Ukraine  6 ↑  21 ↑  8 ↑  45 ↑  30   378   31   2.9   112 ↑ 

CA          

Kazakhstan  6   12 ↑  4   23 ↑  37   370   17   1.5   50 ↑ 

Kyrgyzstan  2   8 ↑  4   6   38   260   18   4.0   68 ↑ 

Tajikistan  5   33 ↓  6   37   35   430   49   1.7   143 ↓ 

Turkmenistan n.a. n.a. n.a. n.a. n.a. n.a.  n.a.  n.a. n.a. 

Uzbekistan  4 ↑  9 ↑  14   77   41 ↑  195   32   2.0   146 ↑ 

a – 2009;          n.a. – data not available. 

Notes:↑ indicates an improvement and ↓, a deterioration compared to 2012. 

Source: World Bank, World Development Indicators Database 2014: http://databank.worldbank.org/. 

 Table 16 gives account of the scope of government regulation of key areas in transition 

economies. The data, which supplements general economic freedom indicators, provides 

some vital information on the strength and number of bureaucratic hurdles (including entry 

and exit barriers) that constrain business activity in individual countries. At the same time, the 

data shed some light on the quality of institutions that constitute the market environment and 

affect business climate (quality of the legal system, the effectiveness of law enforcement, and 

the time and cost of resolving contractual disputes in courts). The table also includes data that 

illustrates procedures linked with the registration of property and government regulation of 

the labor market. 

 The data reveals that these are the Baltic States that offer the best conditions for business 

activity. This is due to a small number of bureaucratic barriers in these countries, coupled 

with ease of entry and exit, and a judiciary system which is highly effective in enforcing 

contracts. This general conclusion is supported by the Ease of Doing Business index (last 

column) which was added to Table 16 for the first time in this edition of the Report. On the 

other hand, the business environment in the Czech Republic, Hungary, Poland and Slovakia 

ranked – by most means – among the relatively least encouraging in Central and Eastern 

Europe.  

These findings only partly confirm a pattern resulting from international experience, i.e. 

that market entry barriers are inversely proportional to the level of economic development. 

While this pattern appears to hold true for Central and Eastern Europe and some of the South-

Eastern European countries, the available evidence for the CIS countries does not support it. 

Key determinants of business environment also include the labor market regulations that 

set out procedures for hiring and firing employees. Seen from this angle, the most favourable 

conditions for business prevailed in the Czech Republic, whose labor market was the most 

flexible, as well as in Hungary, Slovakia and Poland. On the other hand, in the Baltic states, 

the index of labour market rigidity was above the average for the group of new EU member 

countries. Among the SEE economies the most flexible labour markets existed in Bulgaria, 

Montenegro and Macedonia.  

In the past year alone, in a number of transition economies a clear improvement in 

business environment took place while some deterioration in the conditions for private 

business activity occurred in just a few countries (Slovakia, Albania and Tajikistan). At the 
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level of particular sub-groups, the most pronounced positive trend prevailed in the entire CIS 

region. As far as individual countries are concerned, it is worth commending in particular the 

efforts of the authorities to remove the barriers constraining the development of 

entrepreneurship in Poland (three areas) and Lithuania (CEE sub-group), Kosovo (four areas), 

Macedonia and Montenegro (SEE region), as well as Russia and Ukraine (four areas), 

Azerbaijan and Uzbekistan in the CIS region. 

 

3.4. The government and the economy 

One of the most formidable challenges of systemic transformation was the need to redefine 

the basic functions of the government in an emerging market economy. As a result, one of the 

key dimensions of institutional reform was the transformation of the government itself aimed 

to downsize its dominium (thanks to measures such as privatization and withdrawal from 

many of the functions performed in a centrally planned economy). At the same time, the 

government was supposed to take on new functions arising from the logic of a modern market 

economy. The downsizing of the state was also meant to contribute to its increased efficiency 

and effectiveness. In other words, the government in its new role was to become a special 

case of a pure public good.48 

 We shall confine our assessment in this section to two aspects of government functions in 

transition economies: (1) the size of government as measured by the share of public revenue 

and expenditure in GDP; and (2) the role of public expenditure as a potential source of 

positive externalities for businesses.  

