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INTRODUCTION

Although economic transition towards capitalism and 
the market economy is accompanied by numerous 
problems in all European transition economies, it is 
particularly difficult and slow in the Western Balkans 
region (Croatia, Bosnia and Herzegovina, Montenegro, 

the Republic of Serbia, FYR Macedonia, and Albania). 
Many Western Balkan states have spent a good part of 
the 1990s in devastating conflicts, of either international 
or internal nature, which delayed the start of the 
major transition reforms. After the „lost decade”, the 
countries of the region began the new century in 
a politically stable environment, oriented towards 
economic development with the aim of increasing the 
living standard, which suffered a significant decline 
in the last decade of the twentieth century. What also 

INCOME CONVERGENCE IN THE PROCESS OF THE 
WESTERN BALKAN STATES’ ACCESSION TO THE 

EUROPEAN UNION

Nenad Stanisic*
Faculty of Economics, University of Kragujevac, Kragujevac, The Republic of Serbia

One of the main expectations in European transition economies is that the processes of building the market 
economy and European integrations lead to a significant increase in the living standard, as well as to catching 
up with the level of the income per capita achieved in developed European economies. A quarter century after 
the beginning of transition, many of the former socialist countries joined the EU and significantly increased 
their GDP per capita. On the other hand, transition in the countries of the so-called Western Balkans has 
disappointed in this sense. The paper tests the existence and speed of income convergence in the Western 
Balkan states and developed EU countries, in comparison with the so-called „New Member States”. The 
results indicate that, despite the achieved income convergence in the pre-crisis years, the outbreak of the 
global economic crisis has revealed many structural and reform problems that the countries of the region 
have been facing for a long time. Catching up with developed EU members’ average GDP per capita stopped 
in the Western Balkan states after the beginning of the crisis, with a simultaneous increase in the income 
gap between the Western Balkan states and the new EU member states.
Keywords: income convergence, economic development, the Western Balkans economies, European 
economic integrations

JEL Classification: O47, P27, F43

* Correspondence to: N. Stanisic, Faculty of Economics, 
University of Kragujevac, Dj. Pucara 3, 34000 Kragujevac, 
The Republic of Serbia; e- mail: nstanisic@kg.ac.rs



4	 Economic Horizons  (2016) 18(1), 3 - 15

became common to all the countries in the region is 
a strategic commitment to the European Union (EU) 
membership, due to which economic transition in the 
Western Balkans is inseparable from the process of 
European integrations, just as was the case in other 
European countries in transition.

In the past fifteen years, a significant economic 
progress has been achieved in the Western 
Balkan states (Murgasova, Ilahi, Miniane, Scott & 
Vladkova-Hollar, 2015). All the countries initiated a 
transformation to market economies, privatized a large 
part of inefficient social and state-owned enterprises, 
reformed the banking system, opened up their 
economies to the European and other world markets, 
initiated significant infrastructure investments, and a 
reform of institutions and regulations. This resulted in 
an increase in the gross domestic product, the GDP per 
capita, and the income convergence of the countries of 
the region and the EU developed countries. However, 
the speed of the implementation of the reforms was 
insufficient and, even after fifteen years, the entire 
region is in a state of unfinished transition. Many 
reform tasks were not completed in a satisfactory 
manner. Privatization, the building of institutions 
and the legal system did not give the expected results. 
All these economic failures are reflected in a single 
indicator - still a very low level of the living standard, 
i.e. income per capita.

The subject of the research conducted in this paper is 
the income convergence of the Western Balkan states 
and the EU developed countries, i.e. the consideration 
of the tendencies to reduce the gap present in the 
economic development between the two groups of 
countries. The main objective of the research is to 
determine whether the countries of the region are on 
the way of catching up with the level of the EU living 
standards by analyzing the dynamics and trends in 
the change of the GDP per capita. In evaluating the 
performance of transition in the Western Balkans, the 
experience of transition countries that have completed 
the process of European integration by joining the 
EU during the first decade of the XXI century, the so-
called „New Member States” (NMS), will also be taken 
into consideration. Therefore, an additional objective 
of the research is the one regarding the identifying of 
the differences (if any) in terms of the speed of income 

convergence between Western Balkan states (WBS) 
and the developed EU member states (EU-15), on the 
one hand, and the NMS and the EU-15, on the other.

