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Chapter 2 

Comparing East and West: Does Transition Make a 

Difference? 

2.1 Introduction 

The economic history of the late eighties and early nineties is marked by the victory of 

the free market over central planning. The former Soviet block countries have rejected 

socialist theories and have embarked on a transition toward a decentralized market 

mechanism with private ownership and free competition. 

In this chapter', we analyze how reforms altered macroeconomic fluctuations 

in the block2 of recovering transition economies3. We also study if and how 

macroeconomic regularities differed between these transition economies and 

developed Western economies. An analysis of these questions can shed light on the 

ongoing transition process. It can also highlight problems that exist in transition 

This chapter is based on the paper with the same title written by Krkoska L. and Klarita Sadiraj 
(1997). 

An investigation of blocks of countries is of particular interest because the larger amount of 
information contained in the panel data makes it easier to study the transition experience. 

The impact of transition changes on the Western European economies is analyzed in Giustiniani et al. 
(1992) and Giustiniani et al. (1993). 
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countries and suggest possible policy options as these countries integrate with the rest 

of the world. 

It is likely that differences in macroeconomic fluctuations between Central 

European and Western European economies have been becoming progressively 

smaller as the transition continues. This hypothesis is empirically tested by the 

available macroeconomic data. 

We examine a relatively homogenous group of Central European countries 

(CEFTA)4. A comparison group of Western European economies is chosen that 

includes both the countries neighboring Central Europe and the most developed 

Western European economies. The comparison group includes Austria, France, 

Germany, Great Britain and Italy. The time span analyzed is divided into two periods: 

the pre-transition period (1981-1989) and the transition period (1990-1997)5. The 

choice of the first year to include in the transition period is subjected to sensitivity 

analysis. 

To test regularities in macroeconomic fluctuations we use variance-covariance 

analysis of the panel data (see Krkoska 1997). We focus on the pro- and counter-

cyclicality of basic macroeconomic indicators. 

We expect that differences between regularities in macroeconomic fluctuations 

in the Central European economies and in the Western European economies have 

been reduced by the transition6. Furthermore, we expect significant differences 

between pre-transition and transition periods for the Central European economies. 

The next section of this chapter describes the analytical tools used in the 

empirical analysis. In the third section, the empirical results are summarized and 

policy implications proposed. Finally, the forth section concludes. 

Central European Free Trade Agreement — the Czech Republic, Hungary, Poland, Slovakia and 
Slovenia. 
5 Year 1992 would be a more logical break point for Western countries (Maastricht Treaty) but then the 
time serie data for after transition would be too short. 

A theoretical discussion of convergence models is presented in, e.g., Den Haan (1995). Early attempts 
to empirically study a convergence hypothesis for transition countries can be found in Andreff ( 1992). 



Chapter 2 9 

2.2 Data Description and Methodology 

Our analysis is based on four panels of data. These panels are created by dividing the 

period analyzed (1981-1997) into two sub-periods, 1981-1989 (pre-transition period) 

and 1990-1997 (transition period). Then, we divide the countries into two groups: 

Western European economies and Central European economies as in the following 

table. 

Table 2.1 - Description of the Data Division 

Western Europe (WE5) Central Europe (CEFTA) 

1981-1989 Austria, France, Germany, 

Great Britain and Italy 

Czech and Slovak Republics, Hungary, Poland, 

Slovenia 

1990-1997 Austria, France, Germany, 

Great Britain and Italy 

Czech Republic, Hungary, Poland, Slovakia, 

Slovenia 

Note: If the data for Czech and Slovak Republics and Slovenia were not available, we used data from 
the former Czechoslovakia for the Czech and Slovak Republics, and data from the former Yugoslavia 
for Slovenia in the period 1989-1992. 

The macroeconomic indicators analyzed are output, public consumption, 

private consumption, total consumption, investment, savings, trade balance, and the 

unemployment rate. National output is available both in real and nominal values. The 

other variables, except for the unemployment rate, are available in the form of 

nominal values7. The unemployment rate is approximated by the relative change in 

the number of employed individuals in the Central European economies in the period 

1981-1989. Since centrally planned economies did not allow open unemployment, the 

labor force was by definition equal to the number of workers. Fluctuations in the 

number of employed, therefore, necessarily reflect, at least partially, some of the 

fluctuations attributed to unemployment in market economies. For the transition 

period and for the Western European economies, the unemployment rate is defined in 

standard terms, i.e., the share of unemployed out of the total labor force. 