 

3.4.1. Size of government 

 While assessing the size of government, it is useful to refer back to Table 10 (Section 

2.1). The data involved indicates that the most extensive government functions were 

performed in CEE countries (except for the Baltics and Slovakia) as well as in Slovenia, 

Serbia, Bosnia & Herzegovina, Croatia, Montenegro, Belarus and Ukraine where the share of 

public expenditure and revenue in GDP tended to significantly exceed 40% or even 50% 

(Slovenia). The share indices were somewhat lower in the remaining SEE countries and in the 

Eastern European states including Russia. On the other hand, the smallest-government 

countries were to be found in most of the Caucasus and Central Asia regions. This pattern 

seems to imply a positive relationship between the size of government and the level of 

economic development, measured by per capita GDP. The recent global financial and 

economic crisis might have to some extent blurred this picture - by 2013 the size of 

government (in terms of the share of public expenditure in GDP) increased in fourteen 

transition economies compared to a medium-term trend recorded in 2007-2013. 

 It is worth comparing the pertinent data for transition economies with the results of 

broader empirical studies, covering also other regions of the world. These studies reveal a 

positive correlation between the level of economic development of a country and the relative 

level of public expenditure. For example, in one study covering 102 countries, it was shown 

that in 1997, the average share of public spending in GDP in countries at the level of 

economic development (per capita GDP in the $2500-$5000 range) similar to that of Central 

European economies (as well as the South-eastern European states) amounted to 23.4%, while 

in the most developed Western countries (per capita GDP in the $20 000-$25 000 range) it 

                                                 
48 Such an interpretation of an efficient government can be found in, e.g., J.E. Stiglitz, Economics of the Public 

Sector, New York/London, Norton 2000.  
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was 40.3%49. This implies that the size of government, measured with the ratio of public 

spending to GDP, in the top-reformer transition economies, was excessive in relation to their 

level of economic development. Moreover, a comparison of these countries’ current indicators 

with the past data shows that they failed in their efforts to significantly downsize the functions 

of government – which had been overly developed under the command economy – throughout 

the systemic transformation period.50 This implies that institutional reforms (including the 

reform of the state as a special case) are still incomplete, even in top-reformer transition 

countries. 

 

3.4.2. Government and externalities for the private sector 

As we have already pointed out, one of the most important dimensions of the allocative 

function of the government in the former communist countries is its ability to generate, 

through an appropriate public spending policy, positive externalities for the private sector and 

thus reinforce the stimuli for development. Table 17 shows the data for two of the most 

important sources of these effects: the level of government support for the domestic research 

and development sector in individual countries and the results attained by the R&D sector; 

and the level of development and the spread of information and communication technologies 

(ICT). 

The basic yardsticks of the size of state support for the development of science and 

technology include the share of R&D spending in GDP. Evidently, the level of R&D 

expenditure alone is not a sufficient condition for ensuring a high innovative capability of an 

economy, but it is a necessary requirement. Looking at the situation prevailing in transition 

economies from this angle, one can see that by 2012 only three countries (Slovenia, Estonia 

and the Czech Republic) exhibited R&D spending in excess or close to 2% of GDP51. In two 

other countries (Russia and Hungary) this ratio ranged between 1.0% and 1.5% and showed 

generally an upward trend. Simultaneously, the same ratio for the high income countries stood 

at 2.48%, while the euro area average was 2.01% of GDP.  

