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Summarized conclusions

At the time of collapse in 1991, former SFR Yugoslavia was among less developed European
countries with unsustainable economic and social differences among its federal units. In last
twenty years, after proclamation of independence the economic and social differences among
Post Yugoslav countries increased even further, partly due to different impact of military
activities and partly due different degree of approximation to the EU.

Growth of independent Post Yugoslav countries in past 20 years of independence was slightly
above the world and the EU average, but insufficient to significantly narrow the gap to advanced
economies. Extrapolation of average 2005-2010 growth would increase GDP of Post Yugoslav
countries by one third by 2022. Improvements in utilization of existing factor endowments and
creation of new factor endowments could accelerate growth of Post Yugoslav countries by 2022
(by two thirds compared to 2005), but not enough to enable their true real convergence, a
precondition for the EU membership.

Despite changes in status (independence), economic system (transition to private market
economies) and in economic environment (global financial crisis) growth rates in Post Yugoslav
countries in last 40 years remain at 3.3% on average. This differs from the world, where average
yearly GDP growth declined from 3.7% in first twenty years (1971-1990) to 2.6% in next twenty
years 1991-2010 with even lower 2.1% average growth within second sub-period during global
financial crisis 2005-2010.

Introduction

This study does not pretend for institutional resurrection of former Yugoslavia or for the return to
former socialist economic system. It investigates what has happened in economic and social terms with
former federal units after the collapse of ex-SFR Yugoslavia in 1991, when they became independent. In
addition, simulation exercise is made for prediction of economic growth in next decade until 2022. The
goal is to find out how Post Yugoslav countries could accelerate the past insufficient economic growth to
be able to speed-up growth in next decade and thus achieve a real conversion to advanced economies,
which is required for their accession to the EU. GDP growth rate is used as the main indicator for
economic growth, complemented by other indicators of economic and social development.

Three parts of study encompass 30 years:

1. The level of development of ex-Yugoslav federal units in 1990, before the country’s collapse

2. Development of Post Yugoslav countries after their independence until today, with the special
analysis of developments during the period of global financial crisis,

3. Prediction of economic growth of Post Yugoslav countries in next decade until 2022.

After dissolution of SFR Yugoslavia in 1991 its federal units (Slovenia, Croatia, Bosnia and Herzegovina,
Serbia, Montenegro, Macedonia and Kosovo) became gradually independent states. Not an easy way
with a lot of military conflicts. At the time of collapse in 1991 ex-Yugoslavia was significantly lagging



world and the EU average in last 20 years this lag of Post-Yugoslav seven countries increased further.
The question is what kind of economic system and policy reforms could accelerate their growth and thus
narrow the gap.

1. The start — Development level and disparities of federal units on the eve of collapse of Ex-
Yugoslavia, 1990

In ex-SFR Yugoslavia', in addition to the cultural differences, there were enormous differences in
economic performance and the social standard. The success of the country’s development policy was
already that these differences did not widen in post World War Il period.



According to Table 1.1 the economic differences within ex-SFRJ were huge despite the special attention
paid to the financing of a faster development of the less developed federal units. Thus, the differences
in the two extreme values were as follows: in the openness of the economy three fold, in share of trade
with other parts of ex-SFR Yugoslavia 50%, in the natural rate of population growth between -1.6
promile (Vojvodina) and 23.1 promile (Kosovo), in unemployment rate between 5.2% (Slovenia) and
38.8% (Kosovo).

Several numbers indicate the strong presence of redistribution (correction) policies. Thus, for instance,
in terms of nominal wages the difference between the extreme values was only 2.5-fold while in the
production GNP per capita this difference was 8.5-fold (in both cases between Slovenia and Kosovo). A
similar indication is the relatively small difference in the value of the social capital available to the
worker (technical coefficient), between the extremes of Slovenia or Croatia and Kosovo only 50% or 0.5-
times. While the average annual GDP growth rate did not differ significantly (extreme values were 3.1%
and 3.6%), the average annual growth of employment was more differentiated (between 2.3% and
4.9%), in favor of the less developed Kosovo and other less developed units. Finally, the difference in the
availability of doctors as indicator of social development was less than threefold (extremes again, in
Slovenia and Kosovo). Differences in geography, surface and climate, culture, religion among entities
within Ex-SFR influenced different way of life and indirectly contributed to upcoming military conflicts.

