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Economic transformation

More socially oriented, with a greater contri-
bution from free enterprise and improved
sustainability: An examination of economic
transformation between January 2011 and
January 2013 reveals many individual exam-
ples of progress. In the former Soviet repub-
lics of Belarus, Ukraine and Uzbekistan, for
instance, poverty and inequality have fallen.
Four countries in the East African Rift (Bu-
rundi, Malawi, Mozambique, Uganda) have
created new incentives for private enterprise.
A number of Asian countries have made
strides in sustainability in just two years,
both in environmental policy (Myanmar, the
Philippines, Taiwan) and in education (Af-
ghanistan, Bhutan, Laos, Malaysia).

But these isolated improvements don’t
add up to an overall positive outcome. Mod-
est progress in (Eur-)Asia and sub-Saharan
Africa is offset by cases of dramatic eco-
nomic and social regression in the Arab
world, which has been convulsed by popu-
lar uprisings and civil war, as well as the
economic problems confronting the more

developed regions of Europe and Latin
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America. Consequently, the overall average
for economic transformation has dropped
slightly (—0.05 points).

The most significant shifts in the last
two years took place mainly in countries
that are still in the early stages of transfor-
mation. Of the 15 countries exhibiting strik-
ing trends in ongoing BTI studies, 13 are
regarded as socioeconomically underdevel-
oped or have been classified by the World
Bank as either low-income countries or low-
er-middle-income countries. Among the
seven countries that made significant pro-
gress, there is one functioning market
economy (United Arab Emirates), two mar-
ket economies with functional flaws (Bhu-
tan, Rwanda), three poorly functioning
market economies (Céte d’Ivoire, Guinea,
Zimbabwe) and one rudimentary market
economy (Myanmar). The eight countries
that have significantly deteriorated — all of
them to be found in the Middle East or on
the African continent — break down into one
market economy with functional flaws (Lib-

ya), four poorly functioning market econo-

mies (Angola, Egypt, Iran, Mali) and three
rudimentary market economies (Sudan,
Syria, Yemen). At higher levels of develop-
ment, change tends to be more modest in

scope but of longer duration.

Booming resource exporters

It is worth taking a closer look at the seven
countries that improved significantly in the
review period, as they could well serve as

models for other countries. This is especially



true of countries that already find them-
selves at relatively advanced stages of devel-
opment. The United Arab Emirates is such
an example. It recorded by far the greatest
growth among developed or functioning
market economies. But attributing this pro-
gress solely to increased oil revenues would
be inconsistent with the BTT results. In abso-
lute terms, the state of economic transfor-
mation of the 10 largest oil-exporting coun-
tries under review (5.32; 5.03 without UAE)
is on average some distance behind the

global average of all 129 countries under re-
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(changes of at least 0.50 points
in comparison to the BTl 2012)

view (5.63). Over the last two years, the sub-
group of the largest oil exporters exhibited
more or less the same slightly downward
trend (—0.05; —0.13 without UAE) as the
global average (—0.04). Two of the greatest
falls came from the rentier states Angola
and Iran. Despite internal political stability
and high oil prices, Angola experienced an
increase in social inequality, and the govern-
ment’s social policy promises remained un-
fulfilled. Thanks to its raw material reve-
nues, its GDP per capita is well above the

average for sub-Saharan Africa, although
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only a small, close-knit elite benefits from it,

while two-thirds of the population live on
less than two dollars a day. In Iran, where
slow growth, rapid inflation and high levels
of unemployment predominate, President
Ahmadinejad (2005-2013) finished his sec-
ond term in office without coming close to
fulfilling his popular promise of introduc-
ing a welfare economy. As 2013 dawned, the
country had almost dropped to rudimentary
market economy status.