The sources of the data are the World Bank, Vienna Institute of Comparative Studies, and OECD. 
Since we work with panel data from several countries, we use index numbers with 1990=100% rather 
than real values denominated in individual currencies. 
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The frequency of the data is annual, since quarterly data are not available8. 

Also, annual frequency eliminates the need to deal with seasonal corrections. The use 

of data from several countries increases the number of observations, which allows us 

to study the sample over a short time period. This methodology can be used only if the 

data from all countries are similar. 

We test the similarity of panel data across countries by an analysis of variance 

The similarity test is a standard F-test of the null hypothesis that the means of de-

trended data are the same in the analyzed panels. The alternative hypothesis is that the 

mean in at least one country differs from the means in the other countries (without 

specifying in which one). If the null hypothesis is accepted, the similarity test suggests 

that we can pool the data together and that the correlation coefficients can be 

computed from the panel data without country-specific parameters using a sample 

analog of the following formula 

Corr(xtl, yu ) =
 n = 
V£,£,U,-E,[x„]]2 -EßXy,, -E,[y„]]2 

E,El[(x„-f*'){y„-f*''j\ (1) 

Conditional on the similarity assumption, we compute the correlation 

coefficients of the basic macroeconomic indicators9. In particular, we focus on the 

pro- and counter-cyclicality of the variables, and on the savings—investment 

relation10. In accordance with standard stylized facts", it is expected that the 

unemployment—output relation is negative, i.e., an economic slowdown increases 

unemployment. Further, it is expected that saving and investments are pro-cyclical 

and positively correlated. Real consumption indicators are also expected to be pro-

cyclical while the consumption output shares are expected to be counter-cyclical. 

Non-availability of quarterly data for transition economies also limits possibilities of rigorous testing 
for the start of transition by, for example, the Chow test, etc. 

An extensive empirical analysis of the stylized facts of business cycles in the European Community is 
presented in Christodoulakis et al. (1993). 

Vintrova (1996) provides a description of savings and investment behavior in transitional countries. 
Analysis of the regularities in macroeconomic fluctuations for market economies are presented in 

Mendoza (1991), Backus et al. (1994), and Correia et al. (1995). A similar analysis for transition 
economies is presented in Krkoska (1997). 
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The explanation of the stylized facts described above is based on the dynamic 

responses of an economy to a persistent productivity shock. An alternative 

interpretation of the transition process is based on the dynamic response of an 

economy to a temporary demand shock. In this explanation, it is assumed that the 

transition countries were forced to rearrange their production and trade in response to 

radical changes in such factors as investments, military expenditures and exports. 

A positive productivity shock implies increasing domestic output as well as 

increasing consumption. An increase in investment comes from a reallocation of 

capital to more productive uses. The economy experiences a period of trade deficits, 

after an initial increase in the trade balance, as the total increase in consumption and 

investment is greater than the increase in output. Our basic research tests whether the 

correlation coefficients are equal across periods as well as groups of countries. 

The test of correlation coefficient equality is based on a Z-transfonnation of 

the correlation coefficient: 

where r is the correlation coefficient. Assume two independent bivariate distributions 

with correlation coefficients r and r*. If we have random samples from these 

distributions with sizes n and n*, distribution of Z-Z* is approximately N(0,l/(n-

3)+l/(n*-3)) (Andel 1985). The test statistic of the null hypothesis H0 : r=r* is 

Z-Z* 
U= | (3) 1 1 1 

I n - 3 n * - 3 

which is approximately N(0,1) under H0. 

2.3 Empirical Results and Policy Implications 

In order to pool the data together and estimate correlation coefficients we need to first 

examine the similarity assumption, Table 2.2, testing the hypothesis of equality of 

means. 
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Table 2.2 - Similarity Test: F-statistics (p-values in parentheses) 

Variable H in Shares 

- East (80's) 

- East (90's) 

H in Shares 

-West (80's) 

-West (90's) 

u in Real values 

-East (80's) 

-East (90's) 

\i in Real values 

-West (80's) 

-West (90's) 

Output 

— — 
0.31 (0.87) 

0.14(0.97) 

1.21 (0.32) 

0.72 (0.58) 

Public consumption 1.33(0.28) 

0.17(0.95) 

2.54 (0.06) 

1.59(0.20) 

2.13(0.10) 

0.01 (0.99) 

1.45(0.24) 

1.30(0.29) 

