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I ntroduction

Since the outset of systemic transformation, Central East European countries (CEECS)
have achieved a profound level of red economy integration with Western European
countries. Some trangtion economies can expect to participate in the European Single
Market in a few years time. Levels of economic development in accesson candidates
are dill much lower than the average EU-15 levdl mogt probably granting them access
to EU Structural and Cohesion Fund policies.

The reasons explaining lower leveds of economic devdopment not only lie with
technologica backwardness, inditutiond, managerid and organisationa deficiencies
but are aso rooted in the sectoral specidisation patterns of the economies. Sectord
gructures play a relevant role in a framework of economic catch-up development via
integration: first, the pattern of sectora gspecidisation can explan some of the lower
levdls of economic development, measured here as productivity gaps vis-a-vis the EU-
average. Second, assuming some degree of path dependency in sectord patterns, the
emerging internationa divison of labour can limit the scope for complete catch-up: as
integration deepens, technology and skills in CEECs will improve, inditutions will be
reformed to match the ones in the EU (via the acquis communautaire) but sectora
gructures might remain rigid and limit real economy convergence.

Asauming that deepening integration with the West and eventud EU membership does
not necessxrily have to lead to complete economic convergence in al accession
countries, the aim of this paper is to determine the prospects of economic catch-up for a
sdection of accession countries and to assess the scope for economic policy to assst
improving the conditions for economic development. This is not to deny that integration
generdly is a necessary condition for catch-up development in trangtiona CEECs via
technology trandfer and effidency-improving participation in intrarindugtria  trade
and/or specidisation. Rather, integration might prove to be inaufficent. In its latest
report on economic coheson, the EU Commisson tekes the opinion that sectord
sructures in candidate countries will prove to be decisive in a process of red economy
convergence (EU 2001b, pp. 37-41). The report suggests to target EU cohesion policies
towards the intermediate aim of structurd change.

The gpproach used in this anadyss is methodologicdly more determinigic than most
related research into the structurd development in CEECs (eg. Géacs 2001%). An

1 Here, structural patterns are compared to the ones prevailing prior to systemic change and the ones

prevailing in the EU today. The analysis does not determine what patterns or what direction or what
intensity of changeis normatively better or worse for the process of economic catch-up.
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example for research providing a normative account for sectoral structures by use of the
Clark-concept of a close correation between per capita GDP leves and sectoral
specidisation patterns is Dohrn/Hellemann 1991, 1993. Here, sectoral differences
determine the intensity and direction of future sectord adjustment.

The sdection of accesson countries includes in geographicd order Estonia, Poland, the
Czech and Slovak Republics, Hungary and Slovenia These countries gppear to be
amongs the mog likely trandtion economy candidates for EU membership in the
coming years. The period of anadlyss gstarts 1995 (by then, the most profound Structurd
breaks in prices and the alocation of employment have aready occurred) and ends 1999
with the latet comparatiive data avalable for dl countries assessed. For empirica
reasons, this paper assesses labour productivity and disregards the productivities of
other factors of production, as e.g. capitd. Moreover, the most profound modernisation
of cepitd dock is Hill under way, making year-on-year comparisons difficult. This is
not to neglect that an analyss of capitd productivity and tota factor productivity could
lead to dightly different results and that such will gan more importance with trangtion
countries reaching higher levels of economic and technologica devel opment.

The paper fird provides a brief overview over comparative levels of nationd
productivities between the EU-average, sdected EU cohesion countries and accession
countries. The focus of the analyss is on the role played by sectora dructures. firdt, an
indicator is being developed to quantify the explanatory power of patterns of sectord
sructures for the sze of the productivity gep. Following from there, the respective roles
of individua sectors in explaining the nationd productivity gaps are being caculated.
These results are carefully assessed in terms of potentials and prospects for a swift and
complete productivity catch-up and in terms of the mogt efficent policies to assst
productivity convergence.

