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Abstract: The aim of the paper is to investigate if the Western Balkan countries
converge towards the new Member States of the European Union, the EU-13. The analysis
is focused on beta convergence, defined as a tendency of poor countries to grow faster than
rich countries. The analysed period is 2004-2017, with two sub-periods; 2004-2008 and
2009-2013. The subdivision is made in order to test the research hypotheses that the recent
financial crisis negatively affected the absolute and conditional convergence process of the
Western Balkans towards the EU-13. The relationships between per capita GDP growth
rate and selected macroeconomic variables are econometrically tested and the empirical
results support the convergence hypothesis. The convergence rates range 1.3%-3.6%. The
negative effects of the crisis on convergence are not confirmed, i.e., the convergence rates
during the crisis period are the highest among the analysed periods. The poorer countries
should open their economies and maintain stable inflation and debt, as economic openness
and inflation have a positive impact on per capita growth in the analysed countries, while
general government debt has a negative impact.
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1. Introduction

Convergence is defined as a tendency of poor countries to grow faster than
rich countries (Barro and Sala-i-Martin, 1992). The European Union has focused on
convergence since the Treaty of Rome (1957), when the common policies to promote
“harmonious economic development and balanced expansions” were adopted. In 1975,
with the accession of Ireland in 1973 and the future accession of Greece, Portugal and
Spain in 1981 and 1986, the European Regional Development Fund was created. The
Fund’s main objective is assisting underdeveloped regions to catch up (Berend, 2016).
The countries that are in the transition process and want to join the European Union
have to fulfil the Copenhagen criteria (1993). The gist of these economic, political and
institutional criteria is for a country to be able to function as an EU Member State. In
order to join the Europe’s Economic and Monetary Union, the countries have to fulfil the
Maastricht or convergence criteria (1992).

In economicliterature on European studies, the focusis usually on the convergence
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process of the new Member States (EU-13) towards the old Member States (EU-15). But
the aim of this research is to analyse if the Western Balkan countries converge towards
the EU-13. These two groups of countries share a similar economic history. The EU-13
countries, except Cyprus and Malta, were communist countries and had to go through
the transition process from centrally planned to market economies. The EU-13 Member
States finished their transition when they joined the European Union. Eight countries of
Central and Eastern Europe (CEE), Cyprus and Malta joined the Union in 2004, followed
by Bulgaria and Romania in 2007 and Croatia in 2013.

The Western Balkan countries are considered to be the next group to join the
European Union. The countries are in the process of fulfilling the Copenhagen criteria
and have access to the IPA funds that should facilitate their accession process. However,
they are battling high unemployment, corruption and political instability (European
Commission, 2015). The Western Balkan region has made some progress towards EU
membership; the countries signed the Stabilization and Association Agreement (SAA),
all of them, except Kosovo, have a visa-free regime with the EU, four countries are
candidate countries, while Bosnia and Herzegovina and Kosovo are potential candidates
for EU membership. These countries have the advantage, because they can learn from the
experience of the CEE countries. However, their progress is slow and none of the Western
Balkan countries will become an EU member state any time soon.

The main objective of this research is to analyse economic convergence of the
Western Balkan countries towards the new Member States of the European Union (EU-
13). Other objectives are: to analyse the convergence process between different time
periods, because it could show how the recent crisis affected convergence, and to analyse
the determinants of per capita growth in the group. There are two research hypotheses
of this analysis. The first hypothesis is that the recent financial crisis negatively affected
the absolute convergence process of the Western Balkan countries towards the thirteen
Member States of the European Union (EU-13). The second hypothesis is that the crisis
negatively affected the conditional convergence process of the Western Balkan countries
towards the EU-13. The sub-hypotheses are that the Western Balkan countries converge
from below and that they act as a club.

The paper is organized as follows. The theoretical background on convergence is
presented in Section 2, followed by Methodology and Data in Section 3. In Section 4, we
present and discuss the empirical findings on absolute and conditional beta convergence.
Section 5 concludes the paper.

