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Transition: 7 Stylized Facts
Campos and Coricelli (2002)

Economic Transition in the CEE
A process of transforming a planned economy into a competitive market
economy

1 output fell
2 labor declined and moved
3 the stock of physical capital shrank
4 a rapid and intense trade reorientation to the West
5 the structure of the economy changed
6 collapse of institutions, institutional vacuum
7 large social costs: worsening income inequality, mortality, and poverty

rates
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Transition: the first 10 years
GDP declines

Initial recession at the start of transition; occasional double-dips.
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Transition: the first 10 years
Employment declines

Employment declines; what about investment?
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Transition: the first 10 years
A comparison of the initial recession with the Great Depression

Note the differences across countries; the average decline
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Transition: the first 10 years
A comparison of the initial recession with the Great Depression

Compare the GrDepression w/ the first 10 yrs of transition
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Transition: the first 10 years
Industrial transformation

Industry shrank, services grew
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Transition: the first 10 years
Private sector growth

Rapid growth of the private sector
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Transition: the first 10 years
Private sector growth: New VS Old Firms

New private firms much more productive than the old ones
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Transition: the first 10 years
Export Reorientation

Export grew, went West
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Transition: the first 10 years
Poverty and inequality

Inequality growing; more so in countries w. deeper output declines
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The end of transition
When is Transition Over?

Janos Kornai (1999): communist parties have lost their monopolies; private
sector accounts for the majority of GDP; market is the coordinator of
economic activities.

Svejnar (2002): an economy replaces its central planning system by a
functioning market system; a rapid and sustainable growth rates; interaction
w/ more advanced market economies without major forms of protection.

World Bank: the economic issues and problems policymakers must deal
with are no longer specific to transition: no difference in productivity of
old, restructured, and new firms
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Winners and losers from transition

State sector workers: drop in income; lack of skill for new entrants

New entrants: significant adjustment costs; gains after a sufficient reform

Oligarchs and insiders: de fact power over assets; links w/ politicians;
limited skills to compete in a market economy
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Winners and losers from transition
The mainstream view may be limited

Suppose:
1 further reforms are directed not at creating a competitive market

framework but at preserving the rents of the oligarchs;
2 the gains for the new entrants are NOT sufficient;
3 the oligarchs do NOT lose rents to be considered part of the past;
4 state sector workers are a large part of the constituency

→ What kind of reforms prefer the three different constituencies?
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The Policies to Create New Entrants
The right policies for a successful transition

Two broad sets of policies:
1 Encouragement of the new sector

Liberalizing prices, trade; privatization
Improving the investment climate
Doing business reforms

2 Discipline of the old sector
imposing hard budget constraints
exit mechanisms for insolvent firms
incentives for efficient managers
social safety net for the losers among workers
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Overall policies to boost growth
Why are they needed?
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Policies to boost growth
The case for the hard budget constraint

The softer the BC, the smaller the share of employment in small firms. So
what? –> private sector development
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Financial Development in Transition
Banking Development

Lower banking development in transition –> limited capital accumulation
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Financial Development in Transition
Stock market development

Weaker stock markets in transition –> lack of efficient allocation of finance
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The Transition in East Germany
Outline

1 a shock adoption of the western institutional framework
2 huge transfers from Western Germany: 40-60 percent of GDP

annually, solidarity tax in the West to finance the transfers
3 automatic membership into the EU

→ Enormous difficulties on its transition path: slower growth
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The Transition in East Germany
What went wrong?

Why the slow growth?
1 A Dutch disease of its own? – think about the transfers from the West

as a natural resource. So the policies were not directed at creating
new enterprises but rather at redistributing the resource proceeds.

2 exchange rate conversion 1:1 with the DM
3 an attempt to bring up the wages in the East Ű further loss of

competitiveness, loss of FDI to Czech Republic, Poland and Hungary
for the low wages

→ Slower enterprise creation in East Germany
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Main points

1 What is the transition in CEE and CIS?
2 What are the main traits (stylized facts) of transition?
3 Where did the output fall more: in CEE or the CIS? How does this

compare with the Great Depression?
4 What is the role of new enterprises in a successful transition?
5 What are the differences in export orientation between CIS and CEE?
6 Patterns of inequality; groups of winners and losers; why the transition

process may mutate into facade democracy?
7 Sets of policies to make transition successful
8 The significance of the Soft budget constraint
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The Transition
Conclusion
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Further reading

1 *** World Bank (2002). Transition. The First Ten Years. Analysis and
Lessons for Eastern Europe and the Former Soviet Union. (Overview)

2 *** Campos, N., and Coricelli, F. (2002). Growth in Transition: What
We Know, What We Don’t, and What We Should. Journal of Econ
Lit, XL, 793–836 (793-818)

3 Svejnar, J. (2002). Transition Economies: Performance and
Challenges. Journal of Economic Perspectives, 16(1), Winter, 3-28

4 Murrell, P. (2005). Institutions and Firms in Transition Economies. In:
C. Menard & M.M. Shirley (eds.) Handbook of New Institutional
Economics, Ch. 26, Springer, pp. 667-699.
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