Private consumption 0.47 (0.76) 

0.28 (0.89) 

1.45(0.24) 

0.40(0.81) 

0.78 (0.55) 

0.26 (0.90) 

1.83(0.15) 

1.61 (0.20) 

Total consumption 0.70 (0.50) 

0.23 (0.92) 

1.15(0.35) 

0.72 (0.59) 

1.22(0.32) 

0.30 (0.88) 

1.72(0.17) 

1.87(0.14) 

Investments 1.14(0.35) 

1.37(0.27) 

1.07 (0.39) 

0.45 (0.77) 

2.33 (0.08) 

1.13(0.36) 

0.41 (0.80) 

0.74 (0.57) 

Savings 1.10(0.37) 

0.18(0.95) 

1.05(0.39) 

0.80 (0.53) 

0.82 (0.52) 

0.05 (0.99) 

0.40(0.81) 

0.42 (0.80) 

Trade balance 0.33 (0.85) 

0.09 (0.98) 

1.22(0.32) 

0.48 (0.75) 

0.25(0.91) 

0.05 (0.99) 

0.98 (0.43) 

0.24 (0.91) 

Unemployment rate 

— — 

0.30 (0.99) 

0.40(0.81) 

0.05 (0.99) 

0.43 (0.79) 

Table 2.2 provides the results for F-statistics when testing for the null 

hypothesis that the means of de-trended data are the same in the analyzed panels 

(East-West). Given the p-values in the parenthesis in the above table we accept the 

null hypothesis that means are equal in all cases, therefore we can pool the data 

together and start the analysis by the basic descriptive statistics presented in Table 2.3. 

In the second and third columns of this table, the means are presented for output 

shares of appropriate variables. Column four represents the mean equality test 

between East and West for pre-transition and transition periods. The t-statistic for 

testing equality of means is marked by a star if it is significantly different from zero at 

5% significance level. 
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Table 2.3 - Basic Data Description 

Variable H80.s(east) H80's<west> T(n8(Vs(east)= East ( real values) West (real values) 

MWs<east> m>o's<wes') H80's(west)) O"variable/°output(80's) Cfvariable/^outputC^O's) -

T(H80s= T(H80's= T(ji90s(east)= °"variable/CToutput(90's) ^variable/^outputCO's) 

mes» H90's> H9(rs(west)) 
avariable(80's)/ 

C*variable(90's) 

GvariablefSO's)/ 

Ovariable(90's) 

Output — — 

0.36 0.88 

Public 15.16 18.68 3.17* 0.87 4.22 

consumption 19.05 18.08 1.17 1.54 2.32 

3.15* 1.21 0.20 1.60 

Private 55.47 60.09 3.04* 2.08 1.13 

consumption 56.56 60.06 2.31* 1.95 1.09 

0.50 0.05 0.38 0.92 

Total 70.63 78.78 7.83* 1.72 1.15 

consumption 75.60 78.14 1.87 1.47 0.96 

3.24* 0.78 0.42 1.06 

Investments 24.54 19.86 2.64* 0.45 9.95 

22.11 18.95 2.96* 1.33 11.54 

1.09 2.07* 0.12 0.76 

Savings 28.89 18.89 8.73* 1.09 21.71 

24.09 17.75 5.53* 1.29 16.21 

3.07* 1.76 0.30 1.18 

Trade -0.03 0.75 1.79 0.99 17.32 

balance -1.67 1.53 4.09* 4.63 6.30 

2.36* 1.44 0.07 2.42 

Unemployme — 9.04 — 
nt rate 8.43 8.89 

0.33 

0.45 

Remarks on Table 2.3: The t-statistic for testing equality of means is marked by a star if it is 

significantly different from zero at 5% significance level. 

The results shown in the above table confirm our expectations. Both public and total 

consumption output shares significantly increased in the CEFTA countries in the 90's. 

Obviously, such a change cannot be seen in the Western European economies. In the 

transition economies, social expenses did not allow a decrease in public consumption, 
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while national output initially decreased and only later started to recover. However, 

this does not imply that introduction of a social safety net is the only explanation. The 

drop in incomes below customary level or shifts in income distribution can be 

responsible for the change in the consumption output shares as well. 