In accordance with the aforementioned subject and 
objective of the research, the following research 
hypotheses are defined:

H1: 	 The level of income in the Western Balkan 
states is approaching the level of income in the 
developed EU member states;

H2: 	 The speed of the catching up with the average 
GDP per capita of the developed EU member 
states is equal in the Western Balkan states and 
the „new member states”.

Income convergence can be proved in two ways. 
According to the first approach, there is convergence 
if income dispersion among the countries in the 
observed group decreases over time (the so-called 
σ convergence). According to the second approach, 
convergence exists if the economies that are initially 
located at the lower level of development grow faster 
than those that are more developed (the so-called 
β convergence). Income convergence between the 
Western Balkan states and the developed EU member 
states will be tested in the paper using both of the 
above concepts.

The paper consists of the six sections. After the 
Introduction, the basic characteristics of the economic 
growth and an increase in the living standards of 
the Western Balkans region are analyzed. The third 
section presents the theoretical basis of income 
convergence and the results of the empirical research. 
The research methodology is explained in the fourth 
section, while the results of the research are presented 
in the fifth section of the paper. The last, sixth section 
summarizes the conclusions and defines the possible 
directions for further research.

ECONOMIC GROWTH AND AN 
INCREASE IN THE LIVING STANDARD 
IN THE WESTERN BALKAN STATES

The beginning of the last decade of the twentieth 
century in most of today’s Western Balkan states was 
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marked by an economic collapse, a sharp decline in 
economic activities and the living standards, all as a 
result of the conflicts and the creation of the new states 
in the former Socialist Federal Republic of Yugoslavia. 
The subsequent recovery had an uneven pace in the 
newly-created states, with a pronounced variability 
in the rate of economic growth. By the end of the 
20th century, the GDP per capita reached the level of 
1990. Although without conflicts, the beginning of 
transition in the region of Central Europe started with 
a recession.

Figure 1 shows the average annual growth rate of the 
real GDP in the period between 1993 and 2015, in the 
three sub-periods (1993-2000, 2001-2008, 2009-2015), for 
the three groups of states:

•	 the developed economies of the EU, the EU-15: 
Germany, France, Italy, Belgium, Netherlands, 
Luxembourg, United Kingdom, Denmark, Ireland, 
Greece, Portugal, Spain, Austria, Sweden, and 
Finland;

•	 the „New Member States” (NMS): Poland, the 
Czech Republic, Slovakia, Hungary, Slovenia, 
Lithuania, Latvia, Estonia, Romania, and Bulgaria; 
and

•	 the Western Balkan States (WBS): Croatia, Bosnia 
and Herzegovina, Montenegro, the Republic of 
Serbia, FYR Macedonia, and Albania.

Considering the difficulties in the initial stage of 
transition in almost all the countries, it is not surprising 
that in the last decade of the twentieth century the 
greatest economic growth was in the European Union 
states. The average annual growth rate of the real GDP 
in the period between 1993 and 2000 was the highest in 
the group of the EU-15 (3.8%), while in the NMS group 
it was 2.9%, and in the WBS group 3.0% (Figure 1).

The new century brought transition countries a new 
momentum in economic growth. The countries of 
Central Europe and the Baltic region were coming 
closer to the moment of the entry into the EU and the 
Balkan states, clearly determined for the same route, 
initiated significant reforms. Generally speaking, the 
region of the Western Balkans in the period between 
2001 and 2008 achieved significant results in the 
increase of income and the living standards, although 
not exactly as expected. With an average annual 
growth rate of the real GDP of 5.2%, the Western 
Balkan states reduced the difference in development 
that existed between them and the EU-15 (the average 
annual growth rate of the real GDP in the same 
period was 2.3% in the EU-15). However, the achieved 
convergence was not entirely satisfactory because, in 
the group of NMS in the same period, a higher average 
growth rate of the real GDP of 5.7% was achieved. At a 
higher level of the GDP per capita in comparison to the 
WBS’s, the indicated growth rate enabled the group 
of NMS to faster catch up with the income of the EU-

Figure 1  The average growth rate of the real GDP per capita in the EU-15, NMS, and WBS

Source: Author, based on World Economic Outlook, 2015
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15. Then it was clear that transition in the Western 
Balkans region did not give the same results as it did 
in the other regions of Europe.