Compared to these examples, the posi-

tive economic performance of Qatar and
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the United Arab Emirates is both impres-
sive and exemplary. Their formula for suc-
cess was a mix of hierarchical, centralized
economic planning, robust social safety
nets, education systems aligned with the
requirements of the economy and open
trade regimes. Their long-term strategic-
planning horizon is another success factor.
Development strategies, such as the Abu
Dhabi Plan 2030 and the Qatar National Vi-
sion 2030, aim at reducing dependency on
raw material exports in the foreseeable fu-
ture. Sectors such as finance, health, trans-
port, tourism, IT and environmental tech-
nology already play a significant role.

But the leading position of the two Gulf
states within the MENA region shouldn’t
blind us to the grave environmental and social
obverse to this economic success. Environ-
mental issues are clearly secondary to eco-
nomic developments in both countries.
From a social perspective, too, the two Gulf
states are anything but models of sustaina-
bility. Opportunities for social advance-
ment and equality of opportunity are pri-
marily offered to nationals. These benefits
are withheld from foreign workers, who
represent the demographic majority in these
countries but are subject to severe discrimi-
nation. They are forbidden from forming
unions and often suffer under inhumane
living and working conditions. And while
women are becoming more active in the
economy and society, at least more so than
in most other Gulf Cooperation Council
member states, their opportunities for par-
ticipation remain highly circumscribed.
Nonetheless, the development models pre-
sented by Qatar and the United Arab Emir-
ates, and the promise of growth and pros-
perity they offer, have a certain appeal for

other resource-rich countries.

Rwanda: the Singapore of Africa?

The contrast between Rwanda - land-
locked, largely dependent on agriculture
and resource-poor — and the resource-rich
Gulf states could scarcely be greater. How-

ever, the magnitude of economic transfor-
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mation in this African country is compara-
ble to that of the Gulf states, albeit at a
significantly lower level of development.
Over the course of eight years, Rwanda has
risen from 14th place among African coun-
tries (BTT 2006) to sixth (BTI 2014). This eco-
nomic development has been spurred by the
urban middle class and, despite the chal-
lenges facing the country (demographics,
education, employment and distribution),
consistently high growth rates, a substantial
finance sector, sound fiscal policy and in-
vestments targeted toward consolidation of
key sectors ensure that it is already relatively
stable. Like their Gulf state counterparts,
Rwanda’s decision-makers are working on a
long-term development plan that aims at at-
taining middle-income country status by
2020, with modern agricultural, industri-
al and service sectors as well as reserves
and large-scale private investment. This
plan is being implemented under the guid-
ance of the powerful Rwanda Development
Board, which was established by the govern-

ment. This national development agency is

modeled on Singapore’s Economic Develop-
ment Board, which itself is acting in a con-
sultative role.

Rwanda’s development path, regarded in
some quarters as a new variation on the fa-
miliar authoritarian developmental state
model, has been the subject of intense dis-
cussion and debate well beyond the coun-
try’s borders. Governments in other low-
income countries lacking democratic legiti-
macy clearly see this as an example worth
imitating. But the Rwandan example is also
popular because of highly positive assess-
ments in other notable comparative studies:
In the current Global Competitiveness Re-
port, Rwanda is the third-highest-ranked
country in sub-Saharan Africa, behind Mau-
ritius and South Africa; the 2013 African
Prosperity Index issued by the Legatum In-
stitute classifies Rwanda as a high-ranking
country, coming in third on its governance
sub-index; and, according to opinion poll-
ster Gallup, the perceived levels of corrup-
tion in Rwanda’s government and private

sector are the lowest on the whole continent.

Exceptional cases notwithstanding, democracies outperform autocracies
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On the other hand, the Rwandan case
also contains many weak points that are
typical of authoritarian development paths:
political leaders whose influence reaches
well into the private sector; blatant deficien-
cies in the rule of law impeding effective
protection of property rights, particularly
in rural areas; and government-aligned net-
works that are reputed to exert a significant
influence on access to investment and cred-
it. While Rwanda has undergone signifi-
cant overall economic transformation since
the mid-1990s, in absolute terms, it is only
slightly above the average for all countries
under review, so it (still) has some way to
go before becoming a credible example for
other countries.

