Transition Questions

1. Do differences in transition outcomes reflect
primarily reform strategies or initial conditions?

2. Is it necessary to begin with liberalization and
stabilization?

3. How crucial 1s privatization to marketization?

4. Does transition require that a gult emerge between
winners and losers?

5. Is there only one path that the transition can take?
Or are there alternatives to the Washington
consensus?

6. How long will the transition last?



Sectoral Shares

Agriculture Industry  Services

OECD (1991)

8 richest countries 5.5 29.8 64.7
8 middle countries 5.8 30.4 63.9
8 poorest countries 17.9 29.5 52.6
Centrally Planned
Economies (1998)
GDR 10 44.1 45.9
Czechoslovakia 11.6 46.8 41.6
Hungary 17.5 36.1 46.4

Poland 27.2 36.3 36.4



Socialist Capitalist
Countries’ Countries’

Total Manufacturing

Average employment per firm 197 80

Percentage of those employed

in firms with more than 500 workers 66 32
Textile Industry

Average employment per firm 355 81

Percentage of those employed

in firms with more than 500 workers 75 17
Ferrouns Metals

Average employment per firm 2,542 350

Percentage of those employed

in firms with more than 500 workers 95 79
Machinery

Average employment per firm 253 82

Percentage of those employed

in firms with more than 500 workers 61 28
Chem icals

Average employment per firm 325 104

Percentage of those employed

in firms with more than 500 workers 79 35
Food Processing

Average employment per firm 103 65

Percentage of those employed

in firms with more than 500 workers 39 16

Source: Ehrlich (1985)

‘Sample, including Czechoslovakia, GDR, Hungary, and Poland.

bSample, including Austria, Belgium, France, Italy, Japan, and Sweden



Distribution of Employment by Size of Firm

0-100 100-500 500 and more

West Germany 141 23.9 62

France 22.5 24.9 52.6
[taly 32.3 27.3 40.4
GDR 1 11.1 87.9
Czechoslovakia 0.1 3.4 96.5
Hungary 4.5 16.3 79.3
Poland 1.4 18.2 80.4

source: OECD data for West Germany, France and Italy are for 1987,

and for the other countries are for 1989.



Declining Growth Rates

German
Democratic

Bulgaria Czechoslovakia  Republic  Hungary Poland Romania USSR
1951-55 12.2 8.1 13.2 5.7 8.6 14.2 11.3
1956-60 9.6 7.0 7.4 6.0 6.6 6.6 9.2
1961-65 6.6 1.9 3.5 4.5 6.2 9.1 5.7
1966-70 8.7 6.9 5.0 6.7 5.9 7.7 7.1
1971-75 7.9 5.7 54 6.3 9.7 11.3 5.1
1976-80 6.1 3.7 4.1 2.8 1.2 7.2 3.7
1981-85 3.7 1.8 4.5 1.4 -0.8 4.4 3.2
1986-90 -0.5 1.0 -1.8 -0.5 -0.5 -3.5 1.3




Soviet Growth, 1928-1987

pesiod Incuairy Incuatry Tetas Economy
Ci el Wastarn Hastarn

Grrewth mals of

oudrul per worker
1928-1987 §.J a4 J.0
1926-193% 13.5 3.l 2.9
1920-192% a1 -1.3 1.9
1950-195% 2.9 6.1 2.8
1960-196% ) 2.0 J.0
197T0-197% +.2 7.4 2.1
1950-1987 1.4 1.3 14

Growth rats of

papital par werker
1928-1987 .2 J.2 4.9
1928-193% 11.8 6.3 3.0
19=20-192% 1.3 -0.1 1.3
1950-195% 2. 2.9 7.4
1960-196% g1 a4 3.4
1970-197% 5.7 1.1 2.0
1950-1957 20 1.0 4.0

souroe: Easterly and Fhieeher (1004



Female LLabor-Force Participation

Labor Force Participation Rates for Women, age 40-45.