The process of the structural transformation of the 
Western Balkan economies was slowed in the mid-
2000s, and the poor reform solutions and even poorer 
results in certain segments of transition slowed down 
further economic progress. From that time to the 
outbreak of the global economic crisis in late 2008, 
economic growth in the Western Balkans region could 
be said to have been rather the result of the tendencies 
in the global economy, growing liquidity in the global 
capital market, a significant inflow of foreign capital, 
and a credit boom, than the result of real progress in 
the economic reforms (Murgasova et al, 2015). The clear 
evidence of the bad economic model in the Western 
Balkan states is an extremely high unemployment rate, 
exceeding 20%, i.e. the incomplete use of the available 
human resources, even in the period of solid economic 
growth in the pre-crisis period. The difference in the 
pace and the manner of the implementation of the 
reforms among the NMS and the WBS is the main 
cause of the difference in the speed of the income 
convergence of the two groups of countries, according 
to the level of the developed EU countries.

The years of economic growth were interrupted in 
2009 by the outbreak of the global economic crisis. 
Almost all European states recorded a decline in the 
economy. The post-crisis recovery was neither fast nor 
strong. Even in 2015, six years after the outbreak of the 
crisis, the European economy was not in an upswing. 
Among the EU states, the region of Central Europe 
was the first to overcome the crisis. The average annual 
growth rate of the real GDP in the NMS group was 
2.2% in the period between 2009 and 2015. During the 
same period, the growth rate in the EU-15 was 0.8%, 
and in the WBS group - 1.2%. The achieved growth 
rates brought the NMS region a new momentum in its 
catching up with the average income of the EU-15, and 
almost stagnation to the WBS region.

The years of the economic crisis removed the mask 
from the solid economic growth from the pre-crisis 
period in the Western Balkans and revealed all the 
shortcomings of the existing system, primarily the 
choice of the model of economic growth based on 

aggregate demand (i.e. domestic demand) and the 
political disorder and the economic policy conduct in 
terms of coalition governments (Prascevic, 2013). The 
global recession confirmed that economic growth was 
impossible without continuing structural changes. The 
studies indicated that sustainable economic growth 
was higher in those transition economies in which 
reforms were faster than in those with a gradual 
development strategy (Jakopin, 2012).

With weak growth in the EU, the main export market 
of the Western Balkans, economic growth in the WBS 
region requires faster progress in economic reforms. 
While the economic transformation in the region is 
mostly completed in the area of monetary stability, 
the liberalization of prices and trade, a greater effort is 
needed in building institutions and the infrastructure, 
improving the business environment and the 
development of financial markets.

Throughout the observed period (1993-2015), the 
average growth rate of the real GDP in the EU-15 group 
was 2%, in the NMS group 3.1%, and in the WBS group 
2.9%. These growth rates enabled an increase in the 
average GDP per capita (measured by the purchasing 
power parity), from $ 21,328 to $ 45,467 in the EU-15 
group, from $ 7,806 to $ 25,942 in the NMS group, and 
from $ 4,874 to $ 14,441 in the WBS group (Figure 2).

Figure 2  The average GDP per capita (by the purchasing 
power parity) in the EU-15, the NMS, and the WBS in 

1993 and 2015, in current international dollars

Source: Author, based on World Economic Outlook, 2015
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The dynamic of the changes in the GDP per capita 
(shown in Figure 3) suggests that the growing trend 
of the GDP per capita was achieved in all the three 
groups, with an interruption in the midst of the global 
economic crisis in 2009. After 2010, recovery had the 
fastest pace in the NMS group, and the slowest in the 
WBS group.

Although we can draw certain conclusions on the 
value and trend of the GDP per capita based on these 
data and the displayed Figures, it still remains unclear 
whether, in the observed period, income convergence 
was achieved in the groups of the NMS and the WBS 
towards the level of income in the EU-15, and whether 
the two groups differ in terms of the convergence 
speed. Before moving on to the econometric proving of 
income convergence, hereinafter follows a theoretical 
explanation why convergence occurs and on the basis 
of what it can be expected in the observed countries.