Along with autocracies such as Rwan-
da, there is a range of no less attractive de-
veloping countries (e.g., Botswana and South
Africa) that, despite all their problems, ex-
emplify more sustainable economic and
social progress on a democratic basis. Glob-
al comparison according to regime type
shows that, on average, democracies — in-
cluding countries that switched from au-
thoritarian to democratic rule, such as
Mexico, South Korea and Taiwan — are well
ahead of autocracies in all seven criteria
and 14 indicators. This differential is most
apparent in the criteria private property
and organization of the market and compe-
tition.

Of the democracies, it is Bhutan that
has made the greatest progress in recent
years (+1.32 points since BTI 2008). Here,
strategic, centralized economic planning
goes hand in hand with comprehensive de-
mocratization — a trend still continuing at
an impressive pace. While the national de-
velopment philosophy of “Gross National
Happiness” may distinguish the country’s
path from conventional approaches to eco-
nomic and social progress, in terms of suc-
cess indicators, Bhutan is very similar to
other countries boasting long-term im-
provement in economic transformation:
continuous high economic growth, constant
progress in social issues and education, ex-
pansion of infrastructure and incorporat-
ing environmental concerns into political

decision-making.

Encouraging signs in Zimbabwe
and Myanmar

The other four countries showing signifi-
cant improvement in the review period — Cote
d’'Ivoire, Guinea, Myanmar and Zimba-
bwe — all have a low absolute state of develop-
ment and have yet to prove that they are actu-
ally on sustainable paths of economic
transformation. In any case, it is striking
that Zimbabwe has confirmed its significant
upward trend in the BTT study of two years
ago (+0.71 points in economic transforma-
tion) and has now increased by a further
0.64 points. The Zimbabwean example is
not just noteworthy because it is only the
third economy in recent years to make the
transformation from rudimentary to poorly
functioning market economy according to
BTI definitions. This ascent is also remark-
able because — in contrast to the other two
climbers, Iraq and Liberia, whose war-torn
economies underwent reform and stabiliza-
tion in 2006/2007 following democratiza-
tion underpinned by massive international
reconstruction assistance — it took place
within an authoritarian system. Modest eco-
nomic reforms were undertaken in Zimba-
bwe once the Government of National Unity
was established in 2009. Despite internal
resistance, the government reformers around
Finance Minister Tendai Biti managed to
halt the rapid economic decline of one of the
poorest countries in the world by creating
incentives for private-sector activity, reduc-
ing trade barriers, harmonizing state rev-
enues and expenditures (to an extent) and re-
staffing Zimbabwe’s once notorious failed
central bank (Reserve Bank of Zimbabwe).
With growth forecast to fall and investors
scared off by Mugabe’s faction, it remains to
be seen if this upward trend will prevail.
Myanmar, like Zimbabwe, has shown in
the last two years remarkable improvement
from a low base: The military leadership in-
troduced economic liberalization in 2011,
and the economy is already exhibiting the
first positive signs in currency and price sta-
bility, environmental policies, market com-
petition and private enterprise. Here, too,
the liberalization impulse came from a lead-

ership structure that had been in place for

Global Findings

many years. Despite this initial success, My-
anmar is still categorized as a rudimentary
market economy.

The leaders in Harare and Naypyidaw,
who have for decades kept their countries in
isolation, have come to realize that it is in
their own power to stop the negative effects of
detachment from global markets and sanc-
tions by foreign powers. However, there are
major differences between the policies of
economic openness practiced by the aging
dictator Robert Mugabe and the military elite
in Myanmar. The latter has pursued a com-
prehensive liberalization strategy, which also
incorporates political rights and freedoms.
But in Zimbabwe, where President Mugabe be-
gan his seventh term in July 2013 after elec-
tions widely perceived as rigged, liberaliza-
tion has been tentative and restricted to a
few areas of economic activity. Whether this
strategy will bear fruit is highly question-
able. As early as 2012, long before the end of
the Government of National Unity, econom-
ic growth had been halved from more than
nine to under five percent. But while the
sustainability of Zimbabwe’s economic pro-
gress is subject to debate, comprehensive
reforms have brought a widespread mood

of optimism to Myanmar.

