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ABOUT THE
TRANSITION
REPORT

The EBRD seeks to foster the transition to an
open market-orlented economy and to promote
entrepreneurship In the countries where It Invests.
To perform this task effectively, the Bank needs to
analyse and understand the process of transition.
The purpose of the Transition Report Is to advance
this understanding and to share our analysis

with partners.

The responsibllity for the content of the publication

Is taken by the Office of the Chief Economist. The
assessments and views expressed are not necessarlly
those of the EBRD. All assessments and data are
based on Informatlon as of early October 2015.

A full verslon of the Trans/tion Repart 2015-16
Is avallable at tr-ebrd.com
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Diversifying funding
to foster growth

It has been almost a decade since the Transition Report last
looked In detall at the EBRD reglon's financlal sectors. In
that time, the global financlal system has undergone major
changes, particularly In the countrles where the

EBRD Invests.

This report looks at the evolution of finance In the transition
reglun fullnwlng the crisks of 2008-09 and conslders the question of how
finance should be rebalanced to provide more diverse and stable funding
flows In support of economic development.

The four chapters In this Transftion Repart argue that the financlal system
neads to be rebalanced In a number of ways In order to provide more diverse
sources of funding In support of growth. Equity financing, In particular,
neads to play more of a role.

This report does not seek to cover all major areas of finance, as that would
be Impossible to do In any depth. Instead, It focuses on a few specific
Issues and Is very much forward-looking.

\

Hans Peter Lankas
Acting Chief Economist
EBRD
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CHAPTER SLIMMARY

AROUND

US$75

i

OF THE

IMVEST

ON

ERVATIVE ESTIMATE
'S ADDITIONAL
FINANCING NEEDS

The global financlal crisls has triggered
a dramatic reduction In external
Imbalances In the transitlon reglon,

but this rebalancing has come at the
expense of Investment. The reglon needs
to Invest around USS$ 75 bllllon more

per year to bring Investment back to the
levels expected of economles at this
stage of development. However, desplte
those lower levels of Investment and

the credlt crunch, the debt of the non-
financlal sector In the reglon has actually
Increased. Meeting those addltional
Investment needs will require financlal
sector rebalancing, with greater use of
equity Instruments, resolution of
non-performing loans and more diverse
cross-border funding.

MORE
CONTE NT
AYAILABLE

OHLINE

READ THE FULL

CHAPTER AMD WATCH

THE AUTHOR SUMMARY
VIDEOS ONLINE
tr-ebrd.com
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SMALL
BUSINESSES
AND THE
CREDIT
CRUNCH

Credlt condltions for small businesses
have tightened significantly In recent
years, both during and after the global
financlal crisls. Structural adjustments
In banking systems - particularly
reduced rellance on cross-border and
wholesale funding - explain a large

part of this tightening. The composition
of local banking markets also plays a
role since small businesses are more
likely to borrow from banks that have
less hlerarchical lending procedures, a
greater focus on bullding relatlonshlps
with cllents and more confidence In local
courts. Access to credit may therefore
benefit from both stronger legal e g
enforcement and more effective and tr';'h n:lr 'm'"'“
efflclent bank lending technlques.
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THE PERCENTAGE OF

CREDIT CONSTRAINED HRMS
RANGES FROM JUST

13 IN TURKE¥ TO

FROM AFF[‘I'II!EFHH
LOANS BECAUSE INTEREST
RATES ARE TOO H%

5 1%

OF FIRMS5 REPORTING A NEED
FOR CREDHTIN THE2013-14
BEEPS SURVEY WERE UNABLE
TO OBTAIN IT - UP FROM
34%IN 2005




Private equity can generate both
financlal value for Investors and
economic value for the companles
Involved. Desplte the strong
growth of private equlity globally,
the transltlon reglon recelves
only a small share of these global
flows. Compared with advanced
economles, private equlty funds
In the transltlon reglon rely less
on debt financing and more on
selecting high-growth companles
and Implementing operatlonal
Improvements to create value.

