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Abstract

Based on analysis of economic growth indicators ¥689-2014, this
article distinguishes the “emerging markets” of @ah and Eastern Europe
(with Russia included), from the other economiest tfall in the broad
‘emerging markets’ category. Following the post-998&forms, the countries of
the region share many of the same typical instihgl features as other
“emerging economies”, but not necessarily the agged economic outcomes.
What characterizes “emerging economies” is thatytlgrow fast enough to
systematically close the distance dividing thenmfithe advanced economies,
creating convergence. Departing from this patté@entral and Eastern Europe
(and Russia) have so far fallen short in termdhefdgrowth rates, and the region
as a whole has not made much progress in catchpnddy more than doubling
its national product Poland is the only notable epiton in the region, although
Slovenia may fit in the same category. At the otlvreme, some of the
economies actually lost two decades in terms oficieg) the gaps, and some
even fell further behind (e.g., Serbia, Ukraine)e3e findings have potentially
serious implications for economic theory in geneaad for the presumption
that globalization processes act as a unifying tyaental force.
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1. Introduction

There are numerous examples of less developed m@@swhich, once they
began to converge with more developed economiatinced on the path until they
closed the distance separating them from the deseleconomies. For instance,
Japan, South Korea and China are in this categotly Some residual uncertainty
over China). For other economies, an initial spfrtgrowth reaches a low
equilibrium and convergence comes to a halt. Nag lago, Brazil was considered
almost as a textbook case of this category inriatemal economics. During the
first few post-war decades, the countries of théieébdloc began a convergence,
but by mid-1980’'s the catching-up lost some ofismentum. At this point, the
region was still averaging one-third of the produitgt rates for Western Europe.

In 1989-90, with the collapse of the Soviet blds, former members
embarked on dismantling their command economietbkstied after the war by
the Soviet Union. A market-run system, intendedhtivate Western Europe, was
first phased-in in Central Europe (Kornai 2006; iorski, Poznanska and Liu
2012) and then what is now defined as Eastern Eujian, Russia, Ukraine, and
Belarus) joined in as well. The economies of Cératral Eastern Europe turned
into “emerging markets”, with typical institutionéatures such as: an “open”
economy with low tariffs; robust domestic competiti private, and often largely,
foreign banking systems; and limited unionizationl 8exible wages. Relatively
stable prices and currencies are other featuretheofemerging markets that
countries of the region acquired at this turningnpo

These changes were undertaken with the goal ofmiaguthe catching-up
process, particularly with Western Europe as thegions role-model.
Characteristics associated with “emerging markietduide not only their systemic
characteristics and macroeconomic choices, but #imive-the-average rates of
investment and related rates of growth of theifomal product. The “emerging
economies” also tend to be export-driven and shadetsurpluses, or at least are
not burdened with large trade deficits. In addititireir capital balance — i.e. the
difference between inflow and outflow of capitalwith respect to foreign
investment is usually positive. As a rule, thesedis have allowed most of the
“emerging markets” by and large to reduce the digaseparating them from the
advanced economies.

This has not been the case with Central and EaEierope, often called
“transition” economies. When they moved forwardhabeir market-oriented
reforms, numerous projections were made about @leBtrrope eliminating its
distance behind Western Europe in two, or at thetntlaree, decades. Now
however, over two decades later, it is evident thatearly projections have not
been proven correct — with the exception of Poland Slovenia — and no
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visible closing of the economic distance has takéace. In fact, in some
economies in the region the initial gap has expdn@eg., in Ukraine and
Serbia) This puts Central and Eastern Europeanoeti@s into a special
category, where the systemic features of “emergiagkets” are not associated
with “economic convergence” (e.g., Poznanski 2013).

The critics of Poland’s approach to transition hiaveecognize that at least in
terms of its overall performance, measured in dnosates, Poland is a success
story, with growth rates that put her on par whie Latin American emerging
economies that have been able to visibly closegéips separating them from the
advanced economies. This is, however, a relatieess, since among the
transition economies are also two Asian economigShina and Vietnam. In
pursuing liberalization, they also joined the catggof “emerging markets”, with
China already producing two decades of the lorgedtfastest growth in post-war
history. This has allowed China to reach ratesrofvth four times higher than in
Poland, and another great success story, Vietrmareath rates nearly three times
as high as Poland, and accordingly both have rdasimeilarly higher rates of
convergence levels.

2. Twenty-Five-Year Economic Growth Record

The year 1989 is chosen as the starting point tasare the relative
economic performance of the “emerging economies’has been indicated, this
is the approximate year when a full-scale libeadilon started in the formerly
state-planned economies in Central and Eastern pEurmcluding Russia.
It should be noted that in China market-orientddrms greatly accelerated from
1985 onward. Historical real (i.e. corrected foflation) GDP statistics are
utilized for the calculation of growth patternsragjht-forward indices, with the
1989 GDP level taken as 100, are calculated farcssd countries in specific
regions. Averages for regions are calculated biditig the total 2014 GDP for
the countries of the region by their 1989 GDP lewsding this methodology,
country indices are “weighted” by the size of thesibpnomies.