Gloomy outlook for the
worst-performing countries

There is less cause for optimism among the
other countries in the small, stable group of
rudimentary market economies, including
the Democratic Republic of the Congo, Eri-
trea, North Korea and Somalia (which have
belonged to this trailing group since BTI
2006) as well as Afghanistan (since the BTI
2008). In the dimension of economic trans-
formation, the three-point threshold that
separates rudimentary and poorly func-
tioning market economies appears in prac-
tice to be almost insurmountable. The coun-
tries that have either fallen into or climbed
out of this group in the last eight years can
be counted on one hand. Moreover, none of
the nine countries that have been part of
this group since the BTI 2006 have managed

to further ascend from the second-weakest
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Recent improvements from a very low base in Zimbabwe and Myanmar
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group of poorly functioning market econo-
mies — including Iraq, Liberia and Zimba-
bwe. This proves the deep-rootedness of
structural impediments and patterns of so-
cioeconomic exclusion, factors that have di-
minished these countries’ development pros-
pects for so long and would take a long time
to overcome even with good governance.

It is even more alarming that four coun-
tries are now classified as rudimentary mar-
ket economies for the first time — with the
addition of South Sudan, Sudan, Syria and
Yemen, this trailing group has now grown
to an unprecedented 10 countries. Political
conflict has dramatically reduced economic
performance in each of four aforementioned
countries. Aside from the question of how
long these conflicts will last, re-establishing
even a partially functioning market econo-
my can take many years, as the experience
of other rudimentary market economies
in the last eight years has proved.

Along with Sudan, Syria and Yemen,
five other countries have recently recorded
significant falls in economic transforma-
tion (Angola, Egypt, Iran, Libya, Mali). This
means that the greatest regression is con-
fined to the Middle East and the African
continent. Despite this regional concentra-
tion, the root causes vary widely. In most
cases, however, tangible political conflicts

are the main culprit. In countries marked
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by ongoing armed conflict (Syria), sim-
mering conflict (Libya, Mali), revolutionary
upheaval (Egypt), unresolved economic in-
tegration issues following political division
(South Sudan, Sudan) and contested state
identity (Yemen), new, unstable political
conditions have led to economic insecurity
and social problems.

This is particularly true for Syria, whose
infrastructure has been destroyed by in-
tense conflict in many regions of the coun-
try. With hundreds of thousands of people
expelled or forced to flee, economic life has
come to a standstill in many areas and
brought further deterioration in already per-
ilous social conditions among the popula-
tion. Bilateral and international economic
sanctions have also contributed to the coun-

try’s most profound economic crisis.

Sobering prospects in North Africa

While government troops and rebels were
still fighting for power in Syria, convulsions
elsewhere in the Arab world have brought
forth inexperienced political leaders in
Egypt, Libya and Tunisia who have been
overwhelmed by the burden of economic
and social problems they inherited after
long periods of despotism. The three North

African countries are all struggling with le

gal uncertainty, macroeconomic instability,
concerns about inflation and high expecta-
tions in the social domain, albeit to differ-
ing degrees.

In Libya, a buoyant free enterprise sec-
tor that is largely free of governmental in-
tervention arose after the official end of
the civil war in October 2011. However, in
just two years, Libya has dropped consider-
ably in the economic transformation di-
mension. It is not so much the macroeco-
nomic indicators, which only recently
collapsed, that are to blame. Rather, one
must look to frequent accusations of rights
violations and corruption as well as the ac-
celerated erosion of the social order since
the revolution, which has led to the unex-
plained disappearance of large portions of
the national budget, greater poverty and
increased gender and sectarian discrimina-
tion. Still, despite persistent functional de-
ficiencies and significantly poorer scores,
Libya’s market economy remains above the
North African average.

