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SOCIO-ECONOMIC DYNAMICS OF CEE COUNTRIES
WITHIN THE EUROPEAN UNION

Integration processes are a growing trend in tbbajleconomy: the circle of participating
countries is expanding; new forms and directionmt@rnational cooperation are appearing.
The experience gained by the developing countfi€eatral and Eastern Europe proves the
diversity of national models of participation inoeomic integration processes, as well as to
the ambiguous results of their implementation. ideo to ensure national competitiveness
and security, it is necessary to ensure the diieatbn of the forms and directions of
integration processes. The specifics and ambiguwounsequences of the CEE countries
development within the EU are of particular intétesdeveloping countries located in close
proximity to the borders of this integration asstion. The lessons of the integration
association of Europe are in many respects valdfabldoldova, Belarus and Ukraine.
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1. INTRODUCTION

Fundamental systemic transformations in the CEEht@s and those from the post-
Soviet space determined the desire and participaifothese states in the processes of
European integration. Fifteen years after the lmame enlargement of the EU, questions
about the results of integration remain relevarnh lior the regional association as a whole
and for the new members — transforming economildé® specifics and ambiguous
consequences of the development of these countries within the EU are of particular interest
to developing countries located in close proximity to the borders of this integration
association.

2.METHODOLOGY OF RESEARCH

Research methods in the investigation and elaiboraf the scientific approach have
served: induction and deduction, logical analysisl @ynthesis, investigation method,
analogy and comparison.
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The region of Central and Eastern Europe (CEEnbeg transform from a historical
and geographical concept into a geopolitical ertityhe end of 1989. The question of which
countries are part of it still remains open: thisreo consensus on the identification of this
region in international economic practice so faari international organizations include
in the CEE region the former socialist states «ft&ia Europe that are not members of the
CIS. In addition, a number of researchers inclibdsged on their accession to the European
Union, CEE and the former Soviet Union republicatvia, Lithuania and Estonia (Grigas,
2013). Currently, 11 states with a transformingrecoy are EU members — these are
Bulgaria, Hungary, Latvia, Lithuania, Poland, Romaalovakia, Slovenia, Croatia, Czech
Republic and Estonia.

The effectiveness of integration, in accordandé tiie general scientific approach, can
be determined by the ratio between the resultseaeti and the costs incurred. It is quite
difficult to compare the various goals and resaftshe country’s participation in various
international integration projects, taking into agnt the short and long term, as well as the
associated set of national costs — losses. Theredften, in order to assess the economic
efficiency of European integration, individual maeconomic indicators that most
adequately reflect the socio-economic dynamice®BU member states are used. Among
them we can mention:

« annual GDP growth rate;

« level of national unemployment and migration;

« volume and geography of export and import;

* R&D expenses.

Important features of the integration models afrtdes with transforming economies
that have a fundamental impact on the consequerideld enlargement are:

« focus on external sources of economic growth, ngagm capital inflows from

developed EU countries;

 reorientation of national industrial productiontb@ external market, and above all,

to the EU market;

« integration of real sector enterprises into globalue chains of European

multinationals;

« offer of sufficiently qualified and cheap labourde.

By the time of accession to the EU, CEE countras,a whole have successfully
overcome the most difficult stage of socio-econortignsformation and achieved
macroeconomic stabilization. In the early yearg Huropean Union experienced an
economic boom in these countries caused by a catibmof various factors. Among
them:

« liberalization of trade and access to the Europaarket,

< influx of advanced technologies and foreign direotestment from developed

European countries,

« expansion of domestic demand,

« use of price and social dumping.

In the short term, the admission of new membethéd=U had a positive effect on the
overall dynamics of the EU’s GDP, as the averagevtr rate in the “new” countries was
higher than in the “old” countries. The highestwtio rates were observed in the Czech
Republic and Slovakia. In the “new” EU member satper capita GDP increased
significantly, by 8-12%. Moreover, according to &oean experts, the access of the “new”
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EU countries to the pan-European market had agréaapact than the customs union and
labour migration. Thus, the customs union and ntigmacaused an increase in consumption
by 1-2%, while access to new markets — by 9%.