We analyse the real economic convergence process among the Western Balkan
countries; Albania, Bosnia and Herzegovina, Kosovo’, Montenegro, North Macedonia,
and Serbia, and the EU-13 Member States, the countries that accessed the European
Union in 2004, 2007 and 2013; Bulgaria, Croatia, Cyprus, the Czech Republic, Estonia,
Hungary, Latvia, Lithuania, Malta, Poland, Romania, the Slovak Republic and Slovenia.
We focus on absolute (unconditional) and conditional beta convergence in the period
2004-2017, with two sub-periods; 2004-2008 and 2009-2013.

3 This designation is without prejudice to positions on status, and is in line with UNSCR 1244/1999 and the ICJ Opin-
ion on the Kosovo declaration of independence (European Commission, 2015)
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2. Literature Review

Convergence was popularized by Barro and Sala-i-Martin (1992). Based on
the neoclassical growth theory, they analyse if the U.S. states converge in the period
1840-1988. The empirical results show the existence of convergence, with the speed of
convergence of 2% per year, regardless of the time period.

Jelnikar and Murmayer (2006) test and confirm convergence among the countries
in the EU-25 during the period 1995-2007 (predicted value). The EU-10 group moved
closer to the average level of income per capita in the EU-15 over the observed time.
El Ouardighi and Somun-Kapetanovic (2007) analyse the convergence process of five
Western Balkan countries towards the EU-27 in the period 1989-2005. They conclude
that the inequality of income increased and that convergence in per capita GDP ran at
a slow annual rate, confirming the basic rule of 2%. Borys et al. (2008) investigate the
convergence process of five Wester Balkan countries towards ten new Member States of the
European Union between 1993 and 2005. The results show that total factor productivity
growth has been the main driver of convergence, followed by capital deepening, whereas
labour has contributed only marginally to economic growth. Vojinovi¢ et al. (2009)
analyse and confirm beta convergence in the CEE-10 countries in the period 1992-2006.
The convergence rate in the analysed period is 4.2%. Kulhdnek (2012) shows that the
five CEE countries - Czech Republic, Hungary, Poland, the Slovak Republic and Slovenia
- converge towards the EU-15 in the period 1995-2011 at a slower rate than the new
Member States (EU-12).

Botri¢ (2013) shows that the Western Balkan countries (including Croatia) do
not converge to the EU-15 or to individual EU Member States in the period 1995-2010.
Dvorokova (2014) analyses the effects of the global financial crisis on real convergence
among the EU Member States using cross-sectional linear regression analysis. The
results show that the countries converge in the period 2001-2012. Tsanana et al. (2013)
investigate the issue of catching up between the Balkan countries and the EU-15 in the
period 1989-2009 and conclude that there are dissimilarities among the Balkan countries
in the process of catching up with the EU-15. The income gap relative to the EU-15
remains significant. Dobrinsky and Halvik (2014) provide evidence of differentiated
patterns in the new Member States and the EU as a whole, in the pre-accession and the
post-accession periods, pointing more generally to uneven economic convergence within
the EU. Borsi and Metiu (2015) investigate economic convergence in the EU-27 and
suggest that there is no overall real per capita GDP convergence. However, there is club
convergence, and regional linkages play a significant role in determining the formation
of convergence clubs. Forg6 and Jev¢ak (2015) analyse economic convergence of the CEE
countries in the period 2004-2014 and conclude that the countries achieved significant
real convergence vis-a-vis twelve EU Member States which were a part of the Eurozone
in 2004. However, the 2008-2009 global financial crisis had a significant negative effect on
fiscal position of most CEE-10 countries.

Colak (2015) confirms convergence of the CEE-10 and SEE-8 countries towards
the EU-15 in the period 1993-2012. Oblath et al. (2015) analyse if the EU-26 member
states converge (Luxembourg and Croatia are excluded from the analysis) between 1999
and 2013. The analysis focuses on the ten CEE members (EU-10). The results show that
the less developed EU member states were catching up in both per capita GDP and
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general price levels until 2008, followed by a significant slow-down. Bi¢ani¢ et al. (2016)
show that there was no beta or sigma convergence in Yugoslavia, but with independence
both kinds of convergence developed.