A comparison of Central and Western European economies suggests that the 

consumption shares of transition economies are approaching those in developed 

economies. During the early nineties, the share of output devoted to public 

consumption in Central Europe already reached a level similar to that in Western 

Europe. There might be a danger in the future that public spending (equal to public 

consumption) in Central European countries will exceed the level (expressed as share 

of output) which would be consistent with the level of development if spending on 

pensions and social safety nets increases faster than output (Sachs 1996). Therefore, a 

policy implication drawn from the above result is that the focus on balancing the 

general government budget, or even creating a budget surplus, emphasized by most of 

the recommended development programs is appropriate for the transition economies. 

The private consumption share in the CEFTA countries has increased from the 

80s to the 90s, but has not yet reached the level of Western European countries. 

Adjustment to the western private consumption share is slow due to initial depressions 

in transition countries. The level of private consumption depends on the level of 

development, which is much lower in CEFTA countries than in Western European 

countries. However, the level of development is not expected to catch up to the 

Western European level in the near future, but rather in twenty to thirty years 

(Giustiniani et al. 1992). Since the difference in private consumption shares between 

CEFTA economies and Western European economies is not as large as the difference 

in the level of development measured by the national product, the rapid domestic 

demand based growth of transition economies is not sustainable and may, in fact, 

cause macroeconomic instability in the future. 

Investment shares of output are higher in CEFTA countries than in Western 

countries. As the macroeconomic data does not allow us to distinguish whether it is 

because of the high rate of capital accumulation, inefficiency of investments, or 
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technological improvement, modernization and restructuring, analysis of the causes of 

this feature is beyond the scope of this chapter. 

While the investment share did not change significantly, the savings share 

actually decreased between the 1980s and 1990s. The gap between investment and 

savings indicates the dependency of transition economies on external sources of 

investment capital. The danger lies in the weak domestic capital markets in the 

transition countries. Therefore, foreign direct investments and domestic savings 

should be preferred (EBRD, 1997). Macroeconomic stability and strong well 

functioning institutions are of primary importance in creating such incentives. 

The decrease in the savings share during the transition period can be attributed 

to the monetary overhang and high inflation rates. In the pre-transition period, there 

were simply not enough consumption goods in the markets, which forced people to 

have greater than equilibrium savings. During the transition period, negative real 

interest rates encouraged people to spend money (which would be otherwise saved) on 

consumption goods and/or exchange it for more stable foreign currencies, usually US 

dollars or German marks. 

The behavior of the trade balance has changed from the pre-transition to the 

transition period in CEFTA countries. The trade balance has deteriorated significantly, 

due to the opening of borders and the liberalizing of trade (resulting in rapidly 

growing imports, mainly from Western European countries).12 Trade deterioration can 

also be partially explained by the dissolution of the Council of Mutual Economic 

Assistance (CMEA), which was a big trade shock for Central and Eastern European 

countries, and by initially slow growth of new export markets in Western Europe. 

There is a positive impact of the trade balance deficit however caused by the capital 

inflow (inflow of foreign investments) which is needed for the transition countries to 

catch up. 

Surprisingly, there is no significant difference in the average unemployment 

rate between transition and developed countries in the 90's. This observation is not 

consistent with the belief that high unemployment is a specific feature of transition 

countries (Sachs 1996, Svejnar 1996). If this were the case, transition countries 

would have significantly higher unemployment rates than Western European 
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countries. Rather, our observation is compatible with the hypothesis of narrowing 

differences between Central and Western European economies. 

Columns 5 and 6 in table 2.3 give the variance of the analyzed indicators that 

are calculated for the standardized real values. The standardized real values are 

calculated such as; first, we calculate per country the ratio of the indicator in volume 

to the average value for the given period and second, we calculate the ratio of the 

detrended calculated ratio to the calculated ratio itself. The most interesting 

observation concerning the variance of the indicators is a significant increase of 

macroeconomic fluctuations in the transition economies after the start of transition. 

The trade balance is the most volatile indicator for both CEFTA and Western 

European economies. Its volatility can be explained by the fact that its fluctuations 

reflect all the changes in macroeconomic policies. A cross-period comparison shows 

small changes in Western European countries. Part of this increase can be explained 

by the effects of transition changes in the CEFTA countries on Western European 

economies as discussed in length in Giustiniani et al. (1992). However, it is 

impossible to properly account for a significant increase of volatility in CEFTA 

countries, which can be either due to time-series variability or due to cross-section 

variability. 

Next, we estimate correlation coefficients on Table 2.4 conditional on the 

similarity assumption. 

The impact of opening up Central and Eastern Europe is discussed in Calvo et al. (1995). 