In 2004, the year most CEE countries joined the GDP growth was high in: Latvia
(8.3%), Lithuania (6.6%), Estonia (6.3%), Slovata3%), Slovenia (4.4%) and Hungary
(5.0%). The catalyst for the economic recovery damestic demand, which grew due to
higher wages and higher employment. In the CzeguBRe&, GDP, driven by domestic
demand, peaked at 6.5% in 2005, in Latvia — 10a19d,in Estonia — 9.4% (table 1).

Table 1. GDP growth dynamics in CEE and theEane, 2000-2018 (%)

2000 | 2001 | 2004 | 2005 | 2008 | 2009 | 2012 | 2013 | 2016 | 2017 | 2018
(Fizsfﬂ)lic 4,3 2,9 4,9 6,5 2,7 -4,8 -0,8 -05 25 4,4 2,9
Hungary 42 | 38| 51| 44 09 -66 -16 211 23 41 49
Poland 4.6 1,2 51 3,5 4,2 2,8 1,6 1.4 3,1 4,8 5,1
Slovenia 4,2 2,9 4.4 4 3,3 -7.8 2,7 -1n 3,1 419 45
Slovakia 1,2 3,3 5,3 6,8 5,6 -5,4 1,7 1,b 3,1 3,2 4,1
Romania 2,5 52| 10,4 4,7 9,3 -5,5 2,1 3.p 418 Y 41
Bulgaria 4.8 3,8 6,4 7,1 6 -3,6 0 0,% 3,0 3,8 31
Croatia 38| 35| 39| 41 2 7.3 -283 -0p 3p 29 26
Latvia 54 6,5 83| 10,4 -3,3 -144 4 2,4 2,1 4,6 4,8
Lithuania 38| 65| 66| 7,71 26 -14838 | 35| 24| 41| 35
Estonia 10,6 | 6,3 6,3 9,4 -5,4 -14)7 4,3 1,9 35 4.9 3,9
Eurozone 3,9 2,2 2,3 1,7 05 -45% -09 -0)2 1)9 2\4 1,9

Source: compiled by the author based on World Baté ¢http://www.worldbank.org).

The economic development of the countries of Géaind Eastern Europe, which have
demonstrated impressive economic growth and inorgasell-being of the population
since the beginning of the 2000s, was interruptedhle global financial and economic
crisis. The year 2009 was the most unfavourable iyethe process of Euro-convergence
of developing countries. For most of them, it taknost a decade to achieve pre-crisis
indicators of GDP growth, and a number of countfialtic countries, Romania) were not
able to restore high rates of development of thnal economy.

The transition period in CEE countries, from thement of their accession to the
European Union, is considered completed, but thisschot exclude the preservation of
significant specifics, problems and difficultiestiee functioning of national economies and
institutions of the political organization of sotyie

The countries of the region are still experien@agous economic problems, noticeably
aggravated during the global financial and econagnigis. In the current conditions, the
stable development of the economy is hampereddigrfasuch as

« limited and inconsistent demand,

« weak investment activity,

 lack of internal resources for restructuring andieraization.

It is important to note that the economic laghaf thew” countries from the “old” in the
EU was reduced not only due to the relatively rapadnomic growth in most CEE
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countries, but also due to the growing crisis imedeped European countries. Stagnation in
the Eurozone, which has reduced the import need¥eastern European companies, has
turned for CEE countries to a sharp slowdown, angbime cases, a halt in export growth.
As a result, in Romania, Croatia, Hungary, the GZeepublic, an economic recession was
again noted, and the economy of Bulgaria, Sloveaiae into a state of stagnation.

The average GDP growth rate in CEE countries tt82@ached 4%, which is twice as
high as in the Eurozone (table 1), but is not sidfit to bring economies closer together.
Despite some success on the path to reform, thdefmpeen the countries of Central and
Eastern Europe and the developed Western couhaigesot been reduced much. According
to IMF forecasts, the total GDP of CEE in 2018-20&Pincrease by no more than 3% on
average per year, lagging behind global econonae/r.