Grela et al. (2017) include twenty-six EU Member States in their analysis in
the period 1997-2014 and conclude that there is convergence. However, the process
was faster in the period 2001-2008 and was interrupted by the global financial crisis.
Alcidi et al. (2018) show that the CEE countries led the convergence process in the EU-
28 between 2000 and 2015. The Southern regions have underperformed relatively to the
EU average. Pipienn and Roszkowska (2018) analyse the convergence process of the CEE
and CIS countries and conclude that the CEE group has become relatively homogeneous,
while the CIS countries lack similar convergence patterns among them. Zuk et al. (2018)
analyse the sources of economic growth in economies within and outside the European
Union. Convergence has been much faster in the countries that are members of the EU
than in the Western Balkan countries. The process was rapid before the crisis, but slowed
down after.

3. Methodology and Data

Convergence represents a negative relationship between per capita GDP growth
rate in the analysed period and per capita GDP at the beginning of the period. There are
two types of beta convergence: absolute (unconditional) and conditional. The analysed
period in this research is 2004-2017, with two sub-periods: the period before the recent
financial crisis 2004-2008 and the crisis period 2009-2013. We estimate nine equations,
three for each period; the absolute convergence models, the conditional convergence
models with economic variables and the conditional convergence models with economic
and socio-political variables.

We follow Sala-i-Martin’s (1996) classical approach to convergence analysis and
analyse absolute and conditional beta convergence among the Western Balkan and EU-
13 countries using ordinary least squares (OLS) regression based on cross-sectional data,
i.e., we use the average annual rates.

The cross-sectional data is used because it is free of the distortions caused by
business cycles as well as various demand-side and supply-side random shocks, both
internal and external, that deviate the economy from a path towards the steady-state
(Vojinovic et al., 2009: 127).

When it is assumed that countries do not differ in their structure, they converge
to the same steady state and convergence is absolute. The beta coeflicient (the convergence
rate) captures the rate at which countries converge towards the steady state during one
year and is obtained using a simple regression analysis with one dependent and one
independent variable. Equation (1) presents the absolute convergence model:

Y=o+ Blog(Y,)+¢g (1)

where B is the convergence coefficient; Y, . is the average annual growth rate of per
capita GDP for country i; Y,  is per capita GDP at PPP for country . at the beginning of
the time interval ,» O is a constant; & is the stochastic error of the equation; and B the

end of the time interval.
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Because the convergence hypothesis tests if poor countries grow faster than rich

countries, the beta coefficient has to be negative. If the coeflicient is positive, it indicates
divergence, i.e., rich countries tend to grow faster than poor countries.
When it is assumed that the countries differ in their structures, they are moving towards
a different steady state and convergence is conditional. The beta coefficient is obtained
using a multiple regression analysis. The absolute convergence model (1) is augmented
with various economic, social, political or institutional variables. In this analysis, we
include economic variables; economic openness, the inflation rate, and gross fixed capital
formation, and socio-political variables; general government debt, the population growth
rate, and the unemployment rate. Equation (2) presents the conditional convergence
model with economic variables, and Equation (3) presents the model with economic and
socio-political variables:

’Yi_O‘T: o+ Bl log(Ym) + Bz EconOpi.O'T + [33 Infi_olT + [34 GFCFi_O‘T + € (2)
and

,Yi.O,T: ai + B1 log(Yi,O ) + B2 Econopi.O,T + BS Infi.O,T + B4- GFCFi.O,T + BS DEbti.O,T + B6
Popim+ B7 Unempim + € 3

where EconOp is economic openness; Inf is the inflation rate; GFCF is gross fixed capital
formation; Debt is general government debt; Pop is the population growth rate; and
Unemp is the unemployment rate.

Theoretically, economic openness and gross fixed capital formation have a
positive estimated coefficient. Inflation rate, general government debt, unemployment
rate and population growth rate have a negative estimated coefficient.

We investigate if the countries of the Western Balkans and the EU-13 converge
from above, converge from below or diverge between 2004 and 2017. A country’s
convergence process depends on the country’s initial level of per capita GDP (in 2004)
vis-a-vis the group’s average. If a country converges from below, it started from a lower
per capita GDP, relative to the groups average, but has registered faster growth in the
analysed period. If a country converges from above, it started with a higher per capita
GDBP, but has achieved a lower growth rate. A country can diverge for two reasons; either
it had a lower initial per capita GDP, relative to the groups average, and has achieved
lower growth rates, or it had a higher per capita GDP and has achieved higher growth
rates.