Chapter 2 

Table 2.4 - Correlation Analysis 

17 

Correlation between: Shares 

- East (80's) 

-East (90's) 

Shares 

-West (80's) 

-West (90's) 

Real values -

-East (80's) 

-East (90's) 

Real values 

-West (80's) 

-West (90's) 

Output and public consumption 0.05 

-0.41 

-0.28 

-0.69 

0.51 

0.07 

0.39 

0.11 

Output and private consumption -0.15 

-0.06 

-0.07* 

-0.44 

0.49 

0.54 

0.85 

0.64 

Output and total consumption -0.13 

-0.35 

-0.18 

-0.61 

0.55 

0.39 

0.79 

0.57 

Output and investments 0.54 

0.37 

0.68 

0.80 

0.65 

0.55 

0.86 

0.86 

Output and savings 0.13 

0.33 

0.52 

0.64 

0.33 

0.57 

0.67 

0.57 

Output and trade balance 0.01 

-0.17 

-0.40 

-0.52 

-0.00* 

-0.23 

-0.36 

-0.48 

Output and unemployment rate 

— — 

-0.10 

-0.73 

-0.69 

-0.41 

Savings and investments 0.03 

0.46 

0.77 

0.67 

0.17 

0.43 

0.72 

0.41 

Remarks on Table 2.4: One star indicates an unstable correlation coefficient with respect to the start of 
transition. The correlation coefficient is statistically significant at 5 % significance level if it is greater 
than 0.33. 

The estimated correlation coefficients are consistent with our previous conclusions as 

well as with our expectations. Consumption shares are counter-cyclical, while their 

standardized real values are pro-cyclical. Savings and investments are positively 

correlated and pro-cyclical (both as output shares and as standardized real values). 

The trade balance is counter-cyclical. Finally, the unemployment rate is counter

cyclical. 

Then we test sensitivity of the signs of correlation coefficients for different 

starting years of the transition period (shift from 1990 to 1991). The only correlation 

coefficient that does not have the same sign is the one between output and trade 

balance in the case of CEFTA countries which is reported as unstable in Table 2.4. 
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We did not find any change in the signs of the correlation coefficients for 

Western European economies across periods shown on Table 2.4. In the case of the 

Central European economies, most of the correlation coefficients in the transition 

period have the same signs as their counterparts in Western European economies . 

However, there are different signs of the correlation coefficients between output and 

public consumption, and between output and trade balance. These results are 

consistent with the previous findings based on the basic descriptive statistics. 

The decrease in the trade balance-output correlation coefficient may result 

from the opening of borders and changes in trading patterns of transition countries 

towards Western economies. A significant change in the value of the correlation 

coefficient can be observed in the case of savings and investments for CEFTA 

countries. The increase in this coefficient across periods may indicate the introduction 

of a competitive environment in the 90's with emphasis on efficient use of savings. 

Finally, the correlation between output and investments decreased during transition. 

This result supports the belief that under central planning, high investment did not 

guarantee fast growth. 

13 When comparing the first two columns we see a difference only for private consumption (and as a 
consequence for total consumption). This could mean that GDP growth in East was and still is more 
dependent on consumption than in West. 
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Table 2.5 - Tests of Correlation Coefficients Equality 

19 

Testing the relation between: 

- data in shares 

east = eau 
K 8 0 ' ï 90'* 

west = wat 
K 8 0 . ï 90'.ï 

east = «est 

^80's 80' v 

eau = wat 
r 90 ' . i 90'i 

- data in real values 

Output and public consumption 1.87* 2.27* 1.45 1.52 

(1.90*) (1.22) (0.65) (0.15) 

Output and private consumption 0.35 1.63 0.35 1.51 

(0.26) (2.02*) (3.10*) (0.57) 

Output and total consumption 0.90 2.14* 0.22 1.26 

(0.80) (1.72*) (1.95*) (0.87) 

Output and investments 0.83 1.09 0.97 2.61* 

(0.60) (0.02) (2.23*) (2.49*) 

Output and savings 0.82 0.74 1.92* 1.53 

(117) (0.66) (2.01*) (0.01) 

Output and trade balance 0.70 0.62 1.86* 1.49 

(0.90) (0.59) (1.64)* (0.66) 

Output and unemployment rate — — — — 
(3.19*) (1.63) (3.21*) (1.81*) 

Savings and investments 1.80* 0.85 4.26* 1.15 

(1.11) (1.91*) (3.16*) (0.09) 

Remark on Table 2.5: The numbers are for output shares (for standardized real values in parentheses). 
The critical value at 59c significance level is 1.645. A star denotes cases when we reject the hypothesis 
of equality. 

