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Overview Overview –– Transition Report 2005Transition Report 2005

Part I – Transition in 2004-05
– Transition advances, especially in CEB and Western 

CIS
– Strong macro performance, fuelled by rapid credit 

growth
Part II – Business in transition
– Drawing on the 2005 Business Environment and 

Enterprise Performance Survey (BEEPS): 9,500 firms 
in 26 transition countries

– Improvement in business environment, but obstacles 
remain; performance is strongest among private and 
foreign firms



Note:  No change was reported in the nine countries that are not listed. Scores range from 1 (pure central planning) to 4+ (fully functioning 
market economy).
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Progress in reform by sectorProgress in reform by sector
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Note:  No change was reported in price liberalisation. Scores range from 1 (pure central planning) to 4+ (fully functioning 
market economy).
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Good growth performance 2004/05Good growth performance 2004/05
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Key vulnerabilities remainKey vulnerabilities remain

CEB:
– Fiscal deficits in Czech Republic, Hungary, Poland
– Current account deficits and inflation in the Baltics
– Financial sector vulnerabilities in Hungary

SEE:
– Current account deficits in all countries
– Fiscal deficits in Albania and Croatia
– External debt in Croatia and Serbia and Montenegro

CIS:
– Risk of “Dutch disease” in Azerbaijan, Kazakhstan, Russia
– Financial sector vulnerabilities and a difficult business 

environment in several countries



Rapid credit growth across the regionRapid credit growth across the region
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Financial sector vulnerabilitiesFinancial sector vulnerabilities

Est.
Strong A

Cze.
B 

Hun.Lit.Cro.     Slov.     
Slov.

Rep.
C

Kaz.

Rom.    Bul.

B&H
Alb.

Lat.
FYR

Pol.      Mac.

D

Mol.     Ukr.
Bel.     Kyr.
Aze.    Rus.    
S&M 
Arm.    Geo.    Taj.

Tur.       Uzb.Weak E

1

Lowest risk

2                                        3 4

Highest riskMacro-prudential risks

Banking 
System
Risks



Business in transitionBusiness in transition

Business environment is improving steadily in 
nearly all areas, although with some notable 
exceptions
Transition countries are making strides but still 
lag behind mature market economies on most 
measures of the business environment
The most dynamic firms perceive higher 
obstacles in the business environment
Firm performance is improving; foreign-owned 
and private firms are the most efficient



The business environment is The business environment is 
improvingimproving
Although there is significant variation by countryAlthough there is significant variation by country
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Dynamic firms face higher obstaclesDynamic firms face higher obstacles
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Senior managers are spending less Senior managers are spending less 
time dealing with public officialstime dealing with public officials
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The bribe tax has come down in most The bribe tax has come down in most 
countries since 2002countries since 2002
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Note:  The bribe tax is the share of annual revenue spent on bribes.
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But private firms pay more in bribesBut private firms pay more in bribes
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Access to finance differs by regionAccess to finance differs by region
Firms in CEB use banks more and receive better loan termsFirms in CEB use banks more and receive better loan terms
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Improvements in firm performanceImprovements in firm performance
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Note: The chart shows average growth rates over the previous three years (i.e. 1996-1999, 2000-2002 and 2003-2005)

High growth in sales per worker beyond the initial restructuringHigh growth in sales per worker beyond the initial restructuring phasephase
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Note:  The chart shows the difference in performance relative to state-owned firms.

Foreign and private firms are more productive than state firmsForeign and private firms are more productive than state firms



……and by market structureand by market structure
Competition prompts firms to continuously increase productivityCompetition prompts firms to continuously increase productivity
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Note:  The chart shows the difference in performance relative to firms in non-competitive markets (three competitors or fewer) and 
non-exporting firms, respectively.



Note: The chart shows the difference in productivity (sales per worker) as a function of the average business environment in a country. 
Ukraine is used the base country.

The business environment also The business environment also 
affects firm performanceaffects firm performance
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Conclusion Conclusion –– transition and growthtransition and growth

Substantial progress in transition was achieved by 
CEB, where the markets have responded 
favourably to previous reforms.
Reform in the CIS benefited from political change in 
some countries, while much of SEE took a reform 
break.
Economic growth has slowed but is still forecast to 
reach 5.3 per cent in 2005. 
Sustained expansion of the financial sector is 
boosting demand but also increasing potential risks.



Conclusion Conclusion –– business in transitionbusiness in transition

The business environment has improved but 
business obstacles are still higher than in mature 
market economies. 
The most dynamic firms, such as private start 
ups, are the more constrained.
Foreign-owned and new private firms are more 
efficient than privatised and state-owned 
enterprises. 
Competition prompts firms to become more 
efficient.



EBRD Annual Meeting & Business EBRD Annual Meeting & Business 
Forum 2006Forum 2006

A unique opportunity to  meet 
relevant Investors, Bankers and 
Authorities from Central Europe 
to Central Asia

21-22 May – London

Parallel forum of debate and 
discussion on the investment 
climate in the region
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