The 2011 collapse of the Qadhafi regime
in Libya also had an indirect, delayed influ-
ence on the periphery of the Maghreb, in
the political destabilization of Mali. The
uprising of the Tuareg, armed with Libyan
weaponry, unleashed political chaos in Mali
in 2012, which caused the impoverished

country to collapse. Since then, Mali’s mar-



ket economy has been downgraded to poorly
functioning status. Mali’s political crisis
has scared off international donors and fur-
ther reduced the capacities of the social sys-
tem. The agricultural sector has suffered as
a result of the temporary occupation in the
country’s North. The government, which
has been chiefly preoccupied with main-
taining peace and stability since the end of
the conflict, experienced a severe setback in
its struggle against poverty.

Unlike Libya and Mali, Egypt did not
undergo a civil war. However, since the fall
of the dictator Mubarak, the persistent and at
times violent power struggle between irrec-
oncilable political camps has greatly imped-
ed economic development. Egypt’s econom-
ic performance, which was judged favorably
(7 points) before the outbreak of the Arab
Spring, is now rated as weak (4 points). The
greatest challenge facing Egypt’s leaders is
reconciling the economic expectations of a
restive population with the political and eco-
nomic conditions it inherited. Every new
government will be judged by its handling
of this challenge.

Economic problems of a different kind
also loom over what used to be the largest
African country by area. Following the divi-
sion of Sudan, ongoing conflict over the
means of transporting South Sudanese oil
through Sudanese territory caused a dra-
matic drop in oil production, and conse-
quently state revenues, in both countries.
This state of affairs, together with a de-
cline in foreign direct investment, rising
inflation and a fall in creditworthiness has
put the Sudanese government under con-
siderable pressure. State spending was also
severely limited in South Sudan. Conse-
quently, urgently needed public investment
in health, education and an infrastructure
destroyed in the long civil war have fallen
by the wayside. This fragile basis for a coex-
istence that enables not just peace, but also
the economic development of both parties
further aggravates the already difficult con-
ditions among the populations of the two

post-division countries.

Increase in inequality

The South Sudanese state, structurally lim-
ited in its development opportunities, was
born into a region that, in socioeconomic
terms, has trailed far behind every other
world region over the last decade. A medi-
um-term comparison of all 34 sub-Saharan
African countries reviewed since 2006
shows that the region is about as poorly posi-
tioned in terms of poverty and inequality as
it ever has been. Improvements in the level
of socioeconomic development in Malawi
(+2), Angola, Benin, Burundi, Mauritius
and Rwanda (all +1) are offset by deteriora-
tion in Eritrea, Ethiopia, Guinea, Mozam-
bique, Namibia, Tanzania and Zimbabwe
(all —1). The other continuously reviewed
countries remain stable, mostly at the lowest
level. Countries that only later came under
review, including the Republic of the Congo,
Mauritania (both with 3 points since BTI
2008) and Lesotho (2 points since BTI 2010),
are also stagnating at a very low level of so-

cioeconomic development.

Global Findings

On the other hand, the most highly de-
veloped of the seven global regions under
review, East-Central and Southeast Europe,
maintains its high level of socioeconomic
development. At the same time, the Latin
American countries’ level of socioeconomic
development is stagnating at a much lower
level, while African countries remain locked
in widespread poverty and inequality. In
Asia, the trend of the past eight years has
pointed downward. These trends do not
support the generally held observation of a
“notable convergence in HDI values global-
ly,” as presented in the current Human De-
velopment Report, for example.

Observing the development of poverty
and inequality on a global scale produces
widely differing results. On the one hand,
there has been considerable progress. By far
the most impressive feat was the early
fulfillment of the first Millennium Devel-
opment Goal of halving extreme income
poverty worldwide. On the other hand, de-
velopment in the BTI socioeconomic barri-

ers indicator reveals a negative trend also in

Socioeconomic stagnation in sub-Saharan Africa

o320 PUe Bisy

he Car/bbean

/[4,
ddfle East and North Afric@

Regional averages in the level of socioeconomic development criterion, BTI 2006 — BTI 2014

31



developing and emerging countries outside
Africa. Even in East Asia and Latin Ameri-
ca, where great strides in combating pov-
erty have been made, the balance of national
levels of socioeconomic development has
not improved.