1  Thestylised facts- the observed productivity gap

Within the past decade, naiond levels of labour productivity in CEECs (in the
folowing: ‘productivity levelS) have converged dgnificatly towards the levels
predominant in the EU. Ye, levds are 4ill dgnificantly lower, large gaps ae 4ill
prevaent. Needless to say, levels within the EU dso differ greatly; comparisons with
the EU as an economic area use the weighted average of dl current 15 EU member
states.

Table 1 reports levels in 1000€ for the year 1999, calculated by use of annud average
market exchange rates as well as PPP-corrected exchange rates (shaded columns). All
countries reported have lower living expenses than the EU-15 average (meesured in
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teems of living expensss), hence the dgnificantly higher figures for PPP-adjusted
levels? In 1999, three groups of countries amongst CEECs with similar productivity
levels can be identified: Estonia and Poland rank in a lowest productivity group, the
Sovak and Czech Republics as well as Hungary in a second and Sovenia sticks out as
the country with the highest productivity levd. At the outset of economic trans-
formation and integration into western markets, productivity levels were not only much
lower but dso more diverse. Sovenia had adways achieved higher productivity levels
even during its socidist era; the gap to its fdlow accesson candidates has even further
increased.  Throughout the 1990s, productivity levels of Hungary and the Czech
Republic were more or less the same, dbet Hungary growing a a dightly faster rete.
Ever since the bresk-up of the CSFR remained the Sovak Republic’s productivity leve
digntly lower than the ones of the Czech Republic and Hungary. Estonia started from a
low level but managed to overtake Poland in 1997.

Tablel Productivity levelsin the EU and CEECs, in end 1999

Market exchange rates PPP-exchange rates
in 1000 € per employment in% of EU-15
EU-15 418 418 100.0
East Germany 36.0 36.9 833
Portugal 9.8 151 36.1
Greece 184 237 56.7
Spain 26.1 319 76.3
Estonia 7.6 17.8 42.6
Poland 82 174 416
Czech Republic 9.8 240 574
Slovak Republic 83 226 5.1
Hungary 10.2 239 57.2
Slovenia 195 29.9 715
Note: Aggregate, economy -wide productivity levels calculated as aggregate value added per employ-

ment.
Source: EUROSTAT, WIIW, National Statistical Offices, own calculations.

All trangtion economies in our sample exhibit szesble productivity gaps vis-a-vis the
EU-average and most of the 15 European economies (last row of the table). All of them
have dready surpassed Portugd, the EU member country with the lowest nationd

2 For the purpose of international comparison, such PPP-correction is advisable. This, however, must

not be confused with the concept of the purchasing-power parity theory but is purely a method to
improve comparability and is used throughout the literature. In the case of the EU, the EUROSTAT
Power Purchasing Standard has been applied; for the CEECs, the PPP-estimates of WIIW were used.
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productivity level. Only three, the Czech Republic, Hungary and Sovenia, command
higher levels than Greece, the second but weskest EU member country. In comparison
to the average EU-15 level in end 1999, Slovenia reaches more than 70%, Hungary, the
Czech and Sovak Republics more than 55% and Poland and Estonia more than 40%.

Of particular interest is the comparison of CEECs with East Germany. In effect dso a
trangtion economy, East Germany was integrated into the ESM and the currency-area
of the West German DM dready in 1990. Moreover, East Germany was integrated into
the German Landerfinanzausgleich, a sysem of re-distribution of revenues to support
weaker Lander on the cost of more prosperous ones. The country (or rather region)
therefore gained access to a stable currency, a dable inditutional framework and vast
financid resources for investment and restructuring, dl of which was not available in
fdlow trangtion countries. East Germany was able to nearly close up to the EU-15
productivity levd within only a few years while cachrup in fdlow trangtion countries
is generdly expected to take many more years. in the latest EU report on accession
countries (EU 2001a), it is assumed that Poland will converge to 75% of the average
EU-15 leved in only 33 years, Sovakia in 20, Estonia in 19, the Czech Republic in 15,
Hungary in 11 and Soveniain aslittle as 1 year.