2. Post Yugoslav economies in past twenty years, 1991-2010

The question is what has happened to Post-Yugoslav countries after proclamation of independence
regarding economic growth and welfare, stability and inequalities, in past 20 years and especially during



The idea is to test the hypothesis, that lower starting position (GDP per capita as indicator of standard of
living) enables faster GDP growth in the process of catching-up with developed countries due to effect
of introduction of already available technology and general knowledge.

b) Variability of growth

Variability of growth (or its stability) was measured with standard deviation SD as absolute, and the
coefficient of variation KV as relative measure of variability of growth rates. Methodological dilemma is
which variability indicators is better, the absolute (SD, difference in GDPpc) or relative (KV, ratio in
GDPpc). In theory, relative indicators are preferred over absolute, but in this special case of GDP growth
rates and GDPpc, absolute indicators can have more sense in interpretation. For instance, if average
growth rate Ga is close to zero, the relative deviation KV = SD/Ga could be large despite the very low
absolute variation of growth rates SD.

Resistance to the global financial crisis
¢) Resilience to crisis

The question to be tested is whether countries that differ more from average growth rates during
creation of bubble sometimes during 2005-2008 period, did have larger bursting (negative difference to
average growth) when the global financial crisis materialized after 2008. Smaller the deviation from the
long term average growth in individual country indicates stronger resistance to the global crisis.
Symmetry of positive and negative differences from the average growth is important. Large difference
between divergences above and below average indicates that additional country specific factors with
positive or negative impact were present in country in times of global crisis.

The highest growth rate Gmax and lowest growth rate Gmin as well as the highest positive difference to
the average growth rate Gmax-Ga and the highest negative difference Gmin-Ga in period 2005-2010 are
calculated for each country.

Economic and social developments in times of global crisis

d) For each country synthetic indicators of misery (social situation), nacro imbalances and aggregate
macroeconomic performance are introduced. Aggregates of individual macroeconomic indicators are
calculated to present better the overall situation in individual country and trends in period including
onset, presence and way out (of consequences) of global financial crisis 2005-2010/2011. Advantage of
such aggregation is to get better overall picture of situation, weakness is that summing up individual
indicators is sometimes questionable. But, for better general overview sacrifice of some correctness in
methodology was made. Indicators are:

-misery index: sum of unemployment rate and inflation rate (introduced by L.R. Klein and other authors
before him),




-disequilibrium index: sum of current account deficit and budget deficit, both relative to GDP,

-aggregate economic performance indicator: GDP growth — inflation rate — unemployment rate — current
account/GDP — budget/GDP.

Country’s Vulnerability: fiscal and financial (banking) position

e) The most recent fiscal vulnerability indicators are presented, based on EBRD and country statistics
and statistics from the EU, IMF, World Bank and OECD.

They include indicators of country’s indebtedness in 2010 (the most recent data available):

- public, external (total and private) debt,



h) The amount of the EU financial support to the EU candidate and potential candidate Post Yugoslav
countries for financial perspective 2006-2013 is presented and then calculated in relation to GDP and
population of receiver countries.

i) The degree of economic exposure of Post



2009 | Sit 1991/2010 pc pc 91-10 |89 SD/Ga
88 10-91 10/91
World 58260 2.70 1.43 | 0.53
BaH 17.0 55.0 | 2057/4409 2352 21 11.97* | 3.5 | 16.65 | 1.39
Croatia 63.0 73.5 | 4026/13754 | 9728 34 0.54 3.1 |783 |1452
Kosovo 54 760/3059




Serbia and Kosovo are statistically questionable. Post Yugoslav countries’ economic growth was in past
20 years slower than for LDCs on general or for BRICS specifically. Economic divergence within the group
increased significantly,

For most Post-Yugoslavs variability of economic growth was huge in observation period, larger than in
benchmark OECD, LDCs or BRICS countries, to a large extent due to military conflict and intra-military
activities (war) after separation. Among Post-Yugoslav countries the relative variability of growth was
the largest in Macedonia, Croatia and Serbia.