One explanation for this contradiction
must surely lie in the narrow focus on the
three major emerging nations, Brazil, Chi-
na and India. The dramatic reduction of
poverty in these populous countries ac-
counts for the lion’s share of worldwide pov-
erty reduction. According to the World
Bank, more than 500 million people were
lifted out of extreme poverty between 1990
and 2008 in China alone. However, these
impressive improvements in BIC countries
are not representative of the majority of the
economies of the South — not, in any case,
when considering the slightly downward
trend of levels of socioeconomic develop-
ment in the 118 continuously reviewed
countries (—0.08).

Another explanation for the inconsist-
ency between encouraging poverty figures
and disappointing BTI results on socioeco-
nomic development levels lies in an over-
generalization of the rate of extreme pover-
ty. A fixed absolute upper limit for extreme
income poverty of $1.25 per day (2005, PPP)
certainly says little about the distribution of
poverty and wealth or the actual living con-
ditions of disadvantaged population groups.
Consequently, the BTT socioeconomic barri-
ers indicator doesn’t just inquire into abso-
lute rates of poverty, but also the degree of
inequality. The negative trends of the cur-
rent study account for the increasing ine-
quality in developing countries over the last
eight years. The economic rise of emerging
countries has facilitated a limited social as-
cent of larger sections of the population, but
it is disproportionately the urban middle
and upper classes that have benefited. Re-
gional disparities between Shanghai, South
Mumbai and Campinas, on the one hand,
and Yunnan, Bihar and Maranhio, on the
other, have actually increased. This explains
why, for example, the proportion of extreme
poverty in India, a country distinguished by
grave inequality and social exclusion,
dropped from 41.6 percent in 2005 to 32.7
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percent in 2010, with a further drop fore-
cast, while at the same time the socioeco-
nomic barriers indicator deteriorated by a

point.

First-class social safety nets in
just two countries

One reason why broad sections of the popu-
lation in many countries do not adequately
participate in growing prosperity may lie in
insufficient social safety nets and a lack of
equal opportunity. Closer scrutiny of the
welfare regimes of 129 countries reveals a
nuanced picture: Only the Czech Republic
and Slovenia had the functioning, compre-
hensive health systems and effective efforts
against poverty required for the best marks
in the social safety nets indicator. By con-
trast, six rudimentary market economies
had no social safety nets whatsoever. In the

equal opportunity indicator, not one country

received the top score, while equal opportu-
nity is simply denied in four countries.

These extreme individual cases, positive
and negative, are the exceptions. The clear
majority, over 60 percent, dwell in the mid-
dle group of countries with well-developed
(7 points) to rudimentary social safety nets
(4 points) or equal opportunity that is large-
ly (7) or hardly achieved (4).

However, the longer-term trend shows a
slight increase: In the 118 countries continu-
ously reviewed since 2006, the quality of wel-
fare regimes has on average improved slightly
(+0.18). This upward trend was most appar-
ent in South and East Africa (+0.61), which
pulled further ahead of West and Central Af-
rica, but continues to trail the other five world
regions. Social safety nets in Rwanda (from 3
to 6) and Ethiopia (from 2 to 5) have shown
the greatest improvement since 2006. But the
greatest deterioration in the welfare regime
criterion also occurred in an East African

country: Since 2006, the welfare regime has

Welfare gap between top and bottom

performers grows

Welfare regime,
Criteria score

Output strength
score 9—10

Output strength
score 6-8

Output strength

score 3-5
3 -
¢ |
([
2 = o 5 Output strength
* ® score 1-2
-
|
BTI 2006 BTI 2008 BTI 2010 BTI 2012 BTl 2014

(129 countries)

Average values in the welfare regime criterion by output strength-level group. The size
of each circle represents the number of countries at a certain level, BTI 2006 — BTl 2014.



dropped further in Eritrea than anywhere
else in the world (from 4.0 to 1.5).