Table 2.5 gives statistical results from testing the equality of correlation 

coefficients between two periods and between two blocks of countries. Column 2 and 

3 test the equality between pre-transition and transition period while column 4 and 5 

test for correlation coefficients equality between two blocks within the period. On the 

one hand, pre-transition and transition differences within a block for Central Europe 

are not strongly confirmed here even though we did show that the differences exist in 

the analysis of the mean equality test in the beginning of this section. On the other 

hand there is a clear distinction on the results when testing for correlation coefficients 

equality between two blocks within period. In the pre-transition period when 

comparing East with West the equality of correlation coefficients is rejected in 6 out 

of 7 cases (output and total consumption is not counted) while in transition period the 
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equality is rejected only in 2 out of 7 cases. This is a clear indicator that shows 

increasing similar macroeconomic regularities in the Central European transition 

economies and Western European Developed economies. 

The persistence of the non-equality of the unemployment- output indicators in 

the 90's is explained with the different behavior of unemployment in the transition 

economies, namely its appearance in these countries, where open unemployment was 

non-existent by definition for approximately forty years before 1989. 

2.4 Conclusions 

In this chapter, we performed an extensive empirical analysis of the behavior of basic 

macroeconomic indicators for transition countries. We compared macroeconomic 

fluctuations in the CEFTA countries in the 80's and 90's, and studied the differences in 

macroeconomic regularities between Central and Western European countries. The 

analysis is based on a basic descriptive analysis and variance-covariance analysis. 

The empirical analysis used data from both the pre-transition and transition 

periods for two economic blocks, one of the Central European economies and the 

other of the sample of Western European developed economies. In particular, we 

found diminishing differences between macroeconomic fluctuations between Central 

and Western European economies as well as significant differences between pre-

transition and transition periods for the Central European economies. 

We briefly summarize the most interesting empirical findings. The public 

consumption output share in the transition countries significantly increased when 

compared with the pre-transition period, and is now comparable to the Western 

European average. Also, its correlation with output changed across periods. Recently, 

it has been consistent with the standard stylized facts for the Western European 

market economies. 

The private consumption output share in the transition countries is still below 

the Western European average. According to our analysis, one may expect a 

significant change in the near future (assuming that the differences between Central 
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and Western European countries will further diminish). The results of the correlation 

analysis for the relation between output and private consumption are supported by 

changes in the output-trade balance relation. In countries with growth that is driven by 

domestic demand rather than exports, this finding could indicate non-sustainable 

growth and the start of a trade based boom-bust cycle. 

Another interesting result is found in investment behavior. First, there are 

significant differences in the output-investment behavior in CEFTA countries across 

periods, which (as noted above) are connected with the fact that the rate of capital 

accumulation has probably begun to recover in these countries. Second, the 

investment share in CEFTA countries is significantly higher than the average in 

Western European countries. The savings—investment relation is positive and 

increasing across periods. 

In general, the savings-investment behavior is different not only when 

comparing across periods for both Central and Western European countries, but also 

when comparing transition and developed countries in the same period. Sustained 

growth is very much dependent on high savings and productive investment rates. The 

change in saving and investment behavior reflects the adjustments transition countries 

are undergoing, but the savings-investment gap in all transition economies highlights 

the need to attract large capital inflows in the short and medium run'4. 

Finally, the average unemployment rate is not different between Central and 

Western European countries. We found, however, significant differences in the 

relationship between output and unemployment rates in all cases, except for Western 

European countries across periods. Such findings are consistent with a rapidly 

growing unemployment rate during transition due to structural adjustments. This 

adjusts our conclusions based on the equality of means testing, where the average 

unemployment rates in Central and Western European countries did not feature 

significant differences for the transition period. 

A direct implication of the empirical study is that the increasingly similar 

macroeconomic regularities in the Central European transition economies and 

Western European developed economies provide strong support for using a standard 

14 See Adams and Krkoska (1996) for a comparison of transition countries in Central and Eastern 
Europe and East Asia. 
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general equilibrium approach. However, significant differences in macroeconomic 

regularities in pre-transition and transition periods for Central European economies as 

well as for Central European and Western European economies in the pre-transition 

period still show the existence of some pre-transition distortions. 