2.2.2 Present level of development of Post Yugoslav countries and resilience to global crisis

Tables 2.2 — 2.9 illustrate the effect of global financial crisis on Post Yugoslav countries, first, by
measuring creation and bursting the bubble in GDP growth between 2005 and 2010, and second, by
aggregate indicators: misery index (unemployment rate plus inflation rate), imbalance index (current
account plus budget deficit), macro-economic aggregate indicator (GDP growth — unemployment rate —
inflation rate- budget deficit — current account deficit), as well as by the indicators of fiscal vulnerability
and performance of banking sector.

Bubble in GDP growth

Table 2.2: Creation and bursting of bubble

COUNTRY GDP | GDPpc | Ga Gmax | Gmin VG= | Gmax-Ga | Gmin-Ga
2009 | 2010 | avge Gmax-
year year | Gmin
World 58260 | 10000 | 2.70 | 4.056 |-2.32 9 |6.37 1.35 -5.02
BaH 170 [4409 |1197|6.837 |-2919 |9.74 -4.86 -14.88
Croatia 63.0 13754 | 054 |5.06 7 |-5999 |11.05 |4.52 -6.53
Kosovo 54 3059 |6.15 |[6908 290 9 |4.00 0.75 -3.25
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sign of domestic weaknesses of the economy and its economic policy and, at the same time, they can
indicate economic problems imported from abroad.

Table 2.4: Disequilibrium — Imbalances: balance of payments/GDP + balance of budget/GDP

COUNTRY GDP | GDPpc 2005 | 2006 | 2007 | 2008 2009 | 2010 | 2011
2009 | 2010 %

World 58260 | 100

BaH 170 |44 -147|-51 |-95 |-16.5M | -10.7 | -10.1 | -9.7

Croatia 63.0 | 137 93 |96 |-97 |-102M |-93 |-6.1 |-7.5

Kosovo 5.4 31 -93 |-54 |-17 |-154 |-17.8|-18.9|-27.9M

Macedonia | 9.2 45 23 |-15 |-64 |-130M|-94 |-53 |-8.0

Montenegro 4.1 65 -10.5 -20.7 -329 -50.1M -34.7 -



Table 2.5: Macroeconomic performance index:

GDP growth



Table 2.6 gives information on debt burden of Post Yugoslavs at the end of 2010 (last available data).
Data on Kosovo are not available. At the end of 2010, public debt was not too large, but external total
debt was unsustainable for most. Public debt was less than 50% of GDP for all, which satisfies the
Maastricht criteria as benchmark. Gross external debt, which includes private plus public external debt,
was much higher exceeding 100% for Croatia, Slovenia and Montenegro. For debt servicing, crucial is net
debt obtained by subtracting claims from gross debt, for which, unfortunately, data are not available.
Calculation of the stock of debt minus foreign exchange reserves gives some additional information.

Foreign exchange reserves were sufficient for most countries, if measured in relation to short term debt
and in months of imports. Reserves were smaller than short term debt only for Croatia, Macedonia and
Slovenia with later having debt in “domestic currency €”. They satisfy desired minimum of 3 months of
imports for all countries with data available, except Montenegro and Slovenia. In 2010 net inflows of FDI
were significant only in Montenegro.