This research is based on annual data. Table 1 presents the descriptive statistics
of the variables used in the estimation of absolute and conditional convergence in the
period 2004-2017. The data set includes nineteen countries.
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Table 1: Descriptive statistics

Variables Description Mean | Standard | Minimum | Maximum
Deviation Value Value

Per capita GDP | Annual percentage growth | 3.13 1.15 0.16 4.79
growth rate of GDP per capita

based on constant local

currency
Log (initial per | Natural logarithm of 9.36  |0.49 8.60 10.17
capita GDP at | per capita GDP at the
PPP) beginning of the analysed

period
Economic A sum of exports and 120.16 | 47.72 70.19 277.0
openness imports divided by GDP
Inflation rate Measured by the 2.87 1.46 1.27 7.56

Harmonized Index of
Consumer Prices

Gross fixed Measured as a percentage | 23.38 | 3.08 19.78 30.53
capital of GDP

formation

General The government debt to 41.80 |19.93 6.27 76.09
government GDP ratio

debt

Unemployment | A percentage of total 14.24 19.19 6.11 38.72
rate labour force

Population The annual growth rate of | -0.13 | 0.66 -1.35 1.23
growth a population

Source: Authors’ calculation based on World Bank, World Economic Outlook and EUROSTAT data

4. Empirical Results

We analyse beta convergence of the Western Balkan countries towards the EU-
13 Member States for the entire period 2004-2017 and two sub-periods; 2004-2008, the
period before the crisis and 2009-2013, the crisis period. We make the subdivision in order
to test whether the recent financial crisis negatively affected absolute and conditional
beta convergence in the analysed group. We estimate three equations for each period:
the absolute convergence models (Models 1-3), the conditional convergence models with
economic variables (Models 4-6) and the conditional convergence models with economic
and socio-political variables (Models 7-9).

4.1. Absolute Convergence

The regression results for absolute convergence in the analysed periods are
presented in Table 2.

55




Dzenita Siljak, Sdndor Gyula Nagy

Table 2: Absolute / unconditional convergence of the Western Balkans towards the EU-13

Model / Period Model 1 Model 2 Model 3
2004-2017 2004-2008 2009-2013
p p B
(t) (t) (t)
Log of initial per -1.28** -1.59% -2.56%%*
capita GDP at PPP (-2.71) (-1.82) (-3.53)
F-Statistics 7.34 (0.0149) 3.30 (0.0868) 12.44 (0.0026)
(p-value) R? 0.3016 0.1628 0.4225

Note: *** p<0.01, ** p<0.05, *p<0.1
Source: Authors’ calculation based on World Bank data

The regression results show that the Western Balkan countries converge with the
EU-13 Member States in every analysed period. The beta coeflicient in the entire analysed
period is -1.28, which means that, if the countries in the analysed group are similar in
terms of steady-state characteristics; they converge to a common per capita GDP at the
rate of 1.28%. The convergence rate in the pre-crisis period is 1.59%. The convergence
rates in the period 2004-2017 and 2004-2008 are lower than the reference value of 2%,
from the Barro and Sala-i-Martin findings. Also, it is very important to notice that the
countries converge at the highest rate in the crisis period, 2.56%, and the beta coefficient
is highly significant (p-value=0.003). Therefore, we reject the first research hypothesis
and conclude that the recent financial crisis did not have a negative effect on the absolute

convergence process in the analysed group.
Figure 1: Absolute beta convergence in the Western Balkans and the EU-13, 2004-2017
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Figure 1 indicates that the Western Balkan countries converge with the EU-13
Member States during the entire analysed period 2004-2017. The Figure plots per capita
GDP in 2004 (X-axis) against the average annual growth rates of per capita GDP in the
period 2004-2017 (Y-axis). The Figure supports the convergence hypothesis, since there
is a negative relation between the variables, i.e., the regression line has a downward slope.