 
Table 17. The development of science and technology and information technologies (IT)  

                 in   transition countries, 2007-2012 

Country R&D 

expenditure  

(as % of 

GDP) 

2012 

High-tech 

exports     

(% of 

manufa-

ctured 

exports) 

2012 

License trade Access to IT                                        

(number per 1000 citizens) 

Spending on 

information and 

communication 

technologies                    

(as % of GDP) 

2009 

 Receipts 

($ mln) 

2012 

Payments  

($ mln) 

2012 

Personal 

computers 

2007 

Internet 

users 

2012 

Broadband 

lines 

2012 

CEE          

Czech Republic 1.88 16.1 199 819 274 734 164.0 7.9 

Estonia 2.18 10.7 19 61 522 784 254.7 n.a. 

Hungary  1.30 18.1 1095 1351 256 706 228.7 8.3 

                                                 
49  See K. Polarczyk, Sektor finansów publicznych w krajach OECD [General government sector in OECD 

countries], BSiE Report, Sejm Chancellery, Warsaw 2000. 
50 Important deviations from this general trend can be noticed  in the Baltic countries and in Slovakia where the 

relative level of both public expenditure and revenue substantially declined between 1996 and 2013. For the 

Baltics this pattern continued to hold even despite the recent global financial and economic crisis of 2008-2009. 
51 It is worth noting that this figure also includes expenditure by the private sector; however, in the former 

communist countries, the government tends to provide more than half of the overall spending on research and 

development.  
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Latvia  0.66 9.8 11 44 327 731 233.5 n.a. 

Lithuania  0.90 10.4 4 38 183 672 211.5 n.a. 

Poland  0.90 7.0 229 2332 169 623 155.8 6.1 

Slovakia 0.82 9.3 4 129 514 767 146.6 6.9 

SEE         

Albania 0.15b 0.4 2 23 38 547 50.6 n.a. 

Bosnia & Herzegovina 0.02c 2.5 13 9 64 654 106.1 n.a. 

Bulgaria 0.64 7.7 23 184 89 519 179.5 6.4 

Croatia 0.75 9.9 32 298 199a 619 206.7 n.a. 

Kosovo n.a. n.a. 0 0 n.a. n.a. n.a. n.a. 

Macedonia 0.22d 3.9 8 34 368 574 137.0 n.a. 

Montenegro 0.41e n.a. 1 3 n.a. 568 112.1 n.a. 

Romania 0.49 6.4 346 454 192 459 161.7 5.9 

Serbia  0.99 n.a. 36 175 244 481 129.1 n.a. 

Slovenia 2.80 6.2 43 357 425 683 242.8 4.7 

Russia 1.12 8.4 664 7629 133 638 144.6 4.1 

EE&C         

Armenia 0.27e 2.6 n.a. n.a. 319 392 69.6 n.a. 

Azerbaijan 0.21e 7.3 0 28 24 542 137.6 n.a. 

Belarus 0.70e 2.9 23 105 8 469 269.1 n.a. 

Georgia n.a. 2.4 3 8 54 369 90.0 n.a. 

Moldova 0.40e 4.8 5 19 111 434 118.7 n.a. 

Ukraine 0.74e 6.3 124 727 45 353 80.0 7.0 

CA         

Kazakhstan 0.16e 30.0 n.a. 152 n.a. 533 97.8 n.a. 

Kyrgyzstan 0.16e 4.6 3 8 19 217 8.8 n.a. 

Tajikistan 0.12e n.a. 0 0 13 145 0.7 n.a. 

Turkmenistan n.a. n.a. n.a. n.a. 72 72 0.3 n.a. 

Uzbekistan n.a. n.a. n.a. n.a. 31 365 7.5 n.a. 

a 2005,     b 2008,     c 2009,     d 2010,      e 2011.     n.a. – data not available. 

Source:  World Bank, World Development Indicators Database 2014: http://databank.worldbank.org/ (also 

earlier editions of the database); own calculations. 

