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Abstract:

Western Balkan countries are at various stages of their path towards future
European Union membership. Formal accession procedures aside, in this paper
we take a brief look at the economic convergence between them and the EU. We
use several indicators to assess and compare the degree of real convergence of
each country to the union, focusing on the level of GDP per capita and the
production structures at the sector level. The results reveal a moderate convergence
process, with some specifics by country, that paints a cautiously optimistic outlook
regarding their future in the EU.
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1. Introduction

Historically, the Western Balkans have been through many troublesome
periods, with many episodes of political and economic instability. In recent
years both the countries in the region themselves and the European Union
have been working towards their integration in an effort to ensure regional
prosperity and peace. Six countries from the region - Albania, Bosnia and
Herzegovina, Kosovo, Montenegro, North Macedonia, and Serbia - are at
various stages of the political process towards future European Union member-
ship. According to EU legislation, these candidate countries are required to
meet certain criteria, related to the functioning of their political, legislative, and
economic institutions, in order to eventually become members of the Union.!

' The main criteria are laid out in the Treaty of Maastricht, art. 49, as well as the conclusions of the
European Council in Copenhagen in 1993 and the European Council in Madrid in 1995.
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As far as economic matters are concerned, the main requirement is that the
country has a functioning market economy and that its economic agents are
able to compete with others within the EU. While there are no formal
quantitative criteria or thresholds in this area that have to be met, it is worth
exploring the progress that Western Balkan countries have made in the econo-
mic area and assessing their current positions.

In this paper we look at the level of economic convergence between the
countries from the Western Balkans and the European Union. Since they
start from much lower income and price levels than those in the EU, with an
economic structure that differs significantly from the Union, we could expect
that over time their economies would ,,catch up“ to the EU. This is one of the
implications of the standard Solow (1956) growth model and of Fisher’s (1939)
three-sector model.

Large differences between individual candidate economies (or the group
as a whole) and the EU economy may signal a lack of preparedness of these
economies to handle the competitive pressures that come with membership,
resulting in business failures, higher inflationary pressure, and increased
external imbalances, among others. On top of that, the absence of a tendency
to converge or a slow rate of convergence towards the EU could be an indirect
indication of existing issues in other areas - judicial, political, etc.

The importance of achieving a reasonable degree of similarity between the
members of an integrated group of countries has been highlighted in numerous
studies in recent years. Del Hoyo, et al. (2017), for example, claim that the
very low labor mobility within the EU would not help with equalizing income
levels in the union.? This would make the initial differences in income levels
between individual countries more difficult to overcome. Similarly, it has been
shown that there is currently no effective risk sharing mechanism in the EU
(Malkin & Wilson, 2013), that would help with overcoming asymmetric
economic shocks, which are themselves more likely (and more asymmetric)
when there are larger differences between economies. Such issues increase
the importance of real economic convergence on the road to EU membership.

In order to assess the degree of convergence of the Western Balkan
countries to the EU we explore several key macroeconomic indicators that
are traditionally used to evaluate convergence processes, namely GDP per
capita and the production structures at the sector level. The countries that we
study in this paper are Albania, Montenegro, North Macedonia, and Serbia,
while the period covered is from 2006 to 2021 (2020 for the analysis of GDP
by PPS).> We use annual data provided by Eurostat and all comparisons are
made to EU27 averages.

2 See also Jauer, etal. (2014).

% Lack of comparable data in some areas and/or countries limits the length of the time period under
review and completely excludes Bosnia and Herzegovina and Kosovo from the study.
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to the European Union. In Albania during the first half of the period (between
2006 and 2013) this share is higher than the corresponding share for the EU,
while in the rest of the years it is lower. For North Macedonia, between 2006
and 2012 the weight of industry in GVA was lower than that of the EU, between
2013 and 2020 it was higher, and in 2021 it was again lower. Specificities in the
relative share of the industry sector by year in both countries are a reason to
state that in Albania the tendency is more towards a decrease of this share,
while in North Macedonia - towards an increase. This also corresponds to the
observed relatively strong decrease in the share of this sector in GVA in Albania
in the last year of the period compared to the first year - by about 4.2 percen-
tage points, and accordingly with a slight increase in this share in North Macedo-
nia - by about 0.4 percentage points. It can be noted that the continuation of
this trend in Albania over time can be perceived as having a certain restraining
effect on the long-term economic growth in the country, while in North Mace-
donia it is a prerequisite for its acceleration.

The relative share of GVA in the services sector in Montenegro is characterized
by relatively close levels over the period to those in the EU, with an average
deviation of about one percentage point. Significantly larger deviations are typical
for the remaining three countries of the region. The deviation of this share is
most significant in Albania, where on average for the time interval the share of
services is about 19.7 percentage points lower than that of the European Union,
amounting to 52.7%. This difference is due to the abovementioned high weight
of agriculture, forestry and fishing in GVA in Albania. In Serbia, the average
share of the service sector in GVA is 60.6%, which is about 11.9 percentage
points lower than the EU value. The indicated deviation is due to the higher
relative importance of the other two sectors compared to the EU. In North
Macedonia, the share of services in GVA for the period 2006-2021 on average is
about 8.7 percentage points lower than that for the EU. This corresponds to the
reported higher weight of agriculture, forestry, and fishing in GVA in North
Macedonia compared to the weight for the EU. It should be noted that all four
countries witnessed an increase in the share of the service sector in the last year
compared to the first year of the studied time period. However, the share of
services in Albania in particular remains significantly lower than the EU value,
which can be defined as a characteristic of the economy that is not inherent in
highly developed economies. Taking into account the high relative weight of
agriculture, forestry, and fishing in GVA, it can be noted that Albania occupies a
leading position in terms of differences with the EU in two of the three economic
sectors.

The outlined trends in the relative share dynamics of the three economic sectors
in GVA of the studied economies also project their influence on the obtained
values for the coefficients of variation (see Figure 3). The lowest values are
observed for the service sector. This is indicative of the strongest homogeneity
across economies in terms of the relative importance of this sector in GVA. In
addition, there is also a tendency to reduce the existing differences, with the
magnitude of the coefficient of variation decreasing from 13.5% in 2006 to 12%
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growth after 2009 and the unevenness of the process in some countries make it
more difficult for the economies to reach the level of the EU. Overcoming
these difficulties will probably require a lot of additional effort and they can
benefit from the EU’s stronger involvement in the process.

From the analysis of the production structures at the sector level, it is clear
that the most significant differences to the corresponding values for the EU in the
share of agriculture, forestry and fishing in GVA, as well as in the share of services,
are observed in Albania. They find expression in the higher share of agriculture,
forestry, and fishing relative to the EU and the lower share of services relative to
the EU. Regarding deviations in the weight of industry in GVA, the largest
discrepancies with the EU are observed in Montenegro and Serbia. Montenegro
has a lower weight compared to the EU, while Serbia has a higher weight. The
latter can be defined as having a favorable impact on economic growth in Serbia
and negative in Montenegro. The reason is that the industry sector is characterized
by higher GVA and higher productivity. The latter could induce relatively stronger
convergence of Serbia with the EU in terms of real income.

For the countries of the Western Balkans in general, there are certain changes
in the production structures at the sector level, which lead to their stronger
convergence to those in the EU. At the same time, stronger convergence of certain
sectors corresponds to the manifestation of positive effects for long-term macroeco-
nomic dynamics, and convergence in other sectors has a restraining effect on
growth. The above also projects certain peculiarities in the course of real conver-
gence processes.
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