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Adaptability 

• No precise transposition of the notion of 
adaptability from the general systems theory to 
economics, but it is a desired feature of economy.  

• It ensures that economy is able to adjust to 
changes in its environment.  

• Presumably, economies that are characterized by 
high adaptability perform better (e.g. grow faster) 
than those which do not possess it to the same 
degree.  



Line of reasoning 

• If the transition in Central Europe is successful, 
this means that this region must have arrived at a 
new, higher level of adaptability.  
– Thus, question no 1 is whether the transition has 

succeeded;  
– Then, whether every country has succeeded to the 

same degree. If not, what the diversifying factor(s) 
could be; 

– Finally, what can be said about the present “almost-
post-transition” level of adaptability in Central Europe 
as compared with peers from “older” Mediterranean 
countries.  
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Source: Maddison A., The World Economy. A Millennial Perspective, OECD, Paris 2001. 

Countries under communism lost a lot of distance to 
Western European economies  

Per-capita GDP (in 1990 international dollars) in 1950 and 1990:  
Poland vs. Spain,  Hungary vs. Austria 
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Transition seemed a huge uncertainty 

• Central planning characterized by price controls, 
rationing of production inputs and foreign 
exchange, state monopoly of foreign trade and lack 
of private entrepreneurship resulted in price 
distortions that inevitably led to wrong patterns of 
resource allocation.  

• This, in turn, caused the “misdevelopment” of 
economic structures 

• Numerous questions and uncertainties shadowing 
the prospects for transition to democracy and 
market economy 



Success of transition 

• Today, part of the loss generated by the 
inefficiency of the communist system has been 
recuperated.  

• All Central European countries catch up with 
mature West European market economies 

• Catching-up particularly evident in the period 
1993-2008 

• Success reflected in rising living standards, 
improved environmental protection, better 
healthcare and nutrition, and intnat’l security 



Graph 1. GDP 2007 versus 1989 (1989=100)
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Transition successful for all Central European countries, 
though to a varying degree in individual cases 



Possible explanations of different outcomes 

• Natural resources, location, or the scale of the 
economy (size of the domestic market) 

• Different legacy of the communist economy 
(different situation at the outset of reforms) 

• External factors and phenomena affecting the 
process of reforms  

• Commitment to reforms and the quality of 
economic policies 

 



Natural resources, location, size of the 
domestic market 

 
• Insignificant natural differences did not determine 

differences in the performance of Central European 
countries.  

• However, the size of economy seems to matter a bit. 
E.g. Poland’s sizeable domestic market combined with 
lower openness of economy helped to maintain private 
consumption at the level ensuring positive growth in 
2008-2009.  

• By contrast, for very small, open and therefore 
extremely trade-dependent Baltics, a decline in 
external demand was a very strong blow contributing 
to the internally-driven problems of their economies. 



Different legacy of the communist economy 

• the command economies had a lot of common 
features; institutional and political setup also common; 

•  some room for country specificities: 
– trade dependence on the Soviet bloc varied from below 8% 

GDP (RO, SI, CZ, SK, PL) to 30-40% in the Baltics 

– different degree of indebtedness of individual countries 
(very high in HU & PL) 

• EE & PL today belong to the group of best-performers 
in terms of growth; this casts a doubt on whether the 
above two specificities could have led to differences in 
growth trajectories  



External factors and phenomena affecting reforms 

• four serious external economic shocks: 

– the Russian crisis (1997-1998); 

– the Asian crisis in the late 1990s; 

– the 2005-08 commodities boom; 

– the 2007-2009 financial crisis and recession. 

• the last one was evidently most powerful, 
bringing all the countries but PL to recession 

• other shocks were nonetheless in principle 
symmetric for all Central European countries 

 



Commitment to reforms  
and the quality of economic policies 

• two “model” approaches: a “big bang” (shock-therapy) 
versus “gradualism” 

• the “big-bang” group on the average achieved a higher 
GDP growth rate (147 per cent), than the average 
“gradualist” (122 per cent). 

• members of the “big-bang” group reached also a higher 
EBRD transition score: 3.78 (on the scale from 1 to 4.33), 
as compared with 3.66 score of the average “gradualist”  



Weak, but positive relationship between the advance 
in transition reforms and growth  

hypothesis that progress in transition is usually 
rewarded by higher growth rates in the long run.  

 



Adaptability at the “almost-post-transition” stage 
• Thanks to the changes all Central European 

countries have introduced, they must have 
strengthened their adaptability, because they do 
converge and catch up with their Western 
counterparts. But the question remains whether 
the attained level of adaptability is sufficient to 
ensure the lasting nature of the catching-up.  

• All EU-27 countries are subject to the same 
European laws that seem to determine economic 
activities all over Europe. Therefore, it is difficult to 
expect that the present adaptability of individual 
countries will diversify due to different kinds or 
intensity of stimuli originating from the regulatory 
sphere. 



Adaptability at the “almost-post-transition” stage (2) 
• The only exception of importance is that 7 out of 10 

Central Europ. countries do not belong to the euro area. 

• The financial crisis hit Central Europe not because of this 
region’s deficiencies in adaptability caused by the lack of 
the euro. The crisis revealed effects of wrong fiscal policies 
carried out by the governments for several years or was 
simply transferred from Western Europe through the 
interactions of the real economy affecting vulnerabilities in 
Central Europe (high current account deficits, dependence 
on foreign capital, small size of domestic markets leading 
to dependence on exports). 

• Therefore the question of having or not having the euro 
does not seem to be a determinant of future changes in 
the adaptability of the Central European economies 



Conclusions 
• By and large transition has been successful in Central 

Europe, especially for those countries which 
reformed their economies faster than the others. All 
the countries converge to those of Western Europe, 
but the “fast-reformers” seem to do that at a slightly 
higher speed. 

• It is likely that that speed is mostly determined by 
the quality and depth of reforms.  

• It seems that fast and deep reforms pay off to the 
extent that in the case of Central Europe one may 
speak of adaptability through change, which means 
that adaptability has been induced thanks to 
substantial changes these economies have been 
exposed to. 