2 Sectoral determinants of the productivity gap

Reasons explaining the sgnificantly lower levels of productivity in CEECs rdative to
most EU economies are manifold and include lower leves of technology, a less
developed inditutional framework, lower intendty and qudity of organisationd as well
a management expertise and petterns of specidisation in the internationd (mainly
European) division of labour.®

Intuitively, the productivity gap between CEECs and the EU predominantly reflects the
fact that the trangtion economies command less sophidticated technologies, in quantity
and/or in qudity. Indeed, there can be little doubt that firms in CEE on average apply
less or lower levels of technology as compared to the West and hence exhibit lower
levels of productive efficiency in the use of factors a firm level. Neverthdess, there will
dready exig individud firms which, by having invested into the latest technology or
have benefited from the trandfer of the latest technology from the Wedt, can even

% In this respect, a three-year research project concentrating on the same sample of countries and their

determinants of the productivity gap relative to the EU assesses all those reasons. The project is co-
ordinated at the IWH. Results and proceedings will be made available to the academic community on
the project web-page at the IWH: www.iwh-halle.de/projects/productivity-gap.
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outpace comparable firms in the West in terms of productivity. Technology levels or
even technologicd devdopment in CEECs ae very difficult to gragp in tems of
empiricd andyss® directly. The focus of this paper is on sectord structures: first, the
sectora analyss presented here identifies the extent to which national productivity gaps
ae rooted exclusvely in sectord specidisation patterns. If such peatterns  reflect
comparative advantages, i.e. if some degree of path dependency can be assumed, then
those results will give account of the extent of future productivity convergence to be
expected in each accesson candidate. Second, structurd andyss yidds a quantitative
account of the respective roles played by individud sectors in determining the nationd
productivity ggp and its deveopment. Such indght is indigpensable when assessng
efficiency of economic policy-options geared towards assisting a swift convergence of
levels of nationad productivity according to the cohesonapproach taken by the EU
Commission (see EU 2001b).

2.1 Specialisation and the sectoral content of the productivity gap

Trandformationd recesson and restructuing with its associated  higoricdly  un-
precedented decline in indudries, as wdl as the high employment shares of agriculture
and lower shares in services in CEECs suggest that some of the productivity gep is
rooted in the sectord patterns of trangtion economies. In the assessment of the EU
Commisson, mogt of the productivity gap can be explaned by diverging sructura
specidisation patterns (EU  2001b). Gaps of average, nationd productivity levels
between two countries can arise even if dl respective sector-specific productivity levels
are equa, i.e. even if technology levels have caught up and corresponding firms would
be equdly productive. One country achieves a higher levd of productivity, if it has
higher (employment) shares in sectors with intringcdly higher leves of sectord
productivity relaive to other sectors. This is the essence of sectordly determined

productivity gaps.
What is the extent to which the productivity gaps of individua CEECs vis-a-vis the EU-
15 average are rooted in the respective sectord patterns? The average, nationd

productivity leve p of a country is defined as the sum of each product of sectord
productivity levelsp ' and employment shares a of sectorsi:

p=4b'a) 1)

*  Earlier attempts to calculate technological advance in CEECs by use of the growth accounting

method, based on the estimation of a production function, proved to be insufficiently robust. Not |east,
available data for capital stocks from national statistical offices were at times dubious (refer to:
Stephan 1999).