THE THEORETICAL BASIS OF INCOME 
CONVERGENCE AND THE LITERATURE 
REVIEW

Income convergence is usually understood as the 
process of the difference reduction in the level of income 
per capita among economies over time. Therefore, 
convergence occurs if less developed economies 

grow faster than developed ones. The theoretical 
explanation for the convergence process and the causes 
leading to it are provided in the neoclassical model 
of economic growth (Solow, 1956; Mankiw, Romer & 
Weil, 1992). According to that model, the growth of 
income per capita in the long run is equal to the rate of 
technological progress. In this case, the economy is in 
a stable condition. The farther an economy is from its 
steady state, the faster its growth is. The main reason 
for a decline in the growth rate with an increase in the 
level of the achieved income is the decreasing rate of 
return on capital.

Although, in the long run, all economies grow at the 
same rate, i.e. at the rate of technological progress, the 
development level that an economy will reach before 
reaching a steady state may differ from one state to 
another. The level of income upon whose reaching an 
economy grows at the rate of technological progress 
is determined by the savings rate, the rate of capital 
depreciation, and the population growth rate. In 
economies with a higher savings rate, the level of 
stable income is higher, as opposed to the other two 
determinants. This means that, in the long term, the 
levels of the economic development of states with 
the same characteristics regarding savings rates, the 
depreciation of capital, and the population growth 
are equal and that each possible deviation can be 
attributed to short-term shocks. Achieving the same 

Figure 3  The trends in the average GDP per capita (by the purchasing power parity) in the EU-15, the NMS, and the 
WBS in the period between 1993 and 2015, in current international dollars

Source: Author
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level of development in a group of states is called 
absolute convergence.

On the other hand, the states characterized by the 
different rates of savings, capital depreciation, and the 
population growth also differ in terms of the stable 
level of income per capita. However, in this case, the 
countries farther away from its steady state will grow 
faster than the countries closer to reaching a steady 
state in economic development. In other words, in this 
case, the growth rate of less developed economies is 
higher than the growth rate of developed economies, 
although the level of their development will never 
equalize. This is called conditional convergence.

Although some theories of economic growth disputed 
the thesis on income convergence later, primarily 
for abandoning the assumption of diminishing 
returns on capital, the theories of an international 
economic integration have given new reasons for its 
existence. According to them, capital in international 
frameworks is moving from developed countries to 
less developed countries, since they have a higher level 
of the marginal product of capital, i.e. a higher rate of 
return (the investment risk is abstracted in the model). 
Furthermore, international trade should lead to the 
price equalization of the production factors between 
countries. Both of these characteristics of international 
economic flows contribute to income convergence 
between countries.

Empirical studies, on the example of the European 
Union states, largely confirm the existence of income 
convergence. The EU enlargement „to the East” in 
the first decade of this century has contributed to a 
significant increase in the number of the studies testing 
the theorem on the convergence of the GDP per capita. 
In a number of works (Matkowski & Próchniak, 2004; 
Kutan & Yigit, 2004; Kutan & Yigit, 2005; Varblane & 
Vahter, 2005; Próchniak, 2008; Vojinovic & Oplotnik, 
2008; Vojinovic, Acharya & Próchniak, 2009; Cavenaile 
& Dubois, 2011), the authors came to the conclusion 
that the patterns of the economic growth of the new 
member states (NMS) in the 1990s and the first decade 
of the 21st century were in accordance with the income 
convergence theorem.

Z. Matkowski and M. Próchniak (2004) empirically 
demonstrated convergence between the transition 
countries of Central and Eastern Europe (CEE8), as 
well as between the groups of CEE8 and the EU-15 
during the period between 1993 and 2003. The authors 
conclude that the gap in development between the 
countries and the groups of the CEE8 and the EU-15, 
although large, decreases over time. The later studies 
by these authors, conducted on the same sample of the 
countries, but over a longer period of time, confirmed 
the existence of income convergence within the EU, 
especially among the „old” and the „new” member 
states (Matkowski & Próchniak, 2006; Matkowski & 
Próchniak, 2007).

