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Note: The blue bar illustrates the percentage of firms that reported having 1-3 competitors in 
the national market in 2002 as having 4 or more in 2005.  The red bar illustrates the 
percentages of firms reporting having 1-3 competitors in 2002 as having no competitors in 
2005.   Where firms reported that they did not compete in their national market we use the data 
for firms that report competing in their local markets.  The survey conducted in West Germany 
did not ask firms to distinguish between their local or national markets.

*Results for Germany correspond to 2004 and 2001.
Note: Firms were asked how many competitors in the national market they faced for their main 
product lines or services in the surveyed year and 36 months earlier.  Firms were asked to select 
from: None (scored as '1); between 1 and 3 ('2'); greater than 4 ('3').  Where firms reported that 
they did not compete in their national market we use the data for firms that report competing in 
their local markets.  The survey conducted in West Germany did not ask firms to distinguish 
between their local or national markets.  

Source: Mitra, Muravyev and Schaffer (2008)
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Source: Mitra, Muravyev and Schaffer (2008)
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Innovation

Productivity growth within firms, where the core activity of restructuring takes 
place, requires a supportive business environment that delivers competition, 
a deep financial sector, good governance and superior skills and
infrastructure. 

Key aspects of the business environment in the transition countries, e.g. 
competition and market structure, as well as finance and the structure of 
lending to firms, are maturing and converging towards those in developed 
market economies.  This augurs well for the sustainability of productivity 
growth.  Convergence is most pronounced in the EU8 and some of the 
Southeastern European countries.  The CIS are followers but are some 
distance behind.

Inclusion

Sluggish employment growth has reflected the interplay between (i) job 
growth in new private firms that were able to occupy market niches 
nonexistent under central planning; and (ii) downsizing in state-owned and 
privatized firms, with the latter typically being more dominant. Both factors 
become less important the further a country progresses towards a market 
economy.  Indeed the evolution of employment may now be driven less by 
such legacy factors and more by factors such as the availability of labor for 
skills demanded by employers, at least in the countries farthest advanced in 
the transition, viz., the new member states of the EU.
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Conclusions (continued)

Continued productivity growth within a reforming business environment and 
rising public transfers fed by rising fiscal revenue can reduce income poverty, 
even if employment prospects and labor force participation do not improve.  
But those excluded from employment report being more dissatisfied with their 
lives, so building inclusive societies by addressing the constraints to job 
creation must complement productivity growth.

Integration

Domestic and external factors worked in harmony as the EU8 and parts of 
Southeastern Europe used the anchor of prospective EU accession to lock in 
the reforms of policies and institutions necessary for rapid productivity growth 
and deeper integration into the world economy. Today, all countries in 
Southeastern Europe have concluded Stabilization and Association
Agreements, a first step on the road to EU accession. The extent to which 
countries without such prospects can use outside mechanisms (such as the 
European Neighborhood Policy, WTO accession,  subregional trade 
agreements) to enhance the credibility of a reforming government and lock in 
the necessary institutions however remains to be seen.

The Third Transition

The challenge posed to economic growth by aging populations in a large 
swath of transition countries is serious and systemic.  Offsetting it will require 
renewed emphasis on both innovation and inclusion, supplemented by 
international labor migration—itself a facet of integration.  
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