Comparing the quality of welfare re-
gimes with economic performance reveals a
relatively strong correlation between the
two criteria. The 14 strongest economies (9
or 10 points) tended to also have the best
social safety nets and the best results in the
equal opportunity indicator, while the five
weakest economies also had the weakest
welfare regimes.

Comparisons over the last eight years
indicate that the statistical correlation be-
tween economic performance and quality
of welfare regimes has become even more
pronounced in this period. In other words,
on average, the welfare regimes of the
countries that were most economically suc-
cessful at time of review now score better
than they did in the BTT 2006, while at the
same time, the welfare regimes of the coun-
tries with the weakest economies have de-
teriorated.

Estonia, Taiwan and Uruguay are out-
standing examples of strong economies with
high-performing welfare regimes. Estonia is
representative of other Eastern European
countries with generally well to very well-
developed social safety nets and something
close to equality of opportunity — and that is
despite relatively low levels of social distribu-
tion in comparison with other EU member
states. Another positive indication is that Es-
tonia has found its way back to consistently
high rates of growth, well above the EU aver-
age, following its economic recession in
2008-2009. Taiwan and Uruguay are not
just among the strongest performing econo-
mies in Asia and Latin America, respectively.
They also finance comprehensive welfare
regimes, each with the highest expenditure
for welfare as a proportion of GDP in their
respective global regions, and have also im-
proved the rights of women and the condi-
tions for women’s vocational participation
and opportunities for advancement.

At the bottom end of the scale are coun-
tries such as Eritrea, North Korea and So-
malia, which received the poorest scores for
both economic performance and social safe-
ty nets. In these three countries, families

and clans have replaced the work of state

institutions, which are unable to maintain
even rudimentary social safety nets due to a
lack of stateness or state failure.

Despite a statistically significant correla-
tion between economic performance and
quality of social safety nets, there are several
countries that do not fit so readily into this
pattern. There are, indeed, some countries
with a striking imbalance between these two
criteria. Some countries are able to guaran-

tee disproportionately high standards of

Global Findings

ence of social-democratic political forces
(Czech Republic, Slovenia).

These examples are offset by countries
where relatively strong economic perfor-
mance is paired with a relatively weak wel-
fare regime. The Chinese economy, although
steered by the Communist Party, presents
the best counterexample to the previously
mentioned successful (post-)socialist coun-
tries with successful social policies. Chinese

state capitalism, which has produced con-

Differences between economic

performance and welfare regime
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social security and equal opportunity with
only moderately strong economies. This
applies above all to Cuba, Croatia, the
Czech Republic, Jamaica, Slovenia and
Venezuela. For four of these six countries, it
seems that the robustness of the welfare
regime compared to macroeconomic com-
petitiveness can be attributed to long peri-
ods of planned socialist economies (Cuba,
Czech Republic), a more recent switch to
socialist economic and social policies (Ven-

ezuela), or the traditionally strong influ-

sistently high growth rates over the last 30
years, hasn’t come close to reproducing this
increase in the areas of equal opportunity or
social inclusion. Despite more inclusive so-
cial security and a promising reform of the
health system, social challenges, such as
contrasts between urban and rural areas,
widespread discrimination against women
and the social grievances of migratory work-
ers, remain immense.

The phenomenon of an insufficient wel-

fare regime paired with significantly better
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economic performance applies in a similar
manner to other multiethnic countries.
Despite some improvements, the social safety
nets of Bolivia and Peru — both strong econo-
mies and defective democracies — remain
fragmentary and poorly targeted. And de-
spite a slight increase in the level of socioeco-
nomic development and greater sociopolitical
investment, particularly by Bolivia’s Morales
government, inequality remains a core prob-
lem and indigenous populations, in particu-
lar, continue to face structural discrimina-
tion. The state of affairs is considerably
worse in the Central African autocracies of
Angola and the Democratic Republic of the
Congo. While both countries have recorded
high rates of growth, the political leader-
ships refrain from funding state services,
such as pensions, unemployment benefits
or health care, for the large majority of their
populations.