1950 1970 1985

Socialist Countries
Bulgaria 78.6 88.5 93.3
(Czechoslovakia 52.3 79.9 924
East Germany 61.9 79.1 86.1
Hungary 2.0 69.4 84.7
Poland 06.4 79.5 84.7
Romania 75.8 79.5 85.1
Soviet Union 06.8 93.2 96.8
North European Countries 30.9 53.8 71.1
West European Countries 34.5 46.4 55.6
South European Countries 24 29.7 37.1

source: Gros and Steinherr, p. 65.



Indicators of Raw Materials and Energy
Consumption

USSR USA Gemmuany Japam

Crode Sieel produeticn

(millicze of metrie tons gl o 19 11 Ja
raiin LVG5H fo 147 25.9 g.3

Refned Copper Prodociion

(ihoueands of metric tons) 1,173 91 114 07
ratic USSH 1o 2.5 13 5.6

Frimary aleminem prodzciion

(thoueands of metric fons) 4,116 5049 200 11
ratin UE5H fo a.1 20.6 Ji74.2

Symihetic robber production

(thoueands of metric fons) 4,261 4T 132 418
raiio UUS5H 1o g9 73.3 10.2

Frimary exergy consumpiion

(millioze of bbls/day oil eqoivalest] 46 g 1 .
ratio USSH 1o 0.8 =8 27

souree: Haadbaok of Eceramie Sislistiee.
CLA 11980). IFS, IMF: azd the Eccacmizi.



Average Inflation by Region

Stabilization time

Average Inflation
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Farnings Distribution, Full-time Workers

(male and female)

Gim Py Fay  Frs Fyg Pys
Czechoslovakia (1987) 197 632 783 1258 1546 1734

Hungary (1986) 221 620 779 1987 1639 1925
Poland (1986) 2492 609 776 1293 169.1 206.5
USSR (1986) 976 557 721 1364 1828

Great Britain (1986) 26.7 55.7 729 1353 179.7 217.3

Fgmeasures the proportion of income 1n the lowest 109 of the

population relative to the median level.



Real Exchange Rate versus US Dollar
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Real Exchange Rate versus US Dollar
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Real GDP

The avclution of cutput and inflation during the transition has
differed considerably amang countries.

— EU accassion courdries (excluding Baltics)
— Baltic countries

Cther southeastern European courries

— CI&t
East Asia®
S = 200
_ Real GOP i
(1080 = 100}
= ' — 150
— = _—_ﬁ_l_——
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Inflation

— 27
consumer Price Innalion? - 2400
fparcant, annual rate) _

- 2100

1989 "N a3 L a] ar ag

"Data inchdz Mongola.
“Chart & adjusted for thres east Asian countries whose lRMElos

beian pricr to 1229, The first 11 years of frrsition for the falowing
countries are as follows: China (1975-890, Lan P.O.R. (1225-071, and

Viemam (125657,
*Tha increass in the EU acces=ion group’s inflation, i 1997 s larely
accouned for by tha hypernflation experiencad in Bulgana that vear.



Figure 3.4. Real GDP Ratio, 2000 to 19391

Orly in the east Asian trnsition economies doas the current level of output greatly

eoceed] the lawel recorded at the san of transition.
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*Data include Mengolia.



Evolution of Arrears and Barter in Russia
{Parcant of GOF wnisss offenese moled)

40 — B Overdue payables to general gewernment  _ g
Il Crerdue payables 1o suppliers
© | [wverdue payables to employees -

35— | Share of barter in industral
sales {parcant, right scala)

1963 o4 05 06 Oy o8 A

Gource: Data communicaked by Russian Europsan Cener for
Eccnomic Policy, Mascow.