Table 1 below summarizes the results for 55 “emgrgiconomies” from
five different regions, namely Asia, Latin Ameri&entral and Eastern Europe as
well as Central Asia (encompassing the remainingédo Soviet republics, however
with the Baltic States considered part of Centraloge). As a further point of
reference for Central and Eastern Europe, growdftes for thirteen countries of
Western Europe (from the “old” European Union)iacduded as well. This latter
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addition is particularly relevant for evaluatingetbicatching-up” record of the
Central and Eastern European economies. As prdyieail, Western Europe is
the target by which these countries gauge thetr289 performance.

2.1. Long-Term Comparative Economic Growth

According to Table 1 below, the fastest region wmiyri989-2014 was
Asia, including a total of ten economies, with Taiw Singapore and South
Korea and China among them. The GDP 2014 indethfergroup of emerging
economies was 609, meaning that in the over 20{yedod these economies
grew by almost six times. This sample includes @himhich registered a 2014
GDP index of 990, or above nine times growth. Téeoad fastest economy in
the region was Vietnam with a 519 index for 2014e@ the fact that China’s
economy accounts for about 50% of production is thigion, a separate index
was calculated with China excluded. For the Asianntries other than China,
the 2014 GDP index was 411.

Measured against the above index for Asia as ahpeswk, the post-1989
growth in Eastern Europe is merely a fraction. P84 GDP index for the
sampled ten Central European economies was on gevéd2l. Importantly,
much of the growth came from Poland, the best peiftg country in the
region with a 2014 index of 238. Excluding Polanthich also happens to be
the single largest economy in the region, the a@eerda014 index for the
remaining countries falls to 165. This index foesh nine economies of Central
Europe is roughly one-third of the above-mentiooedesponding index of 441
reported by the Asian economies other than ChinathBrmore, Central
Europe’s index excluding Poland represents onetguaf the 609 index for the
whole of Asia, with China’s economy included.

While the growth record for Central Europe is laskte in comparison
with the Asians, who performed at the highest leeelong the “emerging
economies”, in comparison to relatively less-susitgéscountries of Latin
America the region’s performance looks respectalihes is telling, since Latin
American economies happen to have started theirdiization reforms about the
same time as Central Europe and the countriegtaat up out of the collapse of
the Soviet Union in 1991, e.g. Eastern Europe aedtr@l Asia. During 1989-
2014, while showing better performance than thé oésthe region, Central
Europe including Poland grew as a group close ¢oréte reported by Latin
America, with its 2014 index of 209 meaning thatinoly this time the Latin
American region doubled its production.
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If the record of Latin America is taken as the Istvéhreshold for
defining an “emerging economy” as growing fast egtodo converge, then
among Central European economies only Poland caaildeto have performed
like a typical “emerging economy” (Slovenia, with L83 index for 2014, might
possibly be another exception,). If Poland’'s econasisubtracted from the
pool, the region grew by two-third in 1989-2014,iethof course is less than
the doubling of GDP reported by Latin America. Iddaion, among the
majority that grew below the above-mentioned thoéshat least as many as
three reported a GDP index for 2014 as low as aaeter of the benchmark
(i.e. 119 in Latvia; 126 in Bulgaria; 125 in Hunggar

Table 1. Emerging Markets Real GDP 2014 Indices (89=100; 2008=100)

) 2014 2014
Region Index (1989=100) Index (2008 =100)
Asia 609 146
China 990 164
Vietnam 519 141
without China 411 144
Latin America 209 118
Argentina 256 126
Chile 336 125
Central Europe 221 106
Hungary 125 78
Poland 238 118
without Poland 165 100
South Central Europe 126 98
Serbia 79 105
Eastern Europe 112 138
Belarus 204 124
Russia 117 145
Ukraine 65 90
Central Asia 198 139
Kazakhstan 194 135
Western Europe 153 99
Austria 165 102
Germany 149 105
Turkey 242 111
Egypt 267 114
Morocco 220 113
Algeria 176 108

Source: Calculated from “Development Indicators.FGBnd Growth Rates of GDP, 1989-2011",
World Bank, 2012.
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Importantly, not counting Albania all countries tfe South Central
Europe (i.e., Albania, Bosnia, Croatia, Macedommntenegro and Serbia)
showed a considerably slower economic growth dutireg 1989-2014 period
than Central Europe, whether the fastest regiocai@my (Poland) is included
in the sample or not. As an extreme for this regierbia reported for the 1989-
2014 period a negative index of 79, this also bdimg extreme for all the
transition economies sampled in this quantitativel\s While without Poland
the 2014 index for Central Europe was 165, for $uaith Central European
region the average was only 126.