 

It is also worth emphasising that the data on the relative level of R&D spending, presented 

in Table 17, do not appear to be clearly correlated with the level of economic development of 

the analysed countries. For example, the R&D spending was relatively low in Latvia, Poland, 

and Slovakia while it was comparatively high in Serbia, Belarus and Ukraine, i.e. countries 

with per capita GDP much below the levels prevailing in the former group (see relevant data 

in Chapter 2 of this paper). 

Inadequate government support for the development of science and technology in 

transition countries may be held responsible for these countries’ low innovative capability, as 

reflected, inter alia, by the data in Table 17. 

One of the basic gauges of an economy’s ability to innovate is the share of high tech 

exports in total exports of manufactured goods. The latest available statistics indicate that by 

2012 this share was the highest in Hungary (18.1%), the Czech Republic (16.1%), Estonia 
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(10.7%) and Lithuania (10.4%). It ought to be stressed however that - compared to the past - 

the share indices involved suffered a backlash in Hungary and Estonia while in the Czech 

Republic and Lithuania they stagnated. In the remaining new EU member countries they 

tended to remain somewhat lower (6-10%) yet showing some signs of improvement in recent 

years. 

An important measure of the innovative capability of an economy is also the level of 

export receipts from the sales of licences and the balance of licence trade. Hungary was 

definitely the best performer in this area, followed by Russia, Romania and Poland. Except for 

a few small countries, all transition economies for which the relevant data is available were 

net importers of licences, with Poland and Russia recording the largest deficits in licence 

trade. The ratio of export revenue to import spending in these two countries stood at 1:10 and 

1:11.5 in 2012 respectively; at the same time Russia displayed the largest deficit in absolute 

terms.  

As a wrap up of this part of the discussion, it may be claimed that policies aimed to support 

the R&D activities turned out to be ineffective – both in terms of their goals, design and 

outcomes – in most transition countries and have to be assessed therefore as a clear symptom 

of government failure in these countries. 

Similar to the case of research and development, the state can be a source of positive 

externalities for the private sector, through creating conditions that are conducive to the 

development of information and modern communication technologies (ICT) and to an 

improved access to these technologies (the Internet).  

The data provided in Table 17 points to considerable divergences in this area among 

transition countries. While in the new EU member states, as well as in Croatia, the 

advancement of information and communication technologies has been very rapid, in the 

remaining transition countries, the development of a modern information economy - with a 

few exceptions - has lagged behind.   

Estonia leads the way, with the highest indicators of the development of and access to ICT, 

followed by Slovenia, Slovakia, Hungary and Latvia. At the same time, the situation 

continues to be the worst in Central Asia and the Trans-Caucasus region, as well as in Albania 

and Ukraine.  
 

3.5. The development of financial markets  

 

An important yardstick of the progress of transformation and the advancement of structural 

reforms is the development of financial markets and the scope of financial intermediation. As 

shown in Table 18, as well as in annual assessments published by the EBRD, in recent years 

the former communist countries have made a considerable progress in this area.  

Table 18. Selected indicators of the development of financial markets in transition 

countries, 1995-2012 (% GDP) 

Country Interest rate spreada Domestic credit to 

private sector 

Stock market 

capitalisation  

Monetisation ratio 

(M2 / GDP) 

2002 2012 1995 2012 1995 2012 1995 2012 

CEE         

Czech Republic 4.7 4.4 70.8 56.7 28.3 18.9 65.6 77.3 

Estonia 4.0 5.1 16.2 77.4 21.82 10.4 22.4 67.4 
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Hungary  2.8 3.7 22.6 56.8 5.4 16.9 44.2 60.8 