Figure 3.6. Channge in Poverty and

Income Distribution
{Simple cowmy avarages for each group)

Excapt for the east Asian trnsilion economies, the incidence of
povarty rose in all countries during transilion, and income
distribution became mare unavan,

] 05724 . 09305
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Source: Branks Mianawic, incoma nequality ang' Povardy during fhe
Tranzition from Aamed o fderied Economy, The Wodd Bank Regiona
and Sacioral Sarias (Washington: 'World Bank, 1968).

1Dala exclude Ammenia, Azerbaijan, Georgia, and Tajikistan.

*Povarly i defined as havirg an income of lass than faur US. dolars
par day in puehasing-power-panty Enmes.



Table 3.5. Proxy Measures of Human Capital
{AWerage aCross years)

Bdult Niteracy Memaorzingiim
Primary School Life Infant Mortality (percent of people  Pumchasing Power

Enrollment Expectancy  Rate per 1,000 aged 15 and Parity GOP

(gross) at Birth {years]  Live Births over) per Capita

Country Group! 199599 1928-99 199523 199593 199502
El acceszion countries (excluding Baltics) a9.9 722 10.4 1.1 9,837
Baltic countries 94.0 70.3 111 04 B,737
Other southeastern European countries 929 724 165 9.3 4514
Commaonwealth of Independent Statess 93.4 5.4 218 0 3274
East Asia 1156 1.5 G55 352 1,387

Other Economies

Advanced economies 1019 775 5.2 48 23278
Developing countries? 937 0.4 1.3 302 4,435
Low income 780 223 291 450 1,401
Lower middle income 1.2 .9 422 199 4,305
Upper middle income 102.8 9.4 266 133 9,287

Sourcas: World Bank; IMF staff estimates.

tData for country groups are simple averages of group mamber data.
2Data include Mangolia.

“Data excluds Cambodia, China, Lao PO.R., Mongalia, and istnam.
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Stock Market Capitalization and Per Capita Income, 1998

Percentage of GDP
70
60 y _ _
Ly
50 L World fitted line
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Note: The world fitted line represents the average of all countries in the world in that per capita income range.
Source: Eichengreen and Ruehl (2000).



Cumulative Foreign Direct Investment Per Capita and Employment in Small Enterprises, 1998

Cumnulative foreign direct investment (US$)
1,800
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Contribution of small enterprises to employment (percent)

a. Ukraine.

b. Belarus.

. Russian Federation.

Source: EERD (2000); World Bank database on SMEs.



I Table of the tarnished

Perceived corruption, 2002, 10=least corrupt
a1 2 3 4 5 &

Slovenia 27|
Estonia 29
Hungary '33|
Belarus 36
Lithuania k]
Bulgaria 45
Poland 45|
Croatia 51/
%ﬁfﬂﬁ lic 52'
Latvia 52
Slovakia 52
Russia 71
Romania 77|
Albania 81
Georgia 25|
Ukraine a5
Moldeva 93]
Azerbaijan ‘World rank® - 95