Extremely low rates have been also reported by sufittee former Soviet
republics that form the present Eastern Europeaidkrreported the negative
index of 65, and for Russia the index was 107 dmti@st, Kazakhstan reported
an index of 194, which is above the average fort&aerEurope. The last
member of the Eastern Europe, Belarus reportechdexi of 204, which was
below the Central European leader Poland’s 238xin@lee contrast between
Central Europe and the two fast-growing economfgheformer Soviet Union
is intriguing, since both Kazakhstan and Belarue aonsidered relatively
conservative with respect to their market reforragoams, with Belarus often
claimed to be an extreme case, alongside Uzbekistan

However, the former Soviet republics that congitGentral Asia showed
a performance that is comparable to that of Celduabpe. The 2014 index for
the eight countries was around 198, so there ig ardeveral point difference.
Included in this group is Georgia with its 74 ind&foldova with its 69 index,
and Tajikistan with its 107 index. With such poesults they all fall in the
category of countries which lost over two decadegrowth. However, within
the group are also economies that match or eveeeexthe record of the best
performing Central European economy, i.e. Polandkrenistan reported an
index as high as 345, and Uzbekistan reported 263.

Of the 27 countries constituting Central and Eastéurope and the
former Soviet republics of Central Asia, only siktkem showed a benchmark
index of around 200 or more and were thus abledacae their GDP-gap vis-a-
vis the advanced countries by some measurable elegreese countries are
Poland and Slovenia from Central Europe; BelarosmfEastern Europe; and
Azerbaijan, Turkmenistan and Uzbekistan from Ceéntkaia. If the two
formerly “state-run” Asian economies - China anétviam - are added, then the
number of “transition economies” in the sample pateto 29 economies, with
eight of them exceeding the 200 point benchmark gbparates countries with
visible convergence from those that liberalizechaitt convergence.
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Turning to Western Europe, the 2014 GDP index far 15 European
Union “old” members was 153. This is below the CanEuropean 221 index
as well as the region’s index of 165 when countétiomt Poland. Of the 27
countries comprising Central and Eastern EuropatiSGentral Europe, and the
former Soviet republics of Central Asia, only eigaported 1989-2014 growth
rates higher than Western Europe as a group. Gétamght countries, three are
from Central Europe, namely Poland, Slovakia anov&iia. The remaining
countries in this group include Albania from Sow@kntral Europe, Belarus
from Eastern Europe plus five Central Asian coestrinamely Armenia,
Azerbaijan, Kazakhstan, Uzbekistan and Turkmenjsthe latter with the
fastest growing economy within the whole group Be2onomies.

2.2. Responses to the 2008 financial crisis

When the 2008 crisis shook the world, it markedvtioest financial crisis
that hit the advanced economies in the post-waiogeBy 2014, the total
product of Western Europe (European Union — 13) itmained below the
2008 level. Specifically, the GDP 2014 index (20088) was 99 for the
advanced region of Europe. This was the firstftes€Central and Eastern Europe
to see how resistant the region is to cross-bdidancial shocks originating in
Western Europe. To the surprise of many, as a gtbepCentral and Eastern
European countries showed better economic perfarenanterms of growth. The
respective 2014 index for Central Europe was 1@&mmg it was 7 points higher
than Western Europe in the six-year time span 082fD14.

The most resistant economies of Western Europe ethosv modest
increase in production and ended up with a GDP 20ddx around 102. This
group would include five economies, i.e., Belgiudustria, France, Germany
and Sweden (the latter being the most successfahgrthem, with a 108 GDP
index). Among the ten economies in this group whieported declines for
2008-2014, the most severely damaged turned ouietdhe economies of
Greece, with a 2014 growth index of 78, and Irelaitth a respective index of
96. Portugal also experienced difficulties with 4 owth index for 2014,
while the respective index for Spain was also % fan Italy the index was 93.

Proportionally speaking, the number of Central [pean economies that
suffered a decline from the financial shock hasnblsver than in Western
Europe. Of the ten sampled countries of Central Badtern Europe, two
reported a visible increase in national productnelg Poland and Slovenia,
with Poland having the distinct status of the hmsforming European
(including both West and East) economy in termgmiwth. Poland’'s GDP
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2014 growth index (with 2008=100) was 118 and tfaweden, indicated as
the fastest growing Western European member, bgrgelmargin. Of the
remaining eight Central and Eastern European eci@sothat sharpest decline
was reported by Slovenia with 91 index, Hungaryhv@¥ and Latvia with 98
index. This is less than decline reported by thestvaffected Western European
economies (including Finland with 95 index in 2014)

The lesson of the 2008 crisis is that joining thedpean Union did not
render Central Europe immune to the financial seoTke shocks were actually
imported from Western European economies, with nafryniem reporting the
most damaging downturns ever encountered in postWastern Europe.
Further, for some Western European economies thisre decline followed
years of remarkable expansion, which had been takgmoof that liberalization
pays off handsomely. For example, Ireland was edaigs an example that
globalization worked “miracles”. Its GDP index ftire year 2000 (1989=100)
was 217, compared to 128 index for Western Eurspewahole. But, as already
mentioned, following four years of consecutive dexlreland’s GDP index for
2014 was 96, among the worst in the whole of Wadierrope.