The Western Balkans’ average growth rate in the analysed period was 3.3%,
higher than the average rate in the EU-13, 3.0%. However, the highest respective growth
rates were recorded in Romania (4.5%), Latvia (4.3%) and Lithuania (4.8%), while
the highest average growth rate among the Western Balkan countries was recorded in
Albania (4.0%). On the other hand, the most developed countries (next to Hungary and
Croatia) recorded the lowest growth rates: the Czech Republic (2.5%), Cyprus (0.2%),
Malta (2.6%) and Slovenia (1.7%).

Table 3 presents the convergence process of each country in the analysed group
from 2004 to 2017.

Table 3: Convergence process of the Western Balkan countries and the EU-13

Country GDP per capita in PPP | Change Convergence Process
(WB-EU13=100)
2004 2017
Albania 42 47 +5 Convergence from below
Bosnia and Herzegovina 45 51 +6 Convergence from below
Bulgaria 70 80 +10 Convergence from below
Croatia 108 100 -8 Convergence from above
Cyprus 200 136 -64 Convergence from above
Czech Republic 160 143 -17 Convergence from above
Estonia 111 125 +14 Divergence
Hungary 125 111 -14 Convergence from above
Kosovo 42 42 0 Status quo
Latvia 94 109 +15 Convergence from below
Lithuania 100 127 +27 Divergence
Malta 164 156 -8 Convergence from above
Montenegro 60 74 +14 Convergence from below
North Macedonia 54 60 +6 Convergence from below
Poland 102 115 +13 Divergence
Romania 70 102 +32 Convergence from below
Serbia 62 60 -2 Divergence
Slovak Republic 117 125 +8 Divergence
Slovenia 175 138 -37 Convergence from above

Source: Authors’ calculation based on World Bank data

57




Dzenita Siljak, Sdndor Gyula Nagy

The results coincide with the results presented in Figure 1. The Western Balkan
countries, excluding Serbia, converge. Kosovo's per capita GDP, relative to the group’s
average, remained the same in the analysed years. The countries with per capita GDP
lower than the group’s average; Bulgaria, Latvia and Romania, also converge. Estonia,
Lithuania, Poland and the Slovak Republic diverge due to their higher average per capita
growth rates (3.2%, 4.8%, 4.0% and 3.9% respectively).

4.2. Conditional Convergence

We estimate six conditional convergence models; three models with economic
variables (Models 4-6) and three models with economic and socio-political variables
(Models 7-9). The empirical results can serve as a recommendation for countries when
they are deciding which policies should be pursued in order to increase per capita GDP
growth rate.

Table 4 presents the regression results for conditional convergence. Models 4-6
include economic variables, and Models 7-9 include both economic and socio-political
variables.

Table 4: Conditional convergence of the Western Balkans towards the EU-13

Model /Period Model 4 Model 5 Model6 | Model7 | Model 8 Model 9
2004-2017 | 2004-2008 | 2009-2013 | 2004-2017 | 2004-2008 | 2009-2013
B B B B B B
O] ® ® ® ® ®

Log of initial per capita -1.43%* -1.07 =322 -2.08%* -1.28 -3.63%
GDP at PPP (-2.32) (-1.18) (-3.77) (-2.63) (-0.68) (-2.15)
Economic openness (%) 0.01 -0.003 0.01* 0.01 -0.001 0.01*

(1.06) (-0.30) (2.10) (1.70) (-0.14) (1.97)
Gross fixed capital 0.08 0.13 0.08 -0.04 -0.02 0.06
formation (% of GDP) (0.99) (1.54) (0.80) (-0.54) (-0.24) (0.43)
Inflation rate (annual 0.17 0.36** 0.07 -0.11 0.10 0.03
%) (1.05) (2.55) (0.35) (-0.78) (0.69) (0.11)
General government -0.02% -0.04* -0.01
debt (% of GDP) (-2.11) (-1.81) (-0.45)
Population growth -0.64 -1.21 -0.27
(annual %) (-1.63) (-1.52) (-0.46)
Unemployment rate -0.07 -0.06 -0.04
(annual %) (-1.63) (-0.66) (-0.50)
F-Statistics 2.54 393 4.54 5.92 5.96 2.44
(p-value) (0.0869) | (0.0243) | (0.0147) | (0.0048) | (0.0047) | (0.0896)
R? 0.4201 0.5286 0.5645 0.7902 0.7914 0.6086