"Out of 107 countries assessad
Seirce: Transparency International




Table 8: Governance Indicators

Voice, Political Government Regulatory Rule of Law Control of
Accountability | Stability Effectiveness Quality Corruption
2000- |1997- |2000- |1997- |2000- |1997- |2000- |1997- |2000- |1997- |2000- |1997-
01 98 01 98 01 98 01 98 01 98 01 98
RUS |-0.35 |-0.19 |-0.41 |-0.69 |-0.57 [-0.59 |-1.40 |-0.30 |-0.87 |-0.72 |-1.01 |-0.62
IND |-0.40 |-1.13 |-1.56 |-1.29 |-0.50 |-0.53 |-0.43 |0.12 |-0.87 |-0.92 |-1.01 |-0.80
BU 0.59 |0.47 |0.37 (043 |-0.26 |-0.81 |0.16 |0.52 |0.02 |-0.15 |-0.16 |-0.56
CZ 1.04 |1.20 |0.74 |(0.81 [0.58 |0.59 |0.54 |0.57 |0.64 [0.54 |0.31 |0.38
EE 0.94 |0.86 |0.73 |0.79 (0.86 [0.26 |1.09 |0.74 |0.78 |0.51 |0.73 [0.59
HUN [1.19 [1.22 |0.75 |1.25 |0.60 (0.61 |0.88 |0.85 [0.76 |0.71 |0.65 |0.61
LAT (0.81 |0.75 |0.50 |0.46 |0.22 |(0.07 |[0.30 |0.51 |0.36 |0.15 |[-0.03 [-0.26
LIT 1.00 |0.88 |0.29 (0.35 |0.26 |0.13 |0.30 |0.09 (0.29 (0.18 |0.20 |0.03
POL [(1.21 |1.12 |0.69 |0.84 |0.27 |0.67 [0.41 |0.56 |0.55 |0.54 |0.43 [0.49
ROM |0.50 |0.29 |-0.08 |{0.02 |-0.54 |-0.57 |-0.28 {0.20 |-0.02 |{-0.09 [-0.51 |-0.46
SVK [0.99 |0.52 [0.62 |0.65 |0.23 |-0.03 |0.27 |0.17 |(0.36 |0.13 |0.23 [0.03
SVN (1.07 |1.03 [0.87 |1.09 |0.70 [0.57 |0.52 |0.53 [0.89 |0.83 |[1.09 [1.02

Source: Kaufmann et al. (2002)




Yukos, Sibneft, and RTS

CRUDE CALCULATIONS

Performance of RTS index including Yukos
and Sibnelt vs. performance of TS index
excluding Yukos and Sibnef

200% ATS Index

180 including
160 Yukos and

120

RTS Index

&0 axcluding

40 Yukos and Sibneft
March 30 Oct. 30 May 30 Dec. 30 July 30 Fen, 30
2000 2001 2002 2003

Mate: Initial values (as of March 30, 20007 are
rebased 1o 100%.

Sources: BTS, Tralka Dlalog, Hermltage Capital
Marmagemeant




Roofs, and the Rule of Law

Country Romania (4 cities) Poland (Warsaw) Russia (Moscow)
Used courts in last two | 0.20 0.14 0.19
years

Needed to use courts 0.15 0.10 0.45
but did not

Can use courts against | 0.51 0.41 0.50
government

Can use courts against | 0.67 0.45 0.65
business partner

Contacted by racketin | 0.00 0.08 0.39
the last 6 months

Does one need a 'roof' 0.01 0.06 0.76
('umbrella') to operate?




Table 1: Measuring Administrative Corraption™

Casuniry Adlmdn Etrative S ndard srrer
i i e
Albapia Ll CEL f
Bualgaria 21 (4}
o ek 1.1 (LX)
Crech Repubdic 24 i}
Faomia 1.4 (LX)
Humggary 1.7 Y
Lavia i.4 ARy
Libania TE (05}
Pakisd I (LX)
B i 1 LELd
Slovak Bepb bic x4 (A}
lerveria 14 Y
Average UEE pir ]
e o | (LT
Azerbai ja AT (0T}
Eeline i3 CEL |
(renmia |3 (L)
K oo ke m 11 i)
Kyrgys=im i3 i L)
Sdakd o A {4 =T
Farsia TE [0y
N AT G 1 LELd |
L e i - {4 =T
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e rmll o won vl b e
AVETIRE | EE )
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e onee i msod il payments o pablic officialk?
% bess dham 196 1 = 19996 3 - 99590 10 — 12095 13 - M0 Over M%

[l cbeaories wore msrased of 0% 196 X% 0% 11%: 1'9%: 2% ond ke e o oloal med




FiGUre 4.7.

Soft Budget Constraints and Employment in
Small Enterprises, 2000

Share of employment in small enterprises (percent)
Gl

Hungaty Czech Republic
* *
Estonia Poland
40 & Georgia
Russia
20 + *
Romania &
Kazakhstan Ukraine
[:] 1
2 il

Soft budget constraints index

Source: EBRD (2000); World Banlk database on SMEs.