Turning now to Latin America, growth statistics shthat as a region
these countries proved more resistant to the 2D@8dial shock, at least in the
sense that none in the sample withessed a dedlinational product through
2014. The group as a whole reported an increaseatieaaged to a 2014 index
equal to 118. This meant, however, that these enmsoconsiderably slowed
down compared to the long-term average index of 208ieved during the
1989-2014 period. Some countries showed very inspregrowth rates, raising
their national product during this six-year spandmg-third as in Peru) or one
fourth, e.g., Argentina (whose economic performadefied those critics who
predicted a painful and protracted recovery frasnoitvn severe financial crisis
incurred by its default on foreign debt and steeyatuation).

Central Europe fell not only behind Latin Ameridait also behind the
“emerging economies” of Asia, which collectivelyjeyed a 2014 growth index
of 146 against the 2008 GDP base level, i.e. thavalgnt of nearly one-half.
This index is higher than that for Latin Americadamot matched even by the
best performing member of Central Europe — Pol#n@dhina is removed from
the sample, the growth index for Asia is at 144 lsigher than for any other
group of “emerging economies”; still higher tharr fdoland alone; and also
higher than that of the former Central Asian remshlwhich reported a very
strong 2014 growth index of 138.

For further comparison, Russia reported an indek4& and Ukraine an
index of 90 for the world crisis period 2008-20With this data the records for
the former Soviet republics can be contrasted thitth of individual “emerging
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economies”, most notably with the *“transition” eoames of China and
Vietnam. Not only were China and Vietham not negdyi affected by the
financial crisis, they fared better than most & Asian “emerging economies”,
with India leading at 179, and followed by Chingaging the 164 index and
Vietnam coming next at 141. Among the formerly estain economies in
Central Asia, only Uzbekistan recorded a comparaidex, namely 159 and
Turkmenistan ended up with the 179 index.

To broaden the geographic perspective, Table ligesvinformation on
the economic performance of some “emerging ecorginirem Middle East
and North Africa, plus Nigeria. Of them, all demtated higher rates of growth
for the 1989-2014 period than the comparable reastdeved by Central and
Eastern Europe, with Russia. The few selected degntf the Middle East and
North Africa reported an average 2014 index agdif89 at the level of 232,
which was higher than the average for Latin Amead this for the economies
of Central Europe achieved in the same time fralrheir index for the period of
2008-2014 was hovering around 111, meaning comfstabLatin America
and much stronger than the countries in Centrabgairas well as Russia and
Ukraine in Eastern Europe.

The most significant lesson is that - while the {€drand Eastern European
countries were more resistant to the 2008 finansiieick than the advanced
economies of Western Europe - they made very pithgress in catching up. The
differential in growth rates was not significantoagh to allow Central and
Eastern Europe to gain any visible ground in thentergence game.” This
lacklustre performance most stands in contrastheoperformance of the two
Asian economies which also dropped their statesyigtems for a market-based
system, namely China and Vietnam. Interestinglg, Alsian parts of the former
Soviet Union have also proven more resistant to20@8 cross-border financial
shocks, which for first time in the post-war yeeasne from the advanced world.

3. Factors behind the slow convergence

The question which arises is: How is it that thenéeging markets “of
Central and Eastern Europe, together with Russih the former Soviet
republics, which by and large have liberalized rttmistems so much, have
recorded growth rates insufficient to enable cogeace in a reasonably short
period of time? The existing pattern is so preval@mong these “transition
economies” that one would expect more or less thmes factors to be
responsible for the pattern discerned here. Atdtsige of the discussion among
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economists no consensus has been achieved asstoutices of this — as identified
by us — paradox of these numerous cases of libatialih without convergence.

That the region has been slow in closing the digtamgainst the advanced
economies is not in itself evidence of a failuretioé “transition”. Naturally
convergence is not the only measure of economicessc The region of Central
and Eastern Europe and Russia with the former Sosfiiblics is better off on
many respects, with greater access to imports, prodict variety, and increased
quality, all of which benefits domestic consuméfsrther, opportunities have
opened up for people to try their entrepreneudnt, start businesses, and
innovate production. The production structure Hazenged dramatically, and the
structure of their foreign trade is now dominatgdntanufactured goods that are
integrated into the structure of globally-operatingltinationals.