An overall view of the relationship be-
tween economic performance and welfare
regime indicates that macroeconomically
successful countries tend also to be socially
inclusive societies. But cases such as Slove-
nia, on the one hand, and China, on the other,
also underscore the fact that levels of social
inclusion are not determined by GDP growth
and state revenues alone, but achieved
through executive priority-setting and deter-
mination in the face of structural barriers

and internal resistance as well.

Sustainability still lags behind

Sustainability, in relation to environmental
and education policy, remains a major chal-
lenge. This criterion received, on average,
the poorest score of the seven criteria of eco-
nomic transformation. Aside from East-
Central and Southeast Europe, none of the
global regions came close to achieving satis-
factory average values. Nonetheless, the
global average for this criterion has also im-
proved more strongly (+0.32 points) than
any other criterion over the last eight years.
The bulk of the improvement can be largely
attributed to better education and environ-
mental policies in the six continuously re-

viewed countries in Southeast Europe
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(+0.92), 12 in West Africa (+0.71), 10 in the
Middle East (+0.60) and the 13 post-Soviet
states (+0.50).

While Taiwan’s sustainability scores im-
proved once again thanks to further im-
provements in its environmental policy,
leaving the country out on its own at the top
(9.5), the Czech Republic, Singapore and
South Korea (each with 9.0) have retained
their high scores for sustainability. In the
three Asian countries, this can be attributed
particularly to excellent education policies.

Some countries in Asia and West Africa
improved significantly in sustainability
scores during the review period. Along with
Myanmar (from 1 to 3), the greatest pro-
gress in environmental policy came from
Burkina Faso and Guinea (both rising from
3 to 5). It is not just the political decision-
makers in the two West African countries
who have increased the focus on environmen-
tal issues, but also the business sector, as
illustrated by Guinean mining companies
that are working to improve their environ-
mental reputations. In educational policies,
Bhutan showed the greatest improvement
(from 2 to 4). Achieving universal primary-
school education and doubling secondary
pupil figures within four years indicates
that the country’s education sector is on a
very positive path.

From a longer-term perspective, Liberia
(from 1.5 to 4.5) and Vietnam (from 3.5 to 6.0)
have made the greatest gains in sustainabil-
ity. In both countries, issues of ecological
sustainability have made their presence felt
in legislative processes and international
agreements. Although Vietnam was more
successful in incorporating environmental
concerns into a coherent development strate-
gy, in these times of rapid economic develop-
ment for both countries, the challenges re-
main immense.

In summary, it is worth looking more
closely at the climbers and fallers among
the 129 reviewed economies in the BTI
2014, as they can offer valuable insights into
other transformation countries. Evidently, it
is easier to achieve major economic progress
in a short time frame in countries with lower
levels of economic development and author-

itarian leadership. The economic policies of

the United Arab Emirates and Rwanda,
which proved relatively successful in the
short term, could inspire imitators in coun-
tries with comparable economic structures.
But both of these authoritarian models have
their price, and economic transformation
processes are accompanied by major social
grievances and deficiencies in sustainability.
Economic transformation on a democratic
basis offers a greater likelihood of long-term
success. In any case, there is no one formula
for success that can be readily applied to
every country.

We can draw conclusions on certain
trends between global regions and on a
global scale in a medium-term comparison
over the last five BTT studies. While the dif-
ference in average levels of socioeconomic
development remains wide between East-
Central and Southeastern Europe at the top
and sub-Saharan Africa at the bottom, inter-
nal, regional disparities continue to grow in
many countries. There is an even stronger
correlation between the quality of welfare
regimes, which should protect against so-
cial risks and facilitate equality of opportu-
nity, and economic performance than there
was eight years ago. And there is good news
in the area of sustainability, with countries
in Asia, Southern Europe and West Africa

showing particular improvement.
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