Later studies (Próchniak, 2008; Vojinovic & Oplotnik, 
2008; Vojinovic, Acharya & Próchniak, 2009) also 
confirm the income convergence of the CEE8 and the 
EU-15, and the results only differ in the estimated 
speed of such convergence. L. Cavenaile and D. Dubois 
(2011) examined the process of income convergence 
between the ten new member states (NMS) and the 
EU-15 in the period between 1990 and 2007. The 
results showed significant differences among the new 
member states in terms of the speed of their catching 
up with the average income of the EU developed 
countries. Large differences in the speed of income 
convergence are also proven in the work by A. 
Vamvakidis (2008). An undeniable reduction in the gap 
at the level of development between the „new” and the 
„old” member states was confirmed in a study by M. 
Gligorić (2014). N. Stanisic (2012) confirms the existence 
of the income convergence of the CEE10 and the EU-15 
countries, with an emphasis on the negative impact of 
the global economic crisis on the convergence speed.

Despite numerous studies on income convergence in 
the case of the new member states (NMS), the studies 
on the dynamics of reducing the gap in development 
between the Western Balkan states (WBS) and the EU-
15 are rare. E. Tsanana, C. Katrakilidis and P. Pantelidis 
(2012) analyzed the income convergence of the Balkan 
Peninsula states and the EU-15 and concluded that 
it can only be confirmed in the case of Slovenia and 
Greece, but not in the case of the Western Balkan states 
(WBS).
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The study of the International Monetary Fund 
(Murgasova, et al 2015) makes a comparison within 
the groups of the countries of the NMS and the 
WBS with respect to the speed of their catching up 
with the average GDP per capita of the developed EU 
member states (EU-15). The authors concluded that, 
in the period between 2000 and 2007, there had been 
a weak convergence among the countries of the EU-15 
and the WBS, primarily because during this period, 
the underdeveloped economies of the region, such 
as Bosnia and Herzegovina and Albania, had been 
growing at a slower pace than the developed countries 
of the region, such as Croatia. There was a significant 
income convergence of the NMS and the EU-15 in 
the same period. For the period after the outbreak 
of economic crisis, the authors demonstrated the 
existence of convergence for the WBS group, although 
weaker, i.e. slower, than the one achieved by the 
countries of the NMS group.

The scientific contribution of this paper originates 
from the fact that the number of previous studies on 
the convergence of the GDP per capita achieved in the 
Western Balkan states and the EU-15 is very small, as 
well as that the studies comparing the performance 
of the Western Balkan states and the NMS are almost 
non-existent. Moreover, the paper will cover a longer 
period of time (1993-2015), which includes the economic 
crisis and the post-crisis recovery, which will make the 
comparison of the two observed groups (NMS and 
WBS as well as the picture of the sustainability of the 
convergence process more complete.

THE RESEARCH METHODOLOGY

There are two concepts of convergence in the existing 
econometric models: the sigma (σ) and the beta (β) 
convergence. The paper will examine the existence of 
both types of income convergence. As the measure of 
income per capita, the GDP per capita was used, adjusted 
by the purchasing power parity of the currency. The 
data source is the database of the World Economic 
Outlook (2015).

The sigma income convergence exists if the difference 
in the level of income per capita in a certain group of 

countries reduces over time (Barro & Sala-and-Martin, 
2003). The coefficient of the variation of the real 
GDP per capita (measured by the purchasing power 
parity) will be used in this study as the measure of 
the dispersion of the development level among the 
observed countries:

CV (GDPpc) = the standard deviation (GDPpc) / the arithmetic 
mean (GDPpc)					       (1)

Income convergence exists in a particular group 
of countries if there is a trend of a reduction in the 
coefficient of the variation of the GDP per capita over 
time.

The second form of convergence, the beta convergence, 
exists if less developed economies grow faster than 
developed ones, i.e. when there is a negative correlation 
between the initial level of income per capita and the 
rates of economic growth in a period of time. In order 
to prove the beta convergence, the following regression 
equation was tested on a sample of the Western Balkan 
states and the new member states:

growthi,t = β0 + β1disti, t-1 + β2 disti, t-1 × WBS + β3WBS + uit	  (2)

where growthi,t is the growth rate of the real GDP per 
capita (measured by the purchasing power parity) of a 
country in the period t; disti,t-1 the gap in the real GDP 
per capita between a country and the EU-15 average in 
the previous period, and the WBS is a dummy variable 
taking the value of 1 for the countries belonging to 
the Western Balkans region, and 0 for the countries 
belonging to the NMS.