Latvia 4.7 5.2 8.1 67.6 0.2 3.9 24.2 44.1 

Lithuania  5.1 4.314 14.7 51.0 2.0 9.4 18.5 47.4 

Poland  5.8 4.0b 16.9 53.7 3.3 36.3 27.5 57.8 

Slovakia  3.6 2.012 36.4 45.012 4.9 5.0 56.0 54.912 

SEE         

Albania 6.8 5.5 3.8 39.0 n.a. n.a. 39.7 84.1 

Bosnia & Herzegovina 8.2 3.9 60.22 63.2 n.a. n.a. 22.93 58.1 

Bulgaria 6.4 6.6 39.9 71.4 0.5 13.0 57.2 79.0 

Croatia 11.0 7.6 26.5 68.3 2.6 38.4 18.2 81.1 

Kosovo n.a. 9.1 n.a. 36.2 n.a. n.a. n.a. 40.6 

Macedonia 8.8 3.4 23.1 47.7 2.21 5.8 11.7 58.6 

Montenegro 6.110 6.3 8.17 55.6 17.19 94.6 11.18 52.5 

Romania 16.2 5.8 0.0 45.0 0.3 9.4 24.3 37.8 

Serbia  17.1 7.6 24.92 53.0 4.97 19.5 10.73 49.0 

Slovenia  4.9 4.513 25.2 87.4 1.5 14.3 24.3 76.3 

Russia  10.8 3.6 9.4 48.1 4.0 43.4 14.2 51.8 

EE&C          

Armenia 11.5 7.7 7.3 42.7 0.16 1.3 6.2 33.7 

Azerbaijan  8.7 8.1 1.2 20.1 0.13 n.a. 11.1 31.1 

Belarus 10.0 –2.8 6.1 22.5 n.a. n.a. 10.2 30.4 

Georgia 22.0 4.1 6.1 34.4 0.85 6.0 5.81 30.2 

Moldova 9.3 5.8 6.7 37.9 2.81 n.a. 15.4 56.1 

Ukraine  17.4 5.4 1.5 69.3 7.32 11.7 9.3 54.8 

CA         

Kazakhstan n.a. n.a. 7.1 36.7 6.12 11.5 8.4 34.7 

Kyrgyzstan  18.9 7.5 12.5 15.111 0.34 2.5 12.71 30.411 

Tajikistan 5.0 17.5 12.93 13.0 n.a. n.a. 6.14 19.6 

Turkmenistan n.a. n.a. 3.2 n.a. n.a. n.a. 1.7 n.a. 

Uzbekistan n.a. n.a. n.a. n.a. 0.91 4.210 n.a. n.a. 

1 – 1996,          2 – 1997,          3 – 1998,          4 – 1999,          5 – 2000,          6 – 2001,          7 – 2002,          8 – 2003, 

9 – 2004,          10 – 2006,        11 – 2007,        12 – 2008,     13 – 2009,     14 – 2010.        n.a. – data not available. 
a Lending rate minus deposit rate (% points). 
b For Poland, interest rate spread refers to 2012 and is calculated as the difference between the annual average 

interest rate on credits and deposits in domestic currency from the National Bank of Poland data. 

Source: World Bank, World Development Indicators Database 2014: http://databank.worldbank.org/; National 

Bank of Poland: http://www.nbp.pl. 

 The progress has been chiefly embodied in improved legal foundations and regulatory 

framework underlying the functioning of pension funds and the insurance market. It also 

entailed the increasing complexity, as well as the transparency and efficiency, of the securities 

markets. Simultaneously, the role of banks as financial intermediaries and a source of credit 

for the economy increased. Moreover, the financial sector throughout the whole transition 

region proved resilient to the recent global financial and economic crisis. These changes were 

reflected in the successive annual EBRD assessments of the reform progress in the financial 

sector. In its latest Transition Report 2014 the bank upgraded its scores for eight of the 
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analysed countries. They included Croatia (in two areas, i.e. for increased competition in the 

insurance sector and improved performance of private equity), Estonia (two areas that is for 

the progress in the structures and institutions used for financing micro, small and medium-

sized enterprises or MSME, and for the increase in active capital), Slovenia (privatization of 

the third-largest country's insurer), Bulgaria, Macedonia, Romania, Moldova, Ukraine and 

Tajikistan (for a progress in MSME finance), and Bosnia & Herzegovina (for a slight rise in 

the stock market capitalization and improved turnover ratio). Simultaneously, the EBRD 

downgraded for two countries - Poland and Slovenia, for a backlash in the insurance and other 

financial services sector and MSME finance respectively. In the case of Poland, the 

downgrade was due to government's decision to marginalize the role of private pension funds 

and thus impair the multi-pillar pension system introduced in 1999. 