The productivity gap between an individud country in CEE and the average EU-15
level Peee ey iSthen caculated as:

p_CEE/EU :pEU - pCEE :é (pIiEUaiEU)- é (p(i:EEaéJEE) (2)

The sectordly determined productivity gap Pt can be quantified by comparing the
actualy observed productivity gap with a hypotheticd gagp which would emerge, if

sectord patterns between CEECs and the average EU-15 would be equal (note the use
of EU-15 employment sharesin the first term of the right side of equation 3.2).°

~-Sectoral _ s—-Hypotheti@l _ =-Observed
Pcee/ev =P cee/eu P cee/eu (3.1

—Sectoral _ SR (i i o (i i 90 & (i L o (i i \0
pCSéCEt/ELIJ - Qa (pEUaEU)- a (DCEEaEU )T' Qa (pEUaEU )' a (pCEEaCEE)T (3-2)

e i g ei i /%]
This sectord productivity gap is then related to the total of the observed productivity
gap to denote the percentage share of the sectord content in the national productivity

gap (equation 4):
é (p iCEEa iEU ) - é (piCEEa iCEE)

~ Sectoral share — i i (4)

P cee/eu - é(DIiEUaiEU)- é(p(i;EEai:EE)

Chat 1 depicts the sectord contents of the productivity gaps in observed totd
productivity gaps in 1995 and 1999, i.e. the extend to which the naiond productivity
gaps are rooted in the respective patterns of speciaisation.

The explanatory power of the sectorad dructure for the size of the productivity gap is
very different amongst the sdection of trandtion economies and between the two years
of observation: had the Sovak Republic had the same sectord employment pattern as
the economic region of the EU-15 in end 1999, then the productivity gap would have
amounted to some 14 percentage points lower than is the case with the current pattern.
The sectora content of the Slovak Republic’s productivity gap therefore amounts to a
share of nearly 28% in the observed productivity gap. The gaps of Hungary, Poland and
Sovenia in 1999 can dso be explaned to a large extent (around 20%) by ther
regpective  sectoral  patterns whilst the sectord determinant does not contribute
sgnificantly to explaining the productivity gaps of Estonia and the Czech Republic vis-
a-vis the EU (some 56%). The result for the latter countries incidentally corresponds to

® This is not to imply structural convergence in a normative manner of methodology. Rather, this
method calcul ates a hypothetical level which will never be achieved given today’ s technology.
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Chart 1  Thesectoral contents of the national productivity gaps of CEECs, in 1995 and 1999

in % of total observed productivity gaps
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the sectoral content of the productivity gap between East and West Germany (IWH,
2000, p. 61). In the case of Poland, the results have to be interpreted with caution, most
of the sectord content caculated might be due to a partticular empiricd digtortion in the
agricultura employment share of nearly 28%.° When assuming an agriculturd employ-
ment share comparable to the methodology applied in other trangtion ecornomies, i.e. a
much lower share yet ill sgnificantly higher than in other trangtion economies, then
the sectord content would become negligible Poland would then rank amongst the
group with Estonia and the Czech Republic. The high sectora content therefore is
driven overwhdmingly by the large employment share in the agricultura sector.

What are the main driving sources of the sectora content in the other countries? In the
Sovak Republic, of enterprise-rdated services exhibit only one third of employment as
compared to the EU-15. Thee have paticulaly high leves of intrindgc productivities:
on average, they exhibit a level of productivity of nearly 4 times the nationd average in
the Sovak Republic. The immense growth of the sectora content between 1995 and
1999 cannot be explaned by employment shifts between sectors only, employment
shares did not change tha much. Rather, sectorad productivities grew particularly fast in
enterprise-related services, i.e. the sectors which drive the high level of the sectord
content. In the case of Hungary, the high share of the sectord determinant of the
productivity gap can be explained by, agan a low share in enterprise-related services,
and additiondly much higher employment shares in the agriculture and indudrid
sectors. In particular the former sector exhibits wel beow-average productivities in
Hungary. Since 1995, employment shares of enterprise-rdlated services have grown
dightly a the expense of the sector of public adminidration. Also in Sovenia can the
high sectord determinant mainly be accounted for by a low share of employment in
enterprise-related sarvices and a compadively higher share in industry. This share
however, has been fdling dightly and the employment share of public adminigration
has grown.