Ficure 6.1.

Insecurity of Property Rights in Transition
Economies, 1999

Estonia
Uzbekistan
Poland
Slovenia
Hungary
Azerbaijan
Croatia

Slovak Republic
Georgia
Bulgaria
Armenia
Romania
Albania

Czech Republic
Belarus

Latvia
Kazakhstan
Lithuania
Kyrgyz Republic
Russia

Ukraine
Moldova

0 20 40 B0
Percent

Source: EBRD (2000).
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Output and Value Added in Small Enterprises

Russia
|ndex Percent
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Output and Value Added in Small Enterprises

Hungary
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Figure I: GDP Growth during the Reform Period
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Relative Price Variability

Lhare 1

Relative price variability is high in some transition economies 1
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Sources of Money Growth

Sources of money growth, 1992-05 1
(averuge growth retes par quartar]

Czech Republic Potand Estonia Mordowa  Russia

Broad money 4.6 1.8 8.6 26.1 36.0
Baza money 45 B0 10k 273 el R
Nat dormestic assets 2, -17.8 1.4 -1.1 28.1 6.4
Hat ntermational ressrves 1 22.4 4.6 nr 0.8 a4

marew I:'.::uu'll_l'. “_El'li. and Offerdsl T2,

1 Fram the last cpaariar of 199z ihreugh e third qoarcer ol 1995, anan and-cf paricd basia, sxcapt for Faland, for whidch dai
ara throsgh the sszend querter ol 1055,

£ Darived rasidusily.

* Cantributiora 1o the grawrih in bens reones




Inflation ate

Russian Inflation, 1991-2002




inflation rate

Polish Inflation, 1990-2002
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Polish Inflation, 1997-2002
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Annual Average Change in CPI
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CPI in Romania, Russia, and Ukraine
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Fiscal Balance in Romania, Russia, and Ukraine
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Russian Inflation, 1996-2002
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Inflation 1n Transition Economies (CEE’s and Baltics

1951 1952 1993 15594 1595 1986 1997 1958 199% 2000 2001 2002 2003
Central eastern
Europe and the Baltic
states
Croatia 123 BES.5 1.517.5 978 2 35 38 57 472 6. 4.9 24 24
Czech Republic 52 11.1 20.8 9.9 9.1 2.3 B.3 107 21 4.7 1.8 2
Estonia 2105 1,076.0 B9.3 47.7 29 23.1 11.2 g1 33 53 16 14
Hungary 35 23 225 18.8 282 2386 18.3 143 10 o8 9.2 4.3 47
Latvia 1722 8512 1052 354 25 176 &4 47 24 2 25 19 33
Lithuania 2247 11,0205 4104 721 395 246 B3 31 0. 1.3 0. -0.8
Paland 70.3 43 353 322 278 199 149 118 7.3 10.1 55 1.7 0.5
Slovak Republic E1.2 10 232 134 95 53 B.1 6.7 08 12 71 13 85
Slovenia 117.7 2073 329 21 135 599 B4 e 6.1 89 B4 7.5 6.1
Median 7.7 2073 35.3 322 25 176 85 7.9 42 6.2 5.3 24 2.4
South-eastern Europe
Albania 255 226 85 228 7.8 127 332 208 04 01 31 2.4 3.5
Bulgaria 3335 B2 73 983 62 123 10820 222 0.7 29 74 5.9 2
F¥ R Macedonia 1149 16844 3354 126.5 164 25 0.8 23 -1.3 85 53 24 1.5
Romania 170.2 2104 256.1 136.7 323 238 1548 291 4583 457 35 225 145
Serbia and Montensgro 121 92370 165=10" 33 786 943 213 295 371 804 913 M4 12
Median 121 228 170.6" 8E.3 323 e 332 222 07 9.9 7.4 59 15