 As indicated by the data in Table 18, between 1995 and 2012 in the majority of former 

communist countries, the securities markets developed in quantitative terms, as reflected by 

the increase in their capitalisation. By 2012, the CEE and SEE countries (except the Baltic 

states, Slovakia and Macedonia) revealed the highest capitalization ratios (at a two-digit 

level), though some CIS countries – notably Russia, Kazakhstan, and Ukraine – had also 

relatively developed capital markets.  

Chart 7. Development of securities market* and GDP growth in transition countries** 
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* – capitalization of stock exchange (% of GDP) in 2004, 

** – excluding Belarus, Turkmenistan and Uzbekistan. 

Source: Authors’ calculations. 

 The development of securities markets was a factor conducive to economic growth in the 

countries in transition. As shown in Chart 7, economic growth in 1990-2005 tended to be 

faster in those countries that exhibited higher capitalisation of their stock exchanges. 
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Nevertheless, this does not contradict the fact that the role of the securities markets (in 

particular the stock market) as a mechanism for the allocation of resources remains fairly 

limited in the transition countries, in comparison to developed Western economies. 

Another widely used measure of financial markets development is the ratio of domestic 

lending for the private sector to GDP. This indicator allows for an assessment of the scope – 

i.e. width and depth – of financial intermediation of the domestic banking sector. In 1995-

2012, all the analyzed economies as a group made undoubted progress in this area (only the 

statistics for Turkmenistan and Uzbekistan do not confirm this tendency due to the lack of the 

respective data). The banking systems in most new EU member states in Central and Eastern 

Europe as well as in Bulgaria, Croatia and Montenegro were the most developed in these 

terms. However, it should be borne in mind that the relevant indicator for industrialized 

Western economies amounts in average to 160%, which highlights the huge gap that still 

needs to be bridged, even in those transition countries that are the most advanced in the 

process of structural reform. 
 

Chart 8. The scope of financial intermediation* and GDP growth in transition 

countries** 
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* – domestic lending to private sector (% of GDP) in 2004. 

** – excluding Belarus, Turkmenistan and Uzbekistan. 

Source: Authors’ calculations.  

 

 Broadening of the scope of financial intermediation has also contributed to the acceleration 

of economic growth, although its effects were less pronounced than those produced by the 

increase in the capitalisation of the securities markets. This relationship has been confirmed 

by an econometric analysis - the pertinent findings are shown in Chart 8. 

 The most comprehensive measure of the development of the financial sector and its role in 

the economy is monetisation, or the ratio of broad money to GDP. The transition countries, 

with some exceptions, made a considerable progress in this area between 1995 and 2012. The 

highest ratios were recorded in Slovenia, the Czech Republic as well as in Albania, Bulgaria, 

and Croatia. They were comparable to the average for the EU-15 and OECD countries. 

Generally, the monetization of the economy in the analyzed group was relatively closely 
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related to the level of economic development. Monetization was the highest (above 50 

percent) in CEE and SEE countries while the lowest figures were recorded in CIS countries, 

excluding Russia, Ukraine and Moldova.  