2.2  Sectoral structures and the prospects for real economy convergence

Integration theory remains undetermined in respect to evolving dructura patterns and
their effects on the conditions of economic development: one strand of theory assumes

®  Employment data in official Polish statistics distinguish less clearly between former occupation of

unemployed persons and mere ownership of agricultural land. Already during the socialist era, alarge
share of agricultural land was owned privately. In particular during transformational recession and its
sharp decline of industrial employment, many former industrial workers, having been laid off, tried to
make a living by way of subsistence farming. In other transition economies, unemployed workers with
an industrial employment history do not enter agricultural employment statistics.
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that technologica development is typicaly corrdated with dructural petterns. This is
the essence of ‘logigtic growth path’ concepts, the Clark-concept or the Chenery-
Hypothess, linking the levd of economic development and sectorad productivities to
sectord dructures and hence average, economy-wide productivity levels (concept first
raised by Clark 1940, see eg. Cornwdl/Cornwdl 1994, and in an gpplication on
trandtion economies. Dohrn/Helemann 1991, 1993 and Mickiewicz/Zaewska 2001).
But this is typicdly a vey long-term effect of gradudly maturing market economies
and exceeds the time-scope of andyds in this assessment. Sll, eventudly some
sectord convergence of CEECs to the structures of more advanced economies in the EU
can be expected as a very long-term trend.” In the shorter term, more relevant for the
andyss here, the theory of comparaive advantages predicts internationad specidisation
emerging according to patterns of comparaive advantages. In this case, evolving
gructures will persst for some time, giving rise to path dependency in the process of
catchrup development. According to the factor-price-equdisation theorem, reddive
prices adjust in the process of specidisation to alow integrating partners to convergence
in terms of per capita income. It remains disputable, however, whether the notion of
factor-price-equdisation holds in redity; or a the very leadt, in what time-spans this
equdisation will take effect. In redity, as this andyds could indicate, do sructura
differences go some way in explaining differences in levels of economic development -
and in the short term, the explanatory power of dructura differences can even grow in
the process of intendgfying integration. A further drand of theory works with the
assumption that patterns of specidisation are not unidirectiona, rather sructural change
or adjustment can make one or several detours (which not even prolong the time used
for complete adjusment once income-levels have converged, the so-cdled ‘turnpike-
models).

The assumption, underlying this andyss, is that the development of sectord petterns in
the course of intendfying integration with the EU will exhibit some degree of path
dependency. Sectoral patterns in CEECs to some extert reflect country-specific features
which might not venish swiftty or might even devdop some hyderess during the

" Analysis enquiring whether CEECs converge towards sectoral and branch structures in the EU

conclude that (a) sectoral patterns appear to converge in al transition economies observed here, with
Slovenia and Estonia exhibiting the slowest structural convergence (Mickiewicz/Zalewska 2001, p.
20) and that (b) at a deeper level of disaggregation within manufacturing (2-digid NACE), Poland, the
Czech and Slovak Republics and Slovenia exhibit falling structural deviation to the most advanced
EU countries, whilst Hungary appears to converge neither towards the richer EU countries nor the
EU-south patterns (Landesmann 2000, p. 26) and therefore could develop a distinctively comple-
mentary specialisation pattern in theinternational division of labour.
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adjusment process. the development of human capitd is a long-term process and a
pattern of specidisation in the knowledge and skill-cgpitd of an economy will not be
subject to swift changes, investment in new capitd will tend to reflect a least to some
degree the fidd of activity, the technologicd level of sophidication, etc. predominant in
the economy.

