
Growth and Development in CEE

CEE Growth & Development

Dragana Stanǐsić
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Growth of...

GDP

small vs big nations

GDP per capita

ageing vs young
population

GDP per worker

no objection?

GDP per square metre

US vs Japan

Green GDP

too political (?)

GDP vs GNP

convenience or politics
GNI and Diaspora



Growth and Development in CEE

Growth and Development in CEE
GDP: Problems
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”cooking books”
PPP
shadow economy
home production
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Gross National Happiness
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good governance.
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GDP

”cooking books”
PPP
shadow economy
home production

Welfare and Happiness

Gross National Happiness

sustainable
development
cultural values
natural environment
good governance.

HDI

GDP pc, plus
Education
Life expectancy

x−min(x)
max(x)−min(x)

Non-material
consumption

Culture
Nationalism
other values
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What is the correlation between GDP and happiness?

Source: The Economist, 2011
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What is the correlation between GDP and happiness?

Source: PWD, 2012
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Growth and Development
Basic working assumption

Growth in GDP per worker is the best

economic indicator of
Economic Growth.
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Problem

USA

GDPpc = 35000

GroRt = 4pct

Czech Republic

GDPpc = 20000

GroRt = 9pct

Q: In how many years will the Czech Republic have production
equal to that of the USA (if both keep on their growth rates).
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Solution

Equal production

yUSt+n = yCzt+n

yUSt
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ln yUSt + n ln
(

1 + gUS
)

= ln yCzt + n ln
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1 + gUS

n =

(
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35

20
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/
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1.09

1.04

)
ln 35

20 = 0.5596 and ln 1.09
1.04 = 0.047

Equal production in n = 11.9 years!
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EBRD - Transition Report 2013

Can the transition region ever catch up with the

living standards of the worlds most advanced market

economies?

Depends on:

1 relationship between transition and democratisation,

2 the scope of strengthening economic institutions,

3 the state of human capital

4 inclusiveness of economic systems.

Progress in transition has been closely correlated with political
systems: countries which are more democratic have come further,
in terms of reform, than their less democratic counterparts.
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Will transition economies ever reach the living

standards of Western Europe?

Productivity growth will likely remain modest over the next 10
years around 2-4 per cent on average and decline further in the
following decade.

Only the countries of central Europe and the Baltic states
would reach or exceed 60 per cent of the EU-15 average per
capita income in the next 20 years.

Most countries in the transition region would remain far below
this threshold.

What should be the main focus of policies in

transition economies?

Improving economic institutions. Side note: Do we know what are
economic instituions?
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1. Specific agencies or foundations, both government and
private, devoted to collecting or studying economic data, or
commissioned with the job of supplying a good or service that
is important to the economy of a country. The Internal
Revenue Service (the IRSthe government tax-collection
agency), the U.S. Federal Reserve (the government producer
of money), the National Bureau of Economic Research (a
private research agency) are all examples of economic
institutions.

2. Well-established arrangements and structures that are part
of the culture or society, e.g., competitive markets, the
banking system, kids’ allowances, customary tipping, and a
system of property rights are examples of economic
institutions.
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Recomended policies

Political Institutions

Productivity growth will likely remain modest over the next 10
years around 2-4 per cent on average and decline further in the
following decade.

Those countries with higher levels of per capita income are
more likely to democratise and less likely to experience
reversals in the process (Academic community divided).

However, large resource endowments are found to impede, or
at least slow down, democratization (Any ideas how?)

**In order to support countries in their long-term transition to
democracy, it therefore makes sense to encourage policies and
institutions that underpin economic growth, foster market reforms,
and assist countries that are rich in natural resources as they seek
to diversify their economic base.
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Recommended policies

Economic Institutions

Cross-country analysis shows that countries with greater openness
to trade and nance tend to have better economic institutions.

How can countries in the transition region improve

their economic institutions?

Transition countries can seek to benchmark themselves
internationally and become members of organisations with
high institutional standards.

Improving political systems by introducingproportional
representation.

Lastly, they can improve the transparency of political
institutions at the regional and local level, as they play a key
role in the shaping and reform of the business environment
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Recommended policies

Human Capital

The nancial returns from tertiary education (returns to education)
are critical to the successful development of a high quality human
capital stock (How these incentives work?)

The returns to tertiary education depend not only on the supply of
tertiary-educated workers and the quality of tertiary education, but
also on the quality of a countrys economic, legal and political
institutions.

A countrys ability to retain and attract skilled people is
another important factor for building a high quality human
capital stock (Which country from CEE is a leader in positive
net migration?)
Human capital development and institutional improvements
are thus complementary, and policy-makers should pursue
them in parallel.
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Recommended policies

Economi Inclusion

is dened as broad access to economic opportunity, is essential for
well-functioning market economies.

Two approaches are used to characterise inclusion in the transition
region:

1. A bottom-up approach focuses on the individual or
household level, measuring the extent to which differences in
wealth or education across households are attributable to
circumstances at birth. The higher the attribution is the
access to economic opportunity is.
2. A top-down approach rates the institutions, markets and
education systems in regard to the capacity of countries to
extend economic opportunity to individuals regardless of
gender and place of birth, and to young adults regardless of
social background.
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Recommended policies

Economi Inclusion

Inequality of opportunity is highest in the Western Balkans
and some eastern European and Central Asian countries. In
part, this reects a failure to provide young people with
relevant education and job opportunities (Place of birth urban
or rural as the strongest driver).

The analysis suggests that education and its quality and
economic relevance in particular is likely to inuence inequality
of opportunity that is based on peoples social or geographical
origin.
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Recommended policies

Macroeconomic Review

The economic slow-down in the transition region, which began in
the second half of 2011 as a result of the eurozone crisis, has
continued in 2013.

Regional growth is projected to accelerate modestly in 2014, in line
with a slightly improved external environment.

Regional growth is projected to accelerate modestly in 2014, in line
with a slightly improved external environment.
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Recommended policies

Reform Overview 2013 has once again seen a relatively high

number of downgrades for sector and country-level indicators. This
is a result of:

Increasing government interference in the energy sector;

There have been three downgrades for Hungary and two
downgrades for the Slovak Republic, mainly due to increased
government involvement in the energy and insurance sectors
which may negatively affect the condence of domestic and
foreign private investors.
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