While assessing the development of financial markets and the scope of financial 

intermediation in the former communist countries it is also worth noting the huge differences 

between the prevailing levels of interest rates on domestic loans and bank deposits (or interest 

spreads). These discrepancies reflect the high level of systematic risk involved in the financial 

system and the economy as a whole, along with low banking system efficiency. They result 

from the immaturity of financial institutions in most these countries and poor adjustment of 

banking supervision and prudential regulations to the growing volume of lending. However, 

the situation in this area varied considerably from one country to another, much as in the case 

of other areas of structural reform discussed in this paper. Generally, bank interest spreads 

displayed a negative correlation with the advancement of systemic reforms: they tended to be 

the lowest in Central and Eastern Europe, while South-Eastern Europe and CIS countries 

exhibited the highest interest spreads.  

 

 

5. Summary 

The aim of the present report was to assess the current economic situation in 29 transition 

countries of Central and South Eastern Europe and the CIS, the course of macroeconomic 

policies pursued by their governments and the progress of structural reforms implemented. 

The key findings of our study can be summarized as follows. 

 The main problem in our research, apart from the scarcity and uncertainty of relevant data, 

was the heterogeneity of the analysed group in terms of the size of individual countries, 

their development level, economic structure, international links, depth and breadth of 

structural reforms, and economic policies pursued by the governments. All these factors 

make a comparative analysis of the economies concerned and formulation of general 

conclusions quite a challenging task.  

 The economic situation in transition countries has - until 2011 - been marked by a gradual 

recovery from the economic downturn caused by the global economic and financial crisis. 

For the group as a whole, the growth rate of real GDP rebounded from minus 5.3% in 2009 

to 3.8% and 4.0% in 2010-11 respectively on the non-weighted average. The last two years 

however witnessed a considerable deceleration of economic growth, to 2.3% (2012) and 

1.7% (2013), this outcome being primarily a derivative of a next slowdown of the global 

economic activity and in particular - mounting fiscal and economic problems in the euro 

area.  

 The disinflation that occurred during the recession in 2009, the sharp rise in inflation rates 

2011 associated with the recovery, and their subsequent deceleration in 2012 and 2013 

caused by the slowdown of economic growth, point out to a large volatility of inflation in 

transition economies and its strong dependence on demand and supply fluctuations over 

the business cycle. Essentially however almost all CEE and SEE countries (except Serbia) 

have largely succeeded in keeping inflation under control. This is not the case in the CIS 

region where inflation has remained a real threat. 

 In most transition economies the recent joblessness figures remained at about the same 

level as in 2010, showing a very limited sensitivity both to the recovery in 2011 and the 

subsequent slowdown in 2012-13. The chief underlying reason behind this pattern is due to 

the fact that unemployment in transition countries is mainly structural in nature as it 
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reflects a mismatch between the labour supply and demand in terms of skills, age, gender, 

and geographical distribution, the difference between the structure and distribution of idle 

labour force and the composition of the available jobs. This makes unemployment 

cyclically inelastic. Simultaneously, employment and unemployment react with certain lag 

to changing economic conditions. In CEE, the average jobless rate decreased from 13.6% 

in 2010 to 11.5% in 2012 and 10.6% in 2013; in SEE, it  rose from 16.6% to 17.7% and 

17.5% respectively; in the CIS, it declined from 10.2% to 9.6% and 9.5%. As a derivative, 

the average unemployment rate for the whole transition region  fell slightly from 13.1% in 

2010 to 12.7% in 2012 and 12.4% in 2013. 

 After some improvement in fiscal discipline in 2011-12 in most transition countries last 

year brought again a turnaround, exception being CEE economies. As a result, the situation 

of public finances remains tight and the fear of rising public debts has gotten stronger. 

Some CEE and SEE countries (Hungary, Slovenia, Albania and Serbia) have already 

exceeded the Maastricht ceiling of 60% of debt-to-GDP ratio while several other 

economies (Poland, Slovakia, Montenegro and Croatia) have come closer to this theshold.   

