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For the second time in only three years, the global economy 

and the transition region are facing a situation of exceptional 

uncertainty and potential crisis. In 2008-09 the transition region 

was one of the areas most deeply affected by the global crisis. 

Since then it has also been the region slowest to recover. 

With few exceptions the European transition region never 

reached the buoyant growth levels of other emerging market 

countries, and in many countries output is still below 2008 levels. 

Before the eurozone crisis intensifi ed growth prospects looked 

encouraging; but unfortunately the region again has reasons to 

prepare itself for another crisis. 

This time the circumstances are different. The transition 

region is in some ways better prepared for a reversal of capital 

fl ows than it was in 2008. Financial sectors have generally been 

strengthened. At the same time, fi scal positions, notwithstanding 

signifi cant adjustments in the last two years, remain fragile. 

So does the fl edgling economic recovery in the region. Most 

signifi cantly, the main source of the instability – the debt crisis 

in the eurozone – is hitting even closer to home this time. If the 

crisis spins out of control, the fi nancial integration model across 

advanced and emerging Europe and beyond may be in jeopardy. 

The model was defended against the odds in the last crisis, but 

will it survive intact this time?

This Transition Report is once again concerned with the 

themes of crisis and transition. Like its two predecessors, the 

Transition in Crisis? (2009) and Recovery and Reform (2010), this 

report focuses on understanding both the 2008-10 crisis and its 

longer-term implications. It looks beyond the crisis for sources 

of growth that are less sensitive to changes in the external 

environment than the capital-infl ow driven boom of the pre-crisis 

years. But it does so from a fresh perspective: that of households 

and individuals, based on a new round of the EBRD – World Bank 

Life in Transition Survey (LiTS), conducted in late 2010. 

The LiTS survey allows us to obtain a much better picture 

of how the crisis played out at the level that really matters for 

welfare: people. A far larger proportion of households were hit 

hard by the crisis, in the sense of having to reduce even basic 

consumption such as staple foods and visits to the doctor when 

ill, than their counterparts in western Europe. The report also 

shows very large variations within the transition region, with 

households in countries such as Bulgaria, FYR Macedonia, 

Hungary, Latvia and several other south-eastern European 

countries among the hardest hit, while households in Belarus, 

Poland, Russia and the Slovak Republic seem to have been much 

less affected (about in line with France or the UK in terms of 

reported consumption declines). 

The differences across countries are somewhat, but not 

very closely, correlated with aggregate measures of the crisis 

impact such as GDP decline or increases in unemployment. 

This demonstrates that macroeconomic measures alone do 

not give the full picture. The report goes on to explore in detail 

why households in some countries suffered much more than in 

others, and why the transition region as a whole suffered more 

severe consumption adjustments than western Europe – with 

important new fi ndings about the role of social safety nets and 

foreign currency borrowing, to name a few.

A critical – perhaps the most critical – question concerns 

the potential long-run implications of the crisis: did the crisis 

undermine support for democracy and markets in the transition 

region? The 2010 LiTS suggests that in the new EU Member 

States, which have market-based and democratic systems and 

were also generally hit hard by the crisis, unequivocal support for 

markets and democracy, respectively, dropped sharply by about 

10 percentage points compared with the fi rst round of the survey 
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in 2006. At the same time, the LiTS reveals an extraordinary 

development in the opposite direction in countries further east. 

Excluding Russia – where unequivocal support for democracy 

and markets was and remains low – support for democracy and 

markets increased in eastern Europe, the Caucasus countries 

and Central Asia, overtaking support levels in the new EU member 

countries by a wide margin. Households seem to have turned 

particularly against the systems that they perceived to prevail in 

their own countries. 

Lastly, this report also explores a wealth of available data in 

LiTS on a subject that is likely to be key to sustainable long-run 

growth in the region: entrepreneurship. The last chapter confi rms 

some insights from the previous literature, in particular the 

paramount importance of access to fi nance, quality education 

and some degree of entrepreneurial risk-taking. It also shows 

that women are less likely to try to set up businesses than men, 

but that once they try, they are no less likely to succeed. Lastly, it 

fi nds that regions within countries which already harbour many 

entrepreneurs are both more likely to see new attempts to set up 

businesses and to see them succeed conditional on trying. This 

suggests either that there are genuine geographic spillovers of 

entrepreneurship, or that local business environment conditions 

matter a lot, or both. Disentangling these factors is a matter for 

future research.

In the end this report offers limited comfort to a region that 

once again is looking into the abyss, at the mercy of a global 

fi nancial crisis not of its own making. On balance the region may 

be more resilient than in 2008, but the storm potentially hitting 

the region may be even stronger. It is also unclear whether the 

international policy response will be as supportive as last time. 

The impact on households may be even stronger as their 

balance sheets have not been fully repaired and social safety 

nets have not been reinforced. Yet these generalisations mask 

tremendous diversity in resilience and overlook remarkable 

pockets of entrepreneurship. In their search for how to better 

protect households and harness entrepreneurial talent, policy-

makers should look at the experience within the region, 

as well as outside. 

A remarkable fact, particularly against the background of 

the Arab Spring, is the coincidence of a rising sentiment for 

democracy and markets in many of the more state-dominated 

transition countries with a hardening of policies – including in 

the economic sphere, as shown in the report. How this tension 

is resolved will shape the future of these countries, but may 

also have an impact far beyond the region. Possibly for the fi rst 

time the experience from 20 years of hard-fought economic 

and political transition, particularly that of central and eastern 

Europe, is serving as an inspiration to other regions in the world, 

including North Africa and the Middle East. At the same time, 

developments in the latter region are infl uencing events in less-

advanced transition countries in Europe and Asia. This transfer of 

transition experience across regions promises to spark new hope 

in societies that fi nd themselves stuck in their economic and 

political transformation.
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“If the crisis spins out of 

control, the fi nancial 

integration model across 

advanced and emerging 

Europe and beyond may be 

in jeopardy. The model was 

defended against the odds 

in the last crisis, but will it 

survive intact this time?”




