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The transition region’s  

pre-crisis growth model  

 

Vigour… or just bubbles? 



Pre-crisis rapid growth in the EBRD region…  
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EBRD region grew faster than Asia before the crisis 



Most transition countries had negative trade balances 
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…was driven by domestic demand with high 

imports…  



…resulting in high current account deficits  
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EBRD region current account deficit was over 5% of GDP 
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Together with other weaknesses, such as high 

dollarization… 

Many transition countries are over 50% dollarized 



…they contributed to a sharp fall in growth 

during the crisis  

GDP growth rate in transition countries dropped on 

average over 10% between 2007 – 2009   
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Real GDP Level 

(2008=100) 

Note: Unweighted averages.  
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Recovery is currently under way, but has a 

way to go in many transition regions 



Overall it is lagging behind other emerging 

markets, except for Poland, Turkey… 
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…which are the region’s “capital magnets” 

Private sector credit growth
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Western transition region: Many countries 

struggling with high unemployment 
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Eastern transition region: Inflation pressures 

mounting 
Inflation 
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Reform areas 

A New Growth Agenda: Necessary to return 

to strong, but safer growth 

Developing domestic 

capital markets and  

local currency finance 

Strengthening  

export growth 

Improving business 

environment 

Objectives 

Safer growth 

Stronger growth 

Less FX  

in credit 

Innovation 

Improve 

current 

account 



Potential causes  
for lending in FX 
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Policy remedy 

Under-pricing of risk 

Banks cannot raise 

local currency 

Inflation volatility 

Regulation 

Local capital market 

development 

Macro stabilisation + 
institution-building 

Encouraging local currency finance:  

understanding the underlying causes 
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Pre-crisis: regional exports  

remarkably successful… 

…important driver of innovation in firms… 
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Exports ► Innovation ► Growth 
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… but past export growth drivers are fading 

ULC grew 

much faster 

2007 average trading 

partner tariff only 8.5% 

2010-15 trading partner to 

grow 1 percentage point 

lower than before crisis 

Labor costs catching up 

with advanced countries 

Tariffs generally 

already at low levels 

Slower projected growth  

of large trading partners 
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Invigorating exports requires structural reforms 

Statistical analysis points to key policy levers: 
 

   Focus on reducing or managing non-tariff barriers 

   Increase efficiency of customs 

   Reduce corruption and entrench rule of law 
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Top priorities to improve export-friendliness 
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Business environment diagnostic: identify key 

constraints, find examples to learn from  

 BEEPS business-level data identifies relatively 

most burdensome business environment 

constraints in each country 

 Pair-wise comparisons of similar countries  

point to good and relevant examples 
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Skills availability and corruption are viewed  

as top constraints to business 
Number of countries where a constraint is among top three concerns 

EEC, CA can learn from Georgia how to fight low-level corruption 

CEB can learn from Estonian tax administration 
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Cross-country and over-the-time analysis  

help identify examples to follow 

Tax administration: Estonia Corruption since 1999: Georgia 
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No complacency: now is time to reform 

 Urgent need to enhance the growth model 
to avoid serious post-recovery risks  
 

 Prepare for more sustainable,  
longer-term growth 

New Growth Agenda for  

stronger AND safer growth 