3.1. Suppressed total consumer demand

One hypothesis concerning the possible reasorntbd@liow convergence is
that domestic demand doesn’t provide a sufficiémiudus for production growth;
in other words, the low rates of growth are demdrigen. This argument was
raised already at the time when the region ent#edpost-1989 “transition
recession” that shaved off over ¥4 of the regioradional product. According to
the prevailing view, this downturn was caused hycsural — supply-side —
impediments, namely the presence of huge amountsrmanted production”
which the state planners had developed in earbarsy A dissenting argument
was raised, however, pointing to the demand sidmety a sharp decline in real
wages combined with a drastic credit squeeze aithg increase in the interest
charged (justified on the grounds of eradicatirftaiion and “strengthening” the
currencies).

The demand argument has been recently revived tiyaPaner (2013) in
the context of the ongoing debate on how to cops léth the post-2008
financial crisis and its aftermath. The prevailvigw has been that austerity
(higher unemployment and wage cuts etc.) is theedymBut a small group of
vocal Keynesian economists (e.g., Krugman in thetddnStates, Laski in
Europe) have called for “monetary easing” by allogvincreased budgetary
deficits and moderate price inflation. A retrospectexamination of the real
wage trends since 1989 seems to argue for thetyatiithe demand argument
in explaining growth performance, both at the dutdehe transition as well as
in the years that followed.
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The analysis reveals a continuous real wage rapreswhich by and
large didn't allow for real wages to increase byrenthan one-quarter during the
1989-2012 period (Podkaminer 2013). Table 2 dematest that the notable
exception is the Czech Republic, where after aalrdecline of real wages to
a 69.6 index in 1992, they recovered to reach dexrof 154 in 2012, or by
more than one-half. In Romania real wages reacl3&diridex points, and in
Poland 124. Otherwise, most of the countries haver®und 110 points, or
even allowed their real wages to stay at the pression level, i.e., Lithuania
with an index of 74 and Bulgaria with an index &. These low indices
translate into low annual rates of growth in realges, ranging from 1.9 % in
Czech Republic and at the lower end of the posifipectrum to 1.2% in
Romania, to -1.3% for Lithuania and -1.4 % for Barig.

It is instructive to compare the rates of real gloim wages with the real
growth of national product in particular economi€kis helps to get a sense of
the extent to which the population at large pgvtites in the appropriation of
the expanding “pie”, meaning the national productthe Czech Republic and
Romania wages grew by more than their real domestiduct. In the former
case the gross domestic product index for 1989-2¢dsl 142, but real wages
grew by 154 points. In the latter case of Romah@figures were 123 against
139; while for Poland it was reverse, with the grdemestic product growing
by 221 points while the real wages index was 124.

Table 2. Average Real Wages in Eastern Europe 198342 (1989=100)

1989 | 1992 | 1994 199 1998 200D 2002 2005 2007 2000912 7
CR:Z?)(L:I?)“C 1000 | 76.7| 855| 1014 1018 110j1 1213 136.7 14823.8| 154.0
Hungary | 100.0 | 88.2| 90.9| 75.8 824 75.1 1036 118.9 117.%.711116.4
Poland 100.0 | 73.3| 74.4| 80.7, 88.2 93.3 96.3 102.1 112.0 .012124.5
Slovakia | 100.0 | 73.6 | 73.0f 813 89.1 82.1 87.f 937 100.9 7109.04.8
Slovenia | 100.0 | 60.6 | 73.5| 80.3 83.4 87.4 929 992 106.0 811a11.0
Estonia 100.0 | 40.0 | 45.1| 488 656.1 63.7 728 880 111.0 9104.10.0
Lithuania| 100.0 | 47.6 | 33.1| 354 454 45.] 46.6 571 767 7B.44.8
Bulgaria | 100.0 | 68.0 | 48.6| 38.1 383 41.5 419 462 528 64.72.5
Romania | 100.0 | 74.7 | 62.4| 76.7 61.7 62.9 67.p 945 118.2 6134.30.3

Source: Adapted from Podkaminer 2013, p. 16.

Looking at another relatively fast growing econonmat of Slovenia, the
gross national product increased by 190 index ppimiit real wages by only
111, so as with Poland the gap was very substamntidicating the declining
share of wages in the total product. In Slovakia, respective indices were 160
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for gross national product, and 104 for real wageeaning that in the over
twenty years that have passed real wages in thiatgo have basically not
increased. In the extreme case of Bulgaria, wagelgdd to an index value of 72,
while product increased by 122 points. In Lithuathia index for product was 119
and for wages 75, indicating another case of amemas gap. Finally, in Hungary
the respective indices were 129 and 116.

The above described phenomena constitute a ratipeeaedented case of
the distribution of gains from economic growth,taey in light of the Chinese
transition path, where phenomenal increase indta mhational product has been
accompanied by almost as rapid an increase invaggs, often 10% or more on an
annual basis. This is actually in line with thet@ats detected in other Asian
economies that experienced “economic miracles” Jaygan and South Korea. They
all ensured a model of so-called “shared growthargnteeing that all major groups
would equally benefit from the growing national ante and productivity as its
principal source.