DETAILED DATA AT
YOUR FINGERTIPS
WITH OUR

INTERACTIVE
OMLINE CHARTS
tr-ebrd.com

MORE
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TRENDS AND
VALUE
CREATION

IN PRIVATE
EQUITY

ki??
¥ PRIVATE EQUITY
15 AN UNDERUTILISED
SOURCE OF ANANCE
+ FOR COMPANIES IN
* THE EBRD REGION.
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PRIVATE EQUITY
AS A SOURCE
OF GROWTH

Private equity funds In the transition
reglon not only target companles with
high growth rates but also asslst thelr
growth by Implementing operatlonal
Improvements. They also relax
companles’ credit constralnts and
Increase both employment and physical
Investment. The transition reglon Is
home to a slzeable pool of companles
that could potentlally benefit from these
positive growth effects assoclated with
private equity Investment. However,

In order for a larger segment of the
economy to reap the benefits of private
equilty Investment, pollcy-makers need
to address a number of Institutlonal
constralnts.

THE TOTAL VOLUME OF
ADDITIONAL PRIVATE EQUITY
CAPITAL THAT THE EBRD REGIOM
COULD POTENTIALLY ATTRACT IS

US$30.5
BILLION

ON AYERAGE

ADDITIONAL JOBS ARE
CREATED EY EACH

COMPANY IN THE EBRD
REGION THAT RECEIVES
PRIVATE EQUITY INVESTMENT

1
11},

PRIVATE EQUITY...CAN HELP
TO BOOST INVESTMENT LEVELS
IN THE REGIOM AGAIN.

e

189%

AVERAGE ANNUAL REVENUE
GROWTH OF INVESTEE
COMPANIES IN THE EBRD
REGION PRIOR TO RECEIVING
PRIVATE EQUITY FINANCING
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MACROECONOMIC
OVERVIEW

Over the past year the economlic outlook In

the transltlon reglon has been shaped by a
slgnificant decline In the price of oll, persistent
geopolitical uncertalnty, the launch of a
quantltative easing programme In the eurozone
and the ongolng crisls In Greece. Although
economic growth In many commodity-Importing
countrles has plcked up, average growth In the
reglon has been welghed down by the negative
shocks faced by Russla, other commodity
exporters and countrles with strong economic
tles to Russla. As a resuit, the annual growth
rate of the transition reglon as a whole Is
projected to decline for the fourth consecutlve

year In 2015.
IN 2014 THE ANNUAL AROUND 'ﬁ
GROWTH RATE IN THE 0 -
TRANSITION REGION WAS 0 :
4 Yo :

1 0 DECLINE IN REMITTANCES P

. /{j FROM RUSSIA TO CENTRAL ASIA, -
DOWN FROM THE CAUCASUS AND MOLDOVA
230 IN 2013 IN US DOLLAR TERMS IN THE

FRST HALE OF 2015
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STRUCTURAL
REFORM

While the political and economic
emvironment remalns challenging,
the outlook for market reforms
appears to have Improved. There
are opportunities for reform In
many sectors and countrles that
could help to bring economic
structures and Institutlons more
Into line with those of advanced
market economles. However, many
transition countrles stlll lag behind
best practices when It comes to
promoting the sustalnable use of
resources and Inclusion.

MORE
CONTENT
AVALABLE
CHLINE
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COUNTRY
ASSESSMENTS

The digltal Transition Report contalns
a country-by-country revliew of
reform progress and macroeconomic
developments for 36 countrles In the
EBRD transition reglon from mid-2014
to the third quarter of 2015. It also
Includes sector transltion Indicators
and a brief table of macroeconomic
Indicators for each country, as well as
forecasts and key priorities for 2016.
- The “cut-off” date for data and other
_* Information was early October 2015.

o 8 ﬁ =
27 Mors detailed data,bot historical and current, 4'3..“ G R e
; g structural, instiwtional and macmeconomic ke
i are avallable on the EBRD website st~ RS "
Jeconomic-research-data .
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