Inflation in Transition Economies (CIS)

Commonwealth of

Independent States

Armenia 274 1.346.0 1,822.0 458620 1758 187 14 8.7 0.7 -0.8 3.2 1.2 6.1
Azerbaijan 107 8912 1,128.0 1,5640 412 197 35 -0 -85 1.8 1.5 2.8 2.1
Belarus 841 g70.58 1,190.2 22210 7093 227 B38 732 2838 1889 B14 428 29
Georgia g BET.4 31254 15,606.5 1827 2G4 TA 36 182 41 4.6 3. o
Kazakhstan 78.8 1.381.0 1,662.3 1,892.0 11763 2591 17.4 71 B.3 13.2 B4 3. 6.1
Kyrgyz Republic 85 855 7r2.4 180.7 43.5 318 234 105 35459 187 B8 21 2.4
Moldowva 83 1.276.4 1,184.0 487 30.2 235  11.8 7T 393 3141 8.5 3.2 10
Russia 827 1,526.0 875 311.4 197.7 478 147 2re BB 208 28 157 138
Tajikistan 112 1,157.0  2,135.0 350 G009 418 et 432 Y8 325 3_E8 122 186
Turkmenistan 103 493 3,102.0 1,748.0 10053 9924 837 1658 242 83 118 108 586
Lkraine 21 1.210.0 47340 G591 ki g0 15.89 108 227 232 12 0.3 o
Uzbekistan 108.7 64352 2342 1,568.3 3048 Sd 70.9 29 281 25 2r2 278 124
Median 6.1 1.063.9 14283 1,676.2 2512 436 166 105 2545 isg 106 a7 7.a

2004 and 2007 EU
Accession countries
Median T44 625 h4.2 349 28 21.5 8.9 9.4 47 9.4 6.5 3.4 2.7



Real Appreciation in Transition

[ncrease from Year of
Country trough or first Trough or first

available data available data
Bulgaria 631 991
(Czech Republic 90.4 993
Estonia 225.2 1993
Hungary 42.7 1990
Latvia T5.5 1994
Lithuania 558.3 1992
Poland | 75.5 1 990
F.omania 1248 | 990
Fussia 201.1 | 992
Slovak Republic 611 993
Slovenia 64.0 1991
Ukraine 1 73.0 | 992

Source: Halpern and Wyplosz 1998a
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Real Effective Ruble Exchange Rate

Index, 1995=100
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12-month Inflation and Ruble Depreciation
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FDI as share of GDP, 1992-99

As a percentage of 1992-99 GDP
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Capital Inflows by Group

a. Total Capital Flows (net)

1991 1892 1993 1954 1995 1996 1957 1598 1599



FDI 1in the 1990’s by Group

b. Foreign Direct Investment (nzt)

Teansition group without Rossia

Latin_Amserica
_ —=md ASEANA

Al Developmp

---------------

________

18891 1992 1883 1994 1555 19498 15997 19398 1998



FDI per-capita, 1992-99

Cumulative, in US$ per capita
0 200 1000 1500 2000
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Chinese Poverty

(percent below poverty ling)
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source: Ravalllon and Chean, 2004,



Inequality in China

(Gini index!; percent)
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Source: Ravalllon and Chen, 2004,
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Tradeott Between Inequality and Growth?

The periods of rising inequality were not the perods of higher growth.

Growth rate In household

Inequality income per capita (percent a year)
1981-85 Falling 8.9
1986-94 Rising 3.1
1995-98 Falling 5.4
1999-2001 Rising 4.5

Source: Ravalllon and Chen, 2004,



Shares of Value Added in Russia, 1990-2001
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Govt Employment as share ot Total, 1970-2002
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Level of Development and Services, 1990

Share of services in total employment, %
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Per capita GDF, 1990 intl. $
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Level of Development and Services, 2000
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Central European Currencies

I Four up

Central European currencies against the euro
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