 In terms of five indicators of macroeconomic performance ('economic pentagons') 

discussed in the text, the general economic condition of the transition region has shown 

symptoms of a slowdown. A comparative analysis of the pertinent pentagons in 2013 and 

those drawn for 2010-12 reveals a sizeable output drop, accompanied by rising 

unemployment and some disinflation. As regards fiscal stance, general government balance 

improved in most CEE states but several countries in the SEE region and most of the CIS 

have reported some deterioration.    

 In the course of systemic transformation most transition countries have witnessed a 

considerable rise in living standards and social welfare. However, the overall effects of 

transformation on social welfare have been unevenly distributed among individual 

countries and their sub-groups. Whereas the living standards in more advanced transition 

economies have generally increased a number of least developed transition countries 

suffered a backlash in this respect. Simultaneously, during the last 24 years all transition 

economies experienced growing income disparities among their citizens as well as rising 

incidence of poverty though in a number of countries this trend has been recently reverted, 

in particular in some CEE and SEE economies after their EU accession. 

 During the last two years fiscal and monetary policies pursued in many transition 

economies have taken an expansionary or accommodative stance, with a view to boost the 

fragile recovery from the 2008-09 recession and subsequently - to dampen the effects of 

the economic slowdown that started in late-2011 and continued through 2012-13. 

 By 2013, the best-performing candidate countries for the eurozone membership were 

Bulgaria and the Czech Republic which - as the only economies in the candidate group - 

fulfilled all nominal convergence criteria or EMU entry requirements. Poland and Romania 

were close not meeting only one criterion. The remaining CEE countries have shown much 

worse results with Croatia being the farthest away from the euro zone. The main 

underlying reason was a global financial crisis and a subsequent economic slowdown, 

which led to an accelerating inflation and high budget deficits.  

 Seen from today’s perspective, systemic transformations in the former communist 

countries - in terms of their scope and depth - deserve an overall positive evaluation. As a 

group, these countries have made substantial progress in liberalizing and opening their 

economies, creating market mechanisms and building basic institutions to ensure the 

efficient functioning of the market. 
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 The breadth and pace of structural reforms, and generally the progress of systemic 

transformation, varied considerably from one country to another. At one end of the 

spectrum there were CEE countries and some SEE states, which were recognized as 

functioning market economies by the EBRD. The group of top-reformer countries included 

Estonia, Poland and the Czech Republic. The other end of the spectrum comprised 

countries such as Turkmenistan, Belarus, and Uzbekistan, where by 2013 market reforms 

were still in the nascent stage. Moreover, the latter group has begun to lag increasingly 

behind even those CIS countries (Armenia, Georgia, Ukraine, Russia, Kazakhstan, and 

Moldova) that have embarked already on structural reforms. As a result, the “institutional 

gap” between top-reformer countries and those lagging behind in the process has widened 

over the past several years. 

 By 2013 the reform process appears to have been in many respects reverted. The number 

of downgrades (34) last year considerably outnumbered upgrades (21). The backlash in 

question took place in particular in four areas: banking (nineteen countries), capital 

markets, insurance and other financial institutions (six countries) and – to a lesser extent - 

trade and exchange rate regime as well as competition policy. At the level of country sub-

groups the most gloomy picture can be found in the CIS economies (5 upgrades vs. 13 

downgrades) and in CEE countries (5 vs. 12) while in the SEE group this proportion turned 

out to be insignificantly positive (11 vs. 9).  

 The economic prospects of transition countries, according to the short- and medium-term 

IMF forecasts of economic growth, inflation, general government and current account 

balances (for 2014 and 2019 respectively), are quite good (though differentiated at the 

level of individual countries and their sub-groups) as they imply some improvement in 

macroeconomic performance in 2014 and even more so - in 2019, compared to 2012-13. 

Our own long-run projections of the real (or income) convergence process, based on the 

European Commission and OECD economic growth forecast, point out to a threat of 

reverting (around 2045) the hitherto catching up trend in the new EU members from 

Central and South-Eastern Europe towards their benchmark or the more advanced EU 

economies (EU15).  
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