3.2. “Labour drain” from Eastern to Western Europe

Another factor which could be of importance is théay and large - the
countries in the region experienced a low rateabdur utilization, expressed in
both high rates of official and unofficial unempfognt, as well as in the large-
scale outflow of labour abroad. Previously freeuaEmployment, from 1989
onward all the transition economies witnessed rapidmployment, quickly
reaching high levels, in Poland’s case as highbés. While Polish unemployment
rates have measurably declined, it is not uncommtmese days to encounter such
high levels unemployment in the region.

High rates of unemployment were typically combingth an outflow of
the labour force abroad, basically to Western Eeiramd the numbers are very
high by any standard. For example, in Poland &t [2amillion people have left
to seek work abroad, mainly to England, Irelandin@ay and Spain. At the
same time workers from Ukraine and Russia migraténd employment in
Poland and elsewhere in the region. This outflouisled by weak labour
markets in Eastern Europe as well as by the widsagpdemographic stagnation in
Western Europe, particularly in Germany, its largesyle economy.

During the recent 2008 financial crisis, both thes of unemployment in the
region and migration from the region have inteadifieading to in some instances
to massive depopulation, mainly among the youthsiiieed workers. For instance,
since 2008 Lithuania’s population declined by 108d &omania’s population fell
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by 12%, mainly due to migration. The losses mightpermanent, since migrant
workers usually intend to settle and have familesWestern Europe, whose

leadership is very accommodating to this soureecohomic growth. This happens
also to be a source of repressed growth in Cdatnadpe, since the wealth created
by these migrants tends to stay in the countreg tiove into.

The case of Poland is instructive here, with thanty reporting 10.5
million persons employed in 1990, the first fullayeof transition. Due to initial
reductions and the weak demand for labour, the eurob persons employed
declined permanently, settling at around 8.5 nmlli@ople. This meant a reduction
in the use of labour factor by 2 million people.2013, official statistics revealed
that the unemployment rate is oscillating at aroti8d — 14.5%, or around 2.2
million persons in absolute numbers. This was clos¢he level reached two
decades earlier during the 1989-1992 “transiticegsion” that shaved off almost
20% of the gross national product. These 2.2 miligpresent nearly one quarter
of the number of employed persons, meaning thadr dfie transition and
recession the economy has been moving forward @it aine-quarter below its
“potential” production growth.

3.3. Foreign ownership of banking and insurance

Another factor which might be potentially relevaig the specific
structure of the financial system and related tredcess. This structure is
marked by high levels of foreign ownership, whicavé greatly helped to
modernize the outdated financial system left belfiach the communist times.
In Central and South Central Europe banks and amser companies are almost
exclusively foreign-owned, with the majority of cdties reporting around
a 90% rate of foreign ownership of banking and iasge; Slovenia being an
exception with foreign ownership accounting for 3@%otal financial assets in
2006. Importantly, the trends show these sharebtraigtually further increase.

As Table 3 demonstrates, ownership structure intr@leiurope differs
sharply from that found in the former Soviet refesobr Russia itself. The level of
penetration of the financial sector that is foumdEastern Europe is replicated only
by Kyrgyzstan, and there are few former republitenrs this share is as high as
30%, e.g., Belarus, Moldova and Ukraine (Table 8¢r€ many cases, where the
foreign presence is close to insignificant, as izbékistan with a 1% share,
Azerbaijan with 5%, and in Russia where this shar@t 13%. There is no
indication that the shares of foreign ownershipbahking and insurance might
increase in these countries.
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For comparison purposes, not counting Great Britaieign ownership in
Western Europe seldom exceeds 20 % and hoversdal@ufo (and is as low as
5% in the financially powerful Germany). There actually similar shares that are
to be found in many “emerging economies” other then‘“transition economies”,
except for China where foreign ownership of bankmgubject to strict controls
and limits, which results in keeping the foreigagance under 3-5 %. But in Latin
America, 25-30 % foreign ownership is not unuswalh only three cases that
resemble Central and Eastern Europe. These casdd &alvador with 78 %,
Mexico with 82%, and Peru where the share is ds &5395%.