The descriptive statistics of the growth and the dist. 
(distance) variables are presented in Table 1. All of 
the observed variables have a normal distribution 
(tested with the Shapiro-Wilk test). Moreover, the 
assumption of a linear dependence between the 

Table 1  Descriptive statistics of variables

No. of 
observations

Arit. 
mean

St. 
deviation

Min. Max.

growth 352 0,557 0,487 -0,238 0,212
distance 352 0,611 0,148 0,286 0,887

Source: Author



10	 Economic Horizons  (2016) 18(1), 3 - 15

variables is confirmed, whereas the post-estimation 
testing determined that there were no problems of 
multicollinearity (VIF < 10), autocorrelation (Durbin-
Watson test), and heteroskedasticity (Breusch-Pagan / 
Cook-Weisberg test).

In addition to examining the existence of convergence, 
this model also examines whether and to what extent 
the eventual convergence of the WBS group is different 
in the speed compared to the convergence of the 
NMS group, i.e. whether belonging to the WBS group 
moderates (i.e. changes) the impact the income gap 
has on the rate of the economic growth of the GDP 
per capita. Therefore, a new independent variable - the 
product of disti,t-1 and the dummy variable WBS - is 
included in the model.

The positive value of the coefficient β1 means that 
there is income convergence in the observed countries 
(WBS and NMS) and the EU-15, i.e. that the growth 
rate of real income is higher if the gap in development 
between the observed country and the EU-15 average 
is larger. If the coefficient β1 is higher, convergence is 
faster.

The statistically significant coefficient β2 means that 
belonging to the WBS group moderates the impact that 
the income gap has on the GDP pc growth rate. The 
positive value of the coefficient indicates that the speed 
of convergence in the WBS is higher than the speed 

of convergence in the NMS. The reverse is true for a 
negative coefficient β2.

The coefficient β3 determines the extent to which the 
economic growth rates of the WBS group differ from 
those achieved in the NMS group. The negative value 
of the coefficient indicates that, at the same income gap 
with the EU-15 countries, the lower growth rates of 
the real GDP per capita are achieved in the WBS group 
than in the NMS group. The reverse is in the case of β3 
coefficient’s positive value.

THE RESULTS

The average level of the GDP per capita in the NMS 
at the beginning of transition was about 38%, and 
in Western Balkan states only about 22% of the level 
achieved in the EU-15 (Figure 4). Until the beginning 
of this century, transition had led to no significant 
increase in income in relation to the EU states. 
However, since 2000, significant income convergence 
has been apparent. By 2008, the average GDP per capita 
had reached 53% in the group of NMS, whereas it had 
only reached 30% of the EU-15 group average in the 
WBS group.

The outbreak of the global economic crisis in 2008 
stopped the process of catching up with the average 

Figure 4  The trends in the GDP per capita (measured by the purchasing power parity) in the NMS and the WBS, in 
the percentage of the EU-15

Source: Author
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GDP per capita of the EU-15 in countries in transition, in 
the NMS group only for a short period, and in the WBS 
group for a longer period of time. Namely, already in 
2011, the GDP per capita (compared to the EU-15) in 
the NMS exceeded the pre-crisis level and continued 
to grow, reaching 58% in 2015. On the other hand, 
between 2008 and 2015, the GDP per capita compared 
to the EU-15 increased by only one percentage point 
(31% in 2015) in the group of Western Balkan states. 
After the outbreak of the economic crisis, the income 
convergence between the WBS and the EU-15 stopped, 
while the income convergence of the NMS and the 
EU-15 continued. At the same time, the income 
gap between the groups of the WBS and the NMS 
increased.

The results of the convergence of the achieved GDP 
per capita, using the concept of the sigma income 
convergence, are shown in Figure 5. The income 
dispersion (measured by the coefficient of variation) 
mainly decreased among the countries of the EU-15 + 
the WBS during the period under review, especially 
in the period after 2000, until the outbreak of the 
economic crisis. After 2009, there was a turnaround 
in the trend, and the dispersion of the achieved GDP 
per capita was increasing until the end of the observed 
period. In the group of the NMS + the EU-15, a decrease 
in the income dispersion during the first decade of 
this century was even more pronounced, with a brief 

interruption in 2009 and 2010, after which its further 
decrease was recorded.

