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Slow economic convergence, 
seen in low productivity growth
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Why poor growth?
• Macro and financial stability 

established but their full effects 
require more time

• Two broad categories of structural 
impediments: limits on competition 
and inadequate public goods key for 
business development

• Also, new shocks (China competition) 
make structural reforms more 
necessary



Labor markets: rigid regulations 
feed informality

• High severance 
payments

• Nonwage costs > 
47% of payroll 

• Restrictions on 
temporary labor

• Considerable 
discretion of labor 
arbitration bodies
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Access to financing: a matter of time... but 
also of competition and creditors rights  
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Competition in product markets:
the number one complaint



Competition in product markets:
the telecom example



Competition in product markets:
the Wal-Mart example

• Case study of Soap, Detergent, and Surfactant 
industry reveals powerful effects of the 
liberalization of the retail sector: the value 
added per worker increased by 90% between 
1996 and 2004.

• Main factor: fundamental change in the 
relationship between retailers and suppliers, 
new business practices brought by Wal-Mart –
leading to industrial consolidation.

• Case study suggests large potential gains from 
reducing remaining barriers to trade and 
foreign investment -- the highest in the OECD.



Competition in product markets:
state intervention has improved slowly 



Business environment: 
inadequate public goods



Level of education spending a factor

Source: OECD (2006)
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Business environment: 
infrastructure quality a challenge



Conclusion: country comparisons 
indicate broad priorities

• Improve competition in product and 
financial markets

• Reduce incentives for informality, including 
through simpler labor regulations

• Continue reforms that strengthen 
enforceability and creditor rights, and 
improve investment in infrastructure and 
human capital – and secure the required 
fiscal space