Table 3. Share of banking assets held by foreign bks with majority ownership, 2006 (in %)

Eastern Europe Former Soviet Union
Albania 93 Armenia 31
Croatia 91 Azerbaijan 5
Czech Republic 96 Belarus 30
Bosnia/Herzegovina 90 Georgia 32
Bulgaria 72 Kazakhstan 24
Hungary 94 Kyrgyzstan 75
Latvia 52 Moldova 30
Lithuania 92 Russia 13
Macedonia 80 Ukraine 28
Poland 73 Uzbekistan 1
Romania 60
Serbia 65
Slovak Republic 93
Slovenia 37

Latin America Western Europe
Argentina 25 Austria 21
Bolivia 38 Denmark 19
Brazil 25 France 10
Chile 32 Germany 5
Colombia 18 Italy 9
El Salvador 78 Netherlands 10
Guatemala 8
Mexico 82
Peru 95
Uruguay 44
Venezuela 32
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Asia Africa

Bangladesh 0 Algeria 9
Cambodia 27 Angola 53
China 0 Cameron 63
India 5 Egypt 12
Indonesia 28 Kenya 41
Malaysia 16 Madagascar 100
Mongolia 22 Morocco 18
Pakistan 25 Mozambique 100
Philippines 1 Nigeria 5
Vietnam 0 Senegal 48
Sri Lanka 0 South Africa 0
Thailand 5 Sudan 20

Swaziland 100

Middle East

Tanzania 66
Iran 0 Tunisia 22
Jordan 14 Uganda 80
Lebanon 34 Zambia 77
Turkey 4 Zimbabwe 51
Yemen 0

Source: World Bank 2008.

Few economists have tried to estimate the corogldietween the level of
foreign “penetration” and the efficiency of finaatisectors (se however the
review article of Estrin 2009). There is no comipgjlresearch to make the
argument that the impact is either positive or tiggafor economic growth.
However, it seems reasonable to argue that theehitjie foreign ownership
controls, the more influence they can exert overatcessibility of means — like
credit — for the formation of capital, i.e., invesnt. It could well be that at least
until this point foreign banks in operation haveationally — chosen a strategy
to restrict investment credit as opposed to otllecaions. The higher foreign
ownership of banking and insurance in Central Eeirapght be a factor in
keeping Central and Eastern European rates of iacgrowth below their
“potential” level.
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3.4. Transfer out of profits and dividends

The patterns detected in the banking/insurancesett Central Europe
reflect a more general pattern, since in othemsed¢including also other service
sectors such as retail sales) foreign ownership telsds to enjoy a high share.
With this systemic change, the investing procebsee shifted towards foreign
companies, usually belonging to major multinatisntdat come mainly from
Western Europe. Accordingly, the level of internavestment is largely
dependent on the inflow of foreign investment amel “strategic choices” made
by the foreign-owned companies on the role thesmauies play in their
operations, driven by profit margins and stock atitns (Hunya 2012).

The extent to which foreign-owned corporations @ffevestment activities
in Central and Eastern Europe is reflected in titber unprecedented ratio of
cumulative stock of foreign investment and the @aidfithe gross national product.
This ratio for the “old” 15 members of the Européadmon is under 25 % and is
much less for typical “emerging “economies”, inchglChina and Vietnam. With a
stock of 530 billion dollars in 2011, foreign inW@&nt accounted for 13% of
China’s gross domestic product, and for Vietnamdbreesponding ratio was less
than 10.0%. However, in Central and Eastern Eutbpeaverage ratio in 2012
exceeded 60%, reaching as high as 100% in Bulgaia84% in Estonia. In
Hungary, the Czech Republic and Slovakia the ratmsroach 70%, and at the
lower range, Poland’s ratio was 43% and Slovei3a%.

The strong reliance on foreign direct investmenkeftected in the ratio of
foreign investment to fixed capital formation, whigs calculated on an annual
basis. For Central and Eastern Europe the averagehbratio during 2003-2011
reached as high as 50% in Bulgaria and 33% in btieoBaltic States, Estonia.
A similarly high ratio of foreign investment in sdtannual investment could be
observed in Serbia. The lowest ratio was repone8lbvenia, a predictable result
given its lowest level of foreign ownership, namé¥. In the Czech Republic the
ratio was 14 %, while Poland, Hungary and Slovaggorted a 17% ratio. Overall,
the average for all these economies was 16%.

Such a heavy dependence on foreign investmentda®wa link through
which the Central European economies are subjettecexternal shocks,
a relationship that manifested itself during th@@@nancial crisis. It is, however,
this same channel through which these countriesassested in lifting up their
economies when Western Europe recovers. After agohenal increase in inward
investment, their stock, with Russia included, maseased from $30 billion in
2003 to $155 billion in 2008, or over five timesifwRussia alone reporting an



Cormipan Of Patterns Of Convergence... 21

increase from $8 billion to $70 billion). In a shaeversal, foreign direct investment
into the region collapsed to $70 billion (with asian as one-quarter of the overall
decline taking place in the real estate sectodK&winer 2013).

Tapping foreign direct investment has yielded mesmparkable benefits
to the region’s development, but it has also exgdke region to an outflow of
value to the host countries of foreign companiebe Tinflow of foreign
investment must be measured against the outfloinadme earned by the
foreign companies from their operations in the @drind Eastern European
region. The macroeconomic indicator of the restl&ffects is the difference
between the gross national income and gross damesiduct, which tells us
the annual value generated and the value “utilizetrnally.