The testing of the β-convergence with the regression 
equation (2) was carried out for the entire observed 
period (Model 4), as well as for the three sub-periods, 
namely: 1993-2000 (Model 1), 2001-2008 (Model 2) 
and 2009-2015 (Model 3). The results are accounted 
for in Table 2. The statistical validity of the model is 
measured by the coefficient of determination R2 (which 
shows the percentage of the explained variability 
of the dependent variable), as well as its statistical 
significance (Prob is the risk of error that the coefficient 
of determination is not significant; a value below 
0.05 indicates the statistically significant coefficient 
of determination). The results indicate that Model 3 
(2009-2015) can be rejected as statistically unreliable.

The value of the coefficient for disti, t-1 is in all the 
cases positive, i.e. the greater the gap in development 
between the countries of the NMS and the WBS 
groups, on the one hand, and the EU-15 average, on 
the other, the higher the achieved growth rates of 
the GDP per capita (PPP). However, the value of this 
coefficient (which proves the existence of income 
convergence) is statistically significant (p < 0.05) only in 
the models 2 and 4, i.e. for the entire observed period 
(1993-2015), and for the subperiod 2001-2008. In the first 
decade of transition (precisely in the observed sub-
period 1993-2000) and after the outbreak of the global 
economic crisis to date (in the subperiod 2009-2015), 

Figure 5  The dispersion of the GDP per capita in the groups of states (measured by the coefficient of variation)

Source: Author
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the coefficient is not statistically significant, i.e. the 
income convergence of the NMS and the WBS, on the 
one hand, and the EU-15, on the other, has not been 
proven.

The coefficient for the variable disti, t-1 × WBS shows 
the extent to which a country’s belonging to the 
WBS region moderates, i.e. changes the strength of 
the relationship existing between the income gap 
and the achieved growth rates of the GDP per capita. 
The positive value of the coefficient would indicate 
that the growth of the countries of the WBS group, 
at the same income gap level, was faster than in the 
NMS group. However, in all of the tested models, 
this coefficient is not statistically significant (p > 0.1), 
and we conclude that the relationship between the 
income gap and the GDP growth per capita was not 
moderated by a country’s belonging to the Western 
Balkans region. However, this does not mean that the 
speed of convergence in the NMS and the WBS groups 
was equal. Before making the final conclusion, it is 
necessary to look at the value of the coefficient for the 
dummy variable of the WBS.

The negative value of the coefficient for the variable 
determining a country’s belonging to the WBS region 
in all the models indicates that, at the same income 
gap level, the growth rate of the GDP per capita (PPP) 
was higher for the countries of the NMS group than 
for the Western Balkan states. In other words, catching 
up with the average GDP per capita achieved in the EU-
15 was faster in the case of the NMS than in the case 

of the WBS. The coefficient is statistically significant 
in Model 1 (p < 0.1) and Models 2 and 4 (p < 0.05), i.e. 
in the subperiods 1993-2000, 2001-2008, and the entire 
observed period 1993-2015.

The results of the regression analysis suggest that 
income convergence is proven for the NMS and the 
WBS groups in the period from 1993 to 2015, as well as 
that it was faster in the case of the NMS.

CONCLUSION

Catching up with the living standard of the developed 
economies in Europe was the primary expectation 
of the citizens of the countries in transition from the 
transition process and the European integrations of 
the countries of the former socialist social order in 
Europe. The neoclassical theories of economic growth 
and international economic integrations speak in favor 
of such expectations.