Given this assumption, the andyss yidds another dimenson: in the cases of the Slovak
Republic, Poland and to a minor extent in Sovenia, the sectord contents of productivity
gaps have increased dgnificantly. If such developments reflect patterns of specidisation
emaging in the medium to long-term and if those patterns perdst or even get more
pronounced, then complete productivity convergence is inconceivable in those countries
even dfter cach up of dl other determinants of lower levels of productivity. With a
sectora content of the productivity gap of some 28% and a current productivity gap of
some 46%, the Slovak Republic could experience some form of a ‘barier’ to red
convergence a a level of 87% of the EU-average even dfter e.g. technology had caught
up completely to Western gandards. Given her high levd of unemployment, the country
might not even be able to surpass the threshold of 75% of average EU-15 GDP per
capita income in the medium term to qudify for EU Structurd Fund policies, this only
due to her specidisation peatterns. In the case of Hungary, a smilar result may dso
goply due to the high vadue of the sectord content, abeit here, some minor reduction in
the sectora share of the productivity gap can be observed. Only in the cases of the
Czech Republic and Edtonia do sectora specidisation patterns not appear to be of a
convergence-limiting kind.

2.3 Sectoral productivity gaps: the role of individual sectors

So far, sectord andysis was concerned with the sectoral content of the productivity gap
across the whole economy. That is, the andyss took into condderation sectord
goecidisation paterns while not assessng the levels of productivity of individua
sectors. In the following, sectord analyss focuses on sectora productivity gaps and the
respective role the sectors play in explaining the nationad productivity gap. Agan, the
comparison drawn is to the average EU-15 levds the EU-average is not used as a
‘technology frontier ared to assess potentids for productivity growth in individua
sectors, but rather as a redigic benchmark to be achieved in terms of red economy
convergence.

If CEECs apply in generd less sophidticated technology in production, then one can
expect that comparaive sectors in CEECs exhibit lower levels of productivities then in
the EU. Such sectord productivity gaps are not only sgnificantly different in sze but
dso in ther rdaive weghts within each economy assessed. Individua —sectord
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productivity gaps are defined according to the same method as the nationa productivity
gaps (from formula 2):

p_Ci)EE/EU :piEU - p(i:EE :(pIiEUaiEU)- (piCEEa(i:EE) (5)

In order to provide a quantitative account of the role played by each sector in

determining the nationd productivity gep, our andyss ataches respective weights in
terms of employment shares to the sectord productivity gaps. The indicator piee, ey

denotes the percentage share of a sector as a source of the productivity gap.

p‘-i :p_(i:EE/EU == I;UaLU)_ (EiCEE_a(i:EE_) (6)
CEETED P ceereu a (plEualEu)' a (pé:EEaICEE)

The fird term in formula (6) cdculates the sectord productivity gap (as defined in
formula 5) and its respective weight in tota employment. This is then reated to the
average, economy-wide productivity gap to exhibit the rdative explanatory power of

sector i in explaining the nationa productivity gap (thesum of dl p e, o, €quals 100).

Table 2 provides an account of explanatory powers of individua sectors as a source of
national productivity gaps for the sdection of CEECs a the end of the year 1999. The
mogt obvious result of this andyds is tha in dl transformation economies assessed, the
producing sectors of industry (C+D+E) are mainly responsible for nationa productivity
gaps they exhibit the highest vaues of the indicator (solely in the case of Poland, the
agricultural  sector is the quantitatively strongest source of the nationad productivity
gap®), owed to in particular the typicaly highest productivity gaps amongst al sectors
in combination with their high relative weight in the economies.

The dominant role of the industrid sectors as a source of the productivity gap is
particularly pronounced in the case of Sovenia, where over 50% of the nationd gap is
caused by mining, manufacturing and dectricity, gas and water supplies. Although the
industrid  sectors  productivity gap had diminished dgnificatly (by dmost 10
percentage points between 1995 and 1999), much smaler productivity gaps in other
sectors and an exceptiondly high employment share account for this dominant role. The
Czech and Sovak Republics find nearly 40% of their naiond productivity gaps caused

8 Just as in the reasoning of the previous analysis in footnote 5, this result might be driven by a
methodological difference in the treatment of unemployed land-owners as small-scale farmers. Again
assuming a corrected employment share, the agricultural sector would be placed behind household-
related services (trade, transport and communication) in the list. The industrial sectors would then
advance to the top of thelist just asin the other countries assessed.
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Table 2