As documented, except for the initial phase wherido companies took
advantage of the privatization programs that madslable a huge supply of
previously state-owned assets, the region has ssitgea substantial and growing
outflow of profits, rents and dividends abroad2bi11, Czech Republic incomes
collected by the foreign companies from their glibsies represented 7% of the
gross domestic product, 5% in Estonia and 5% ingelon In Poland this share was
also high at 4.5 %. One needs to keep in mindilese are estimates and the actual
numbers could be higher. Besides, looking at teeds of the last decade these
shares are on the rise in most of the economies.

The faster growth rate in the “converging econoimias been driven by
acceleration of exports that allowed them to predwade surpluses. China is
again a model example, while in Central Europeerddficits are registered
almost uniformly, including in Poland, which is tfestest growing economy in
the region. Also, the stiffer import competitiororin Western Europe limits
employment opportunities. Another factor is thastéen Europe’s foreign trade
is centred on Germany, which notoriously runs lageluses with its partners.
This has a repressive impact on the region’s deficining economies across
Europe. Central and Eastern Europe (with Russialddardine) are all still in
search of a “growth strategy” that would put themsustainable path toward
a convergence trajectory.

4. Conclusions

Overall, during the last two decades Central argtda European growth
rates have not produced any visible convergendeWeéstern Europe. Their rates
sharply contrast with the growth performance ofeothbemerging markets”.
During the two last decades the “emerging marketdiectively grew at a rate at
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least twice as high as the world average (Rea1@011). A statistical comparison
reveals that Central Europe as a region grew aif1fg rates reported by the most
robust “emerging markets” from other parts of tharld; like China and Vietnam.
Poland, and to lesser extent Slovenia, are noedeptions with growth rates
within the benchmark for convergence. However, é®eland is no match for the
fastest growing “emerging markets”, with China aurse being the greatest
success story and rapidly closing the productigitgl income gap. Importantly,
except for Poland, Slovenia and Slovakia, durin§9:2014 the growth rates of
the other economies of Central Europe were lesa thaWestern Europe
combined. Those in South Central Europe (excluditizania) were lower as
well, with some even negative, all cases indicatingck of convergence. Such
a demand factor as wage repression might be oserrdeehind Central Europe’s
slower growth, as well as the continuous tradecdgefiRestricted access to credit
from largely foreign-owned banking could be anothdprit. Also, the large scale
emigration to seek work in Western Europe, combiwéd high — often double
digit — rates of unemployment might contribute adlmJnderstanding the Polish
exception is a challenge to economists studyingréggon, as is the case of
Slovenia, which is converging on Western Europe.
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Streszczenie

POROWNANIE PRZEBIEGU PROCESOW KONWERGENCJI WE
,WSCHODZACYCH GOSPODARKACH” EUROPY SRODKOWO
-WSCHODNIEJ ORAZ AZJI SRODKOWEJ

W oparciu o przeprowadzgranaliz wskanikéw wzrostu gospodarczego w latach
1989-2011 w artykule dokonano rogmgnia pomgdzy ,gospodarkami wschagzymi
(,emerging markets”) z obszaru Europsrodkowo-Wschodniej (z uwazdhieniem Rosiji)

a innymi gospodarkami mieszcymi sg w tej kategorii. W wyniku reform wprowadzanych od
1989 roku gospodarki tego regionu upodobnitymid wzgtdem instytucjonalnym do innych
sgospodarek wschodzych”, jednake bez oczekiwanego wplywu na tempo wzrostu
gospodarczego. Cegltharakterystyczntypowych ,gospodarek wschadych” jest tempo
wzrostu pozwalare na zmniejszenie dystansu dziefjo je od ,gospodarek rozwgtych”.

W odrénieniu od tych ,gospodarek wschadgch”, ktore weszty naciezke konwergencii,
kraje Europy Srodkowo-Wschodniej jak dat rozwijaly sé zbyt wolno, aby zagz sie
zbliza¢ do poziomu dobrobytu obserwowanego w ,gospodarkaawinitych”. Dzieki
podwojeniu realnego dochodu narodowego w latach912811 Polska stata sijedynym
krajem regionu, ktéry skraca dystans rozwojowy.ddvupaistwem zmniejszagym dystans
rozwojowy jest Stowenia. Natomiast wiele krajowkpyeznie stracito dwie dekadyd¥ nie
redukujc istniecego dystansu rozwojoweggd odnotowujc jego dalsze zwhszenie
(np. Serbia, Ukraina). Wyniki przeprowadzonej analinog mie’ powane implikacje dla
teorii ekonomii oraz dla zrozumienia globalizagke sity, ktéra z zalenia prowadzi do
unifikacji poziomu dobrobytu w skalviatowe;.

Stowa kluczowe globalizacja; konwergencja; Europa Centralna i &ednia; gospodarki
wschodzace, podziat dochodu, struktura wigsino