Twenty-five years after the start of the transition, we 
can conclude that, in terms of the achieved income 
convergence, the results are different. While the 
transition countries of Central Europe and the Baltic 
region significantly increased their GDP per capita (and, 
in the meantime, became the members of the European 
Union), the transitional reforms and the results in 
the Western Balkan states are mostly disappointing. 
Pointing to the achieved results in catching up with 

Table 2  The results of the regression analysis

Model 1
1993-2000

Model 2
2001-2008

Model 3
2009-2015

Model 4
1993-2015

Coef. P. Coef. P. Coef. P. Coef. P.
disti, t-1 .0015 0.178 .1019 0.001 .0582 0.267 .0099 0.000
disti, t-1 x WBS .1876 0.179 .0797 0.143 .0746 0.406 .0549 0.264
WBS -.1340 0.085 -.0295 0.036 -.0681 0.228 -.0014 0.042
const. .0541 0.131 .0292 0.087 -.0003 0.989 .0026 0.856
N 112 128 112 352
R2 0.246 0.307 0.041 0,268
Prob. 0.000 0.002 0.200 0.000

Source: Author
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the EU-15 income and the comparison of the achieved 
results of the Western Balkan states (WBS) and the 
countries in transition which became part of the EU 
during the first decade of this century, the so-called 
„new member states” (NMS), was the main objective 
of the paper.

Although income convergence was a frequent subject 
of the empirical studies conducted in the case of new 
member states, there is very small number of the 
papers on the income convergence per capita achieved 
in the Western Balkan states and the EU-15, which 
implies the main contribution of the paper to the 
existing scientific literature. The scientific contribution 
of the paper is derived from the fact that the studies 
comparing the performance of the Western Balkan 
states and the NMS in terms of catching up with 
the EU-15 average income are almost non-existent. 
Moreover, the paper covers a longer time period (1993-
2015) inclusive of the period of the economic crisis and 
the post-crisis recovery, making the comparison of the 
two observed groups (the NMS and the WBS) as well 
as the picture of the convergence process sustainability 
more complete.

Until the beginning of this century, transition had 
not led to a reduction in the income gap between the 
EU and the countries in transition. Only in 2000 was 
significant catching-up with the EU-15 income achieved 
in both the NMS and the WBS. The outbreak of the 
global economic crisis stopped income convergence, 
which was for a short period in the NMS and for a 
longer period of time in the WBS. As a result, after the 
outbreak of the global economic crisis, the income gap 
between the NMS and the WBS grew.

The testing of the sigma concept of income convergence 
points to the existence of income convergence in the 
WBS and the EU-15 after 2000, until the outbreak of 
the global economic crisis, after which divergence 
appeared. The convergence of the income per capita in 
the group of the NMS and the EU-15 had even been 
faster up to the crisis, only to continue from 2011 after 
a short interruption. The results confirm the first 
scientific hypothesis on the convergence of the income 
per capita achieved in the Western Balkan states and 
the EU-15 during the period from 2000 to the outbreak 

of the global economic crisis, after which the reduction 
in the income gap stopped.

The results of the conducted regression analysis prove 
the existence of income convergence (the β concept) for 
both groups of countries (the NMS and the WBS), on 
the one hand, and the EU-15, on the other, in the period 
between 1993 and 2015, while the convergence speed 
was higher in the NMS. The same conclusion applies 
to the period between 2000 and 2008, whereas in the 
periods 1993-2000 and 2009-2015, the existence of the 
β convergence cannot be confirmed. Thus, the second 
hypothesis on the equality of the speed of catching 
up with the average EU-15 GDP per capita between the 
Western Balkan states and the new member states can 
be dismissed.

The economic crisis removed the mask from the 
solid economic growth of the pre-crisis period in the 
Western Balkans and revealed all the shortcomings of 
the existing economic system of the (un)implemented 
reforms and models of economic growth, based 
mainly on the growth of domestic demand. It was only 
after the outbreak of the crisis that it became apparent 
that transition in the Western Balkans region differed 
in the results from the one in the NMS.

The conducted research raises many questions for 
further research, primarily what the key factors 
to have led to the significantly different results of 
transition in the groups of the NMS and the WBS 
are. Furthermore, an economy’s success should be 
assessed according to what happens to the standard of 
the living of the majority of the citizens over a longer 
period, rather than according to the achieved average 
GDP per capita. In this sense, no economy can be said to 
function well, even though it has achieved an increase 
in the GDP per capita, if there is growth in inequality in 
income distribution within a country (Lekovic, 2015). 
In this sense, the results of income convergence could 
be supplemented by reviewing the degree of internal 
income inequalities during the transition period.
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