Theranking of most influential sectors as a sour ce of the productivity gap, in end 1999

Estonia Poland Czech Republic Slovak Republic Hungary Slovenia
Sector p' Sector p' Sector p' Sector p' Sector p' Sector p'
C+D+E 319 A+B 40.6 C+D+E 39.2 C+D+E 38.1 C+D+E 34.5 C+D+E 515
L-O 259 C+D+E 235 L-O 207 L-O 29.2 L-O 321 G+HH+ 20.1
G+H+ 197 L-O 14.8 G+H+ 203 G+H+ 144 G+HH+ 20.6 L-O 127
A+B 82 G+H+ 122 FHK 115 F 101 F 7.1 F 74
F 73 HK 58 F 6.3 A+B 84 A+B 47 HK 6.4
HK 7.0 F 30 A+B 20 HK 00 HK 10 A+B 19
Note: Share of sectoral productivity gaps, weighted by employment shares, as afraction of the sum of all weighted sectoral productivity gaps.
Classification of sectors according to ISIC, rev. 3 nomenclature, with: A+B...Agriculture, hunting, forestry and fishing; C+D+E...industrial sectors;
F...construction; G+H+l...household-related services; J+K...enterpriserelated services; L - O...public administration sectors (defence; social security;
education; health, social work; private households with employed persons).
Source: EUROSTAT, WIIW, National Statistical Offices, own calculations.



by the indudtrid sector: in both countries, industrid productivity gaps remained by-and-
large unchanged between 1995 and 1999. The lowest industry source for nationd
productivity gaps are to be found in Hungary and Edtonia, the latter exhibiting a more
evenly digribution of sectora sources in generd. In both cases, the indudtria sectors
productivity gep fell by some 5 percentage points during the period of andysis.

The public administration sector (L - O) °, the second most important source of nationd
productivity gaps in this sample, will tend to be inflated in terms of employment in
formerly socidist economies. This overmanning can, however, be expected to diminish
gradudly in the course of restructuring of these sectors. In the case of Hungary, nearly
equal shares can be alocated to this sector as to the industrid sectors'®. In fact, the
andyss would have ranked the public adminidration sector as the most important
source for the naiond productivity gap up until 1997. The productivity gap of the
sarvice sector fel by 6 percentage points during 1995 to 1999 with the employment
share remaining unchanged. The biggest drop in this sector's productivity gap was
experienced by the Slovak Republic with 12 percentage points - here, the Sate-
adminigtration sector accounts for nearly 30 per cent of the nationd productivity gap.

The role played by household-related services (G+H+l) is probably more due to a price
effect than a quedion of efficient dlocation of resources. Typicaly, household-related
sarvices are not internationdly tradable. With risng income and wedth, prices for such
sarvices will tend to increase, narrowing the sectoral productivity gep and the sector's
role in the national productivity gap. Indeed, the sectora productivity gep has narrowed
dgnificantly with Egtonia having experienced the biggest drop of 15 percentage points
and in the other accesson countries by some 6-8 percentage points. Enterprise-related
savices (HK) ae to some extent tradable; in paticular financia services are wel
integrated with the West. The intendty of competition is high, hence, productivity gaps
are low. Prices for the nontradable part of enterprise-rdlated services (mainly to be
found in red edate, renting and business activities, K) will tend to be lower due to the
sane reaon as with household-related services and do not count as technology-
intensve.

Given this assessment of results the andyds indicates that in accesson countries,
potentids for a closure of the productivity gap today predominantly lie with efficiency-

°®  The calculation of levels of productivity in the services sectorsin general and the state administration
sector in particular is methodologically problematic due to the determination of prices and output.
Results therefore have to be interpreted with due care.