Note: *** p<0.01, ** p<0.05, *p<0.1
Source: Authors’ calculation based on World Bank, World Economic Outlook and EUROSTAT data
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The regression results show that the Western Balkan countries converge in the
period 2004-2017 at the rates of 1.43% and 2.08%, for the respective models. In the
period before the crisis, the beta coeflicients for both models are negative, but statistically
insignificant, which indicates that the countries do not converge. Unexpectedly, the
countries converge during the crisis period at the rates of 3.22% and 3.63%, which are the
highest rates among the analysed periods. Based on these results, we can conclude that
the recent financial crisis did not affect the conditional convergence process negatively,
therefore we reject the second research hypothesis.

In our research, we include three economic variables; economic openness, the
inflation rate and gross fixed capital formation and three socio-political variables; general
government debt, the unemployment rate and the population growth rate. When only
economic variables are included in the models, economic openness and the inflation rate
have a positive impact on per capita growth. Economic openness is a determinant of
growth in the period 2009-2013 and the inflation rate is a determinant in the period
2004-2008. Gross fixed capital formation also has positive estimated coefficients, but it is
not a statistically significant variable in any of the analysed periods. When economic and
socio-political variables are included in the models, economic openness is a statistically
significant variable in the crisis period, and it has positive estimated coefficients. General
government debt is a statistically significant variable in the periods 2004-2017 and 2004-
2008, and has a negative impact on per capita growth. The population growth rate and
the unemployment rate are not statistically significant variables in any of the analysed
periods.

The transition process of the CEE countries started with the fall of the Berlin
Wall in 1989 and the collapse of the Soviet Union, which led to the creation of more
than twenty new countries. From the early 1990s, the CEE countries went through the
transition process from centrally planned to market economies. The transition ended
when they joined the European Union. The Western Balkan region is still in the process
of transition.

One of the characteristics of the centrally planned system was the state
ownership of the entire economy and the private sector represented only 3-4% of the
national economy. The companies did not act according to the market laws and did not
sell their products in domestic nor foreign markets, and, consequently, did not gain profit
from their activities (Berend, 2016). As a result, the economic openness rate was much
lower in the CEE countries, compared to the EU-15 countries. As the EU accession was
approaching, the EU-13 countries had access to the EU funds. Together with the foreign
direct investment, mainly from the EU-15, they have made it possible to increase the
technological content and quality of products, so the countries specialized in capital-
intensive products and trade with the EU-15 and the rest of the world increased (European
Commission, 2009). The economic openness rate in the EU-13 increased from 123.1%
in the pre-crisis period to 136.6% during the crisis period, while in the Western Balkan
region it increased by only 0.4 percentage points, from 87.2% in the pre-crisis period to
87.6% during the crisis period.

In the communist system, all prices were fixed and changed by central authorities
according to policy requirements and were not influenced by supply and demand. Due
to the oil crises in the 1970s, the countries started to lose control over inflation and fell
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into a period of hyper-inflation in the late 1980s and early 1990s (Berend, 2016). They
managed to rein in inflation within the first decade, though for some it took much longer
than for the others. Inflation stabilized first in the countries of Central Europe, followed
by the Baltics. In Bulgaria and Romania, the first attempts of stabilization failed (Joshi
et al., 2014) and in 1997 the countries experienced hyper-inflation of 1058% and 155%,
respectively. Every new member state of the European Union has to join the European
Economic and Monetary Union (EMU) eventually, i.e., it has to adopt the euro as its
currency. In order to do so, the countries have to fulfil the Maastricht criteria, and one
criterion is that “an average rate of inflation, observed over a period of one year before the
examination that does not exceed by more than 1.5 percentage points that of, at most, the
three best performing Member States in terms of price stability” (European Central Bank,
2016: 6). So the countries had to stabilize their prices. However, in the period 2004-2017,
they had higher average rate, 2.8%, compared to the EU-15 average, 1.6%. The average
inflation rate in the EU-13 decreased from 4.9% in the period 2004-2008 to 2.6% in the
period 2009-2013. The Western Balkan countries also inherited high inflation rates from
the previous system. After hyper-inflation, the countries stabilised the inflation rates. In
the pre-crisis period, the average inflation rate in the region was 4.6% and decreased by
1.3 percentage points during the crisis period.