Table 2.6: Vulnerability: FISCUS, in % BDP, 2010 — INDEBTEDNESS

COUNTRY GDP | Debt | Gross Reserves | Res/ | Res/ External | Net
(IMF) | public | Debt Debt | Months | Debt - FDI
Exter short | of Reserves
Total | Private term | import
BaH 16.6 |39.7 |56.9 |309 20.5 196.5| 3.5 36.4 0.1
Croatia 60.7 | 40.6 |102.1| 735 24.7 71.5 77.4 0.7
Kosovo

Macedonia 9.1 24.6



B&0O0O9

Serbia 38.1 | 449 |831 |59.1 35.7 184.1 | 6.8 47.4

3.0

Slovenia 43.0 |38.0 |115.2|65.7 2.3 8.5 0.3 112.9

Source: EBRD Transition Report 2011

Banking sector in foreign hands - sensitive to outflows in global financial crisis

Table 2.7: Banking in Post Yugoslav countries

COUNTRY GDP  Assets/ Owners Domestic Foreign Deposits/

GDP, %
2009 State % Private% % GDP, %




of nonperforming loans in total loans extended by banks was more than 10%, which is close to critical,
of all banking loan portfolio except for Slovenia (2.2%) and Macedonia (9.5%). After 2010, the quality of
loan portfolio is definitely deteriorating further. In addition, problem with loans in foreign exchange,



Approximation to the EU is at various stages

Table 2.9: The approximation of Post-Yugoslavs to the EU

COUNTRY

GDP

2009

GDPpc

2010 %

EU +

EMU

EU

Only

EU

Access

EU

candidate

EU
potential

candidate







Following the EBRD Transition Report we define exposure as sum of shares of EU (PIIGS) in country’s



2.2.4. Comparing situation in Post Yugoslav countries in 1990 with situation in 2010

Table 2.12: Comparison of differences among Post Yugoslav countries between 1989/90 and 2009/10 -
in GDP, GDP pc, unemployment

COUNTRY GDP | GDPpc | Ga GNP GDP GSP | GDP | A% | Un | Un
2009 | 2010 Pc,90 Pc,10 90 |10, share | 90 | 10
S10=100 | Slo=100 | %Yu | %sum % | %
World 58260 | 10000 | 2.70
BaH 170 | 4409 |11.97 |33 19 124 | 8.9 -35 |21 |28
Croatia 63.0 | 13754 | 0.54 |62 60 256|331 |75 9 |13
Kosovo 5.4 3059 |[6.15 |20 13 19 |28 0.9 39 | 37
Macedonia | 9.2 4460 | 0.61 | 33 20 54 |48 -06 |23 |33
Montenegro | 4.1 6510 |2.50 |36 28 18 |21 0.3 22 |18

Serbia 430 5269 -090 55 23 33.3



five. On aggregate level of unemployment is higher in 2010 than what it was in 1990, but the misery is
presently much smaller, as inflation rate does not exceed 5% on average, while in 1990 it was 587%.

Table 2.13: Comparison of GDP growth rates of former Yugoslav Federal units

COUNTRY Growth | Growth Growth | GDP2022 | Pop |Pop |A
70-89 91-10 05-10 1990 | 2010 | Pop
Ga 345 | Ga 3.28 | Ga 3.34 mio | Mio

Gaw 3.70 | Gaw 2.59 | Gaw 2.14

B&H 35 11.97 3.55 21.5 45 |38 |-0.7
Croatia 3.1 0.54 1.53 68 47 |44 |-03
Kosovo 3.6 6.15 4.98 11.7 20 |22 |02
Macedonia | 3.6 0.61 3.58 10.0 21 12,1 |0

Montenegro 3.4 2.50 4.53



were growing only slightly faster in last 40 years (3.45% to 3.70%) with some lagging in first twenty years
still being in ex-Yugoslavia (3.45% to 3.70%) and some exceeding in period of their independence 1991-
2010 (3.28% to 2.59%). During period 2005-2010 of global financial crisis Post Yugoslav countries were
growing on average significantly faster than world on average (3.34% to 2.14%).