10" Hungary is the only transition economy within our sample to experience growth in the employment
share of industry following de-industrialisation during transformational recession.
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improvements in industry. Indeed, industrid productivity gaps have been fdling during
the period of andyds in Sovenia Edtonia and Hungary but not sgnificantly in the
Czech and Sovak Republics and Poland, i.e. productivity growth in industry did not
ggnificantly exceed productivity growth in the EU in the latter country group. Given
the demondrated dominant role of industry in red economy convergence, this result
suggests that the greatest shortcomings in the respective growth paths are to be found
here. In the cases of Hungary and the Sovak Republic, and to a lesser extent in al other
accesson countries, future productivity increases dso depend to a high degree on a
reduction of higoricd overmanning in public adminigration. Productivity gaps in this
sector diminished in al accesson countries; only in the case of the Czech Republic was
thisimprovement negligible.

Not in al sectors have levels of sectord productivities converged: sgnificant increases
in sectord productivity gaps mainly occurred in the agricultura sectors of Hungary (10
percentage points), Poland (4.7) and the Slovak Republic (3.9). In dl those countries,
the employment share of agriculture has been fdling dightly and can be expected to
continue to fdl, so that the role of this sector in determining the nationa productivity
gap might dso diminish dowly.

3 Summary and some economic policy consider ations

EU accession countries in CEE exhibit leves of labour productivity which are lower
than the EU-15 average, the most prosperous trangtion countries reach levels
comparable to Greece and Spain, and productivity levels of al accesson candidates in
the sample exceed the leve of Portuga, the weakest EU member date.

The andyss could provide ample evidence that sructurd petterns in the sectord
compogition of economies assessed play a reevant role in Hungary, the Sovak
Republic and Slovenia. In the Sovak Republic and to a lesser extent in Sovenia, the
explanatory powers of sectora gspecidisation patterns have even increased sgnificantly.
These results suggest that the prospects for complete rea economy convergence could
be evduated less optimidicadly in those countries as compared to the Czech Republic
and Estonia, if assumed that such structures prevail during a process of path dependent
catch-up development in the medium term. In respect to economic policies geared
towards assgting a swift process of economic catching up, the results would suggest
that promoting technologicd development done could prove to be insufficient in those
countries. Rather, measures geared towards increasing the flexibility in the redlocation
of production factors to promote sectoral change could be a decisve factor in Hungary,
the Sovak Republic and Sovenia Here, the opinion teken by the EU in its latest
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cohesion report (EU 2001b) appears to be well founded. The assessment of Poland
depends entirely on the view taken with respect to agriculturd employment. If it were as
high as quoted in nationa detigtics, then complete rea economy convergence would
depend drongly on sectord change reducing agricultura employment to the benefit of
industry and services.

The ardyds into the most important sectors determining the nationa productivity gaps
edablished that the closure of the productivity gap lies in al accesson candidates
predominantly with efficiency-improvements in industrid sectors and in Hungary, the
Slovak Republic and Edonia furthermore with a reduction of higoricdly high
employment in the public adminidration sector (e.g. the socid security system). Here,
future productivity increases depend to a high degree on a reduction of higtorica
overmanning in public adminigration. This will largdy depend on the ability of the
governments to execute potentidly socidly painful reforms of the dtate administration
and socid sysems: this might prove especidly difficult in the case of Hungary, where
the formaly wel developed socid security system had been dgnificantly downsized in
the audterity programme of March 1995. It remans to be seen whether accesson
candidates are able to introduce reforms to their date adminidrations whilst retaining a
socidly acceptable leve of socid security.

Economic policy in CEECs could in gened be mogt efficdent in dosng the
productivity gap, if focussed on an upgrading of technology and organisation-efficency
in indugry via technology trandfer and indigenous research and development. Foreign
direct invetment, closer ties in production, innovation and marketing networks
goreading across the West and accesson countries, improvement of infrastructure as
well as financid support and integration of firm-R&D and universties are the typica
and well tested politicadl measures in this fidd. Not least, such policies can dso increase
the flexibility of production factors to promote the kind of sectord change that this
analysis pointed out as necessary for complete productivity catchup.
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