The rapid pace of economic convergence in the pre-crisis period partly reflected
an investment boom (Forgd and Jevéak, 2015: 8). The gross fixed capital formation rate
in this period was 25.7% in the Western Balkan region, 1 percentage point lower than in
the EU-13 group. The recent financial crisis also had a negative impact in this area, and
the rate decreased to 23.2% in the Western Balkans and to 21.8% in the EU-13.

The analysed countries did not inherit high general government debt from
the communist system. Comparing the general government debt rates in the EU-13
and the EU-15 in the period 2004-2017, the EU-13 countries’ average rate was 29.8
percentage points lower. Also, the countries have to maintain lower debt in order to join
the Eurozone. According to the Maastricht criteria, a country’s general government debt
must not exceed 60% of its GDP. In 2017, only Croatia, Cyprus, Hungary and Slovenia’s
debt rate exceeded this value. In the EU-13, the general government debt rate increased
from 33.0% in the period 2004-2008 to 46.4% during the crisis period. The Western
Balkans’ rate increased from 30.1% to 36.7%. One of the reasons for the increase is that
Kosovo declared independence from Serbia in 2008, and did not record any debt in the
pre-crisis period.

One of the temporary achievements of state socialism was full employment. After
the collapse of the regime, in the period 1989-1993 GDP fell by 25-30% in the region and
unemployment jumped from zero to 13-20%, and to 50% in Yugoslavia’s successor states
(Berend, 2016). The differences in rates are still noticeable. The average unemployment
rate in the Western Balkan region was 27.8% in the pre-crisis period, and it decreased to
25.3% in the crisis period. In the EU-13 the rate increased from 8.2% to 10.7%. In the
entire analysed period, the lowest average rate among the Western Balkan countries was
15.3% in Albania, which was higher than the highest average rate in the EU-13 group,
12.9% in Croatia.

Both groups of countries have experienced a decline in the population growth
rate. In the Western Balkan region the rate decreased from -0.04% in the period 2004-2008

60




Economic Convergence between the Western Balkans and the New EU Member States

to -0.11% in the period 2009-2013, and in the EU-13 Member States the rate decreased
from -0.15% to -0.19% between the analysed periods.

5. Conclusions

The paper examines the convergence process of the Western Balkan countries,
the countries that are considered to be the next group to join the European Union,
towards the EU-13 Member States, the countries that joined the European Union in 2004,
2007 and 2013. The analysed period is 2004-2017 with two sub-periods; 2004-2008 and
2009-2013. Two types of beta convergence are analysed; absolute (unconditional) and
conditional convergence.

The empirical results suggest that there is absolute convergence of the Western
Balkan countries towards the EU-13 Member States in every analysed period. However,
the crisis did not have a negative impact on the convergence process, since the convergence
rate in the period 2009-2013 is the highest among the analysed periods.

Analysing the convergence process of individual countries between 2004 and
2017, the results show that Serbia is the only country in the Western Balkans that diverges,
due to its lower growth rate.

The regression results for six conditional convergence models show that the
convergence rates in the crisis period are the highest, while the beta coefficients in the
pre-crisis period are not statistically significant. Therefore, we reject the main research
hypotheses and conclude that the recent financial crisis did not have a negative effect on
the absolute and conditional convergence process in the analysed group of countries.

Among the economic variables, economic openness and the inflation rate have
a positive impact on per capita growth. When socio-political variables are included in
the analysis, general government debt has a negative impact. Other variables are not
statistically significant in the analysed periods.

This analysis has shown that economic openness and inflation promote per
capita growth in the analysed group. The empirical results suggest that the countries
should pursue policies that will promote trade, as well as maintain stable inflation
and low general government debt. According to the empirical results of this analysis,
improvements in these areas would eventually lead to higher per capita growth rates
and a faster convergence process. Even though gross fixed capital formation and the
unemployment rate are not determinants of growth, this does not mean that the countries
should not open the economies to more investment or decrease unemployment.
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