Intra-group, growth was much more stable in times of ex-Yugoslavia, followed in variability by period
2005-2010 and with huge differences in growth rates in period 1991-2010, due to the effect of war
activities and international intervention.



Economic development consists of economic growth (measured by GDP and GDP per capita growth) and
growth of supra-structure (social, demographic, ecologic, political life, equality, education, etc.), which
both constitute growth of welfare of people as the ultimate goal of country (society) system and
policies.















a) For Post Yugoslavs as a group aggregate factor endowments utilization is 46 out of 7 x 22 = 154



3.2.3 Scenarios for acceleration of economic growth in Post Yugoslav countries

At the moment Post Yugoslav economies as a whole achieve less than 30% utilization of the world
frontier in production factor potentials. The predicted average 3.3% yearly GDP growth, based on them,
is not sufficient to decrease their lag to advanced economies.

Proper economic reforms and changes in economic policies can increase capacity utilization of existed
and new production factor closer to world frontiers and thus accelerate economic growth of Post
Yugoslav countries in the future. Several alternative scenarios could be applied which differ in intensity
of production factor improvements. Three scenarios are envisaged: active system reforms and policy
changes could improve factor potential utilization by 50%, 66%% or 100%, that is from 46/154 to
69/154, 77/154 or 92/154. Even with these improvements a lot of space would remain for further
improvements, as the highest proposed 100% growth of factor utilization in Post Yugoslav countries as a
group will bring facto utilization only to 60% of achieved world frontier.

With them the average predicted GDP growth rate for Post Yugoslav should also increase by half, 2/3, or
100%, that is from ceteris paribus factor utilization situation leading to 3.3% GDP growth, to 4.9%, 5.5%
or 6.6% growth rates, if homogeneous production function of first degree is assumed.

Scenario for new forecast is that the average 2005-2010 growth rates will be adopted for 2010-2012
period and after that gradually increased in three years 2013-2015 to new higher rates which will be
then adopted for the remaining period 2016-2022. This gives forecast of GDP growth in Table 3.3. for
next decade until 2022.

Table 3.3: Accelerated GDP growth rates for Post Yugoslav countries under different scenarios of factor
utilization improvements: 50%, 66%, 100%, in Million current $

COUNTRY Gb  a)Gb+5 b)Gb+  c)Gb
0% 66% +100

05- %

10
GDP2009



58260 80341
B&H 17.0 3.55 | 5.25 5.89 710 |18 309 |19 326 21362 |15 26.8
Croatia63.0 | 1.53 | 2.30 2.54 3.06 |13822 |13839 1.4 872 | 1.2 76.7
Kosovo 5.4 498 747 8.27 996 2.3 125




Yugoslav countries, but probable still no sufficient to enable real convergence of these countries to the
EU. This shows how difficult and almost unachievable goal is real convergence for Post Yugoslav
countries.

In table 3.3 for each country Post Yugoslav country simulations of future GDP grows give different
results. For Slovenia, for instance, GDP would increase from 2009 to 2022 by 34% in basic scenario, and
by 58% in scenario of largest GDP acceleration.

Literature and sources

Blanchard O. and all ed.: In the Wake of the Crisis, MIT Press and IMF, Cambridge, 2012

The EBRD Transition Report, London, 2011

The EU Enlargement Progress Report, Brussels, November 2011

Gospodarska gibanja, EIPF, Ljubjana, different issues

The IMF World Economic Outlook 2011, 2012 and Supplement 2012; Washington DC, October 2011,
October 2012 and January 2012



Stiblar F.: The Balkan Conflict and Its Solutions, Manet, School of Law, University of Ljubljana, Slovenia,
2007

Stiblar F.: The Impact of Global Crisis on Montenegro and the Western Balkans, CBCG, Podgorica, 2009

Stiblar F.: Balkan Economies in Turmoil, TASAM Conference, Instanbul, April 2012

Stiblar F.: Economic Vision 2022 for Balkans, mimeograph, August 2012,