Despite a significant share of 11 transforming Giekntries into the EU (40% of 28
countries in the regional block), their economidegmbial is insignificant: the combined
GDP of these countries in 2017 amounted to onl96805 EU GDP (table 2).

Table 2. Share of the country’s GDP in thalt@&DP of the EU, 2017 (%)

Poland 3,0 Bulgaria 0,3
Czech Republic 1.3 Croatia 0,3
Romania 1,2 Lithuania 0,3
Hungary 0,8 Latvia 0,2
Slovakia 0,6 Estonia 0,2
Slovenia 0,3 Total 8,5

Source: calculated and compiled by the author baseita from http://ec.europa.eu/eurostat.

At the same time, the largest contribution to tibial GDP of the EU was made by
Poland — 3%, Czech Republic — 1.3%, Romania — 1H%agary — 0.8%, which in general
makes up two thirds of the total GDP of CEE. Thaaming economies of this region are
marked by scanty shares in the total EU GDP: Slaval0.6%, Slovenia, Bulgaria, Croatia
and Lithuania 0.3% each, Latvia and Estonia 0.2&h.ea

One of the significant problems in the historiegblution of the EU was overcoming
the gap between prosperous and lagging regionsemenwwith each new member of the
European Union, it only increased. The great mgjasf the “new” CEE countries are
poorer than the poorest EU members — 15. Of thendil®n people living in the new EU
states, more than 98 million live in regions whegee capita income is less than 75% of the
average for the Union. In order to “pull up” laggibehind, a so-called “rapprochement
policy” was carried out: funds were allocated frapecial rapprochement funds for
structural transformations in the underdevelopegbres of the EU.

An acute socio-economic problem for many CEE coesit to some extent, was the
outflow of the working populationThe massive migration of labour from developing
countries to the EU-15 exceeded all expectatiohert8erm forecasts determined labour
migration from East to West of Europe at the |efe800—350 thousand people in the early
years of expansion. According to long-term foregatte total volume of labour migration
was estimated at around 3 million people, thabidy 1.2% of the working population of
the Eurozone in 2020. However, this forecast igrfan true, according to the World Bank
(table 3).
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Already the first years of CEE membership havenshthat the percentage of labour
force from these countries in the EU-15 marketstéadily increasing, especially after a
restraining three-year transition period, indicatgdsome Western European countries
(Great Britain, Austria and Ireland). The unempl@nrate in the “new” EU countries has
decreased not so much because of the increase muthber of employed, as because of
the reduction in the number of working populatigmirparily their new generations), as
well as because of significant emigration of citizéo Western Europe after the possibility
of free, visa-free movement all-over the EU tergito

Table 3. Dynamics of labour migration from CEE coig#, thousand people

2002 2007 2012 2017 | Population for 2018,
million

Bulgaria 85500 | 83742 | -24.472|  -24,001 7,024,216
Czech Republic | 47,402 | 250,889|  59,997| 59,997 10,625,695
Estonia 18406 | -15151 | -10516|  -4,999 1,320,884
Hungary 61589 | 25150 | 29,999| 29,999 9,768,785
Lithuania 209104 | -150.930| -146.217  -25,00( 2.789,533
Latvia 72490 | 86594 | -83.325|  -50,000 1,026,542
Poland 183471 | -178.456|  -73.997]  -50,004 37.978,548
Romania 468,204 | -774.651| -299,997  -150,000 19,473,036
Slovakia 1,199 8,855 11,346 4,999 5,447,011
Sovenia 14,008 | 39,348 | 16,571 6,002 2,067,372
Eurozone 6.731514| 4,671,862 1,929684 3,318,998 341783171
Croatia 2580 | -10499 | -32,772|  -40,000 4,089,400

Source: compiled by the author based on data frbe World Bank (http://www.
worldbank.org).

The maximum outflow of the working population (radhan 774 thousand people) was
noted in Romania in 2007, when it joined the EUsubsequent years, migration from
Romania decreased, but the country still leadkigibdicator in this region. A significant
outflow of the population is also observed in thati® countries, especially in Lithuania
and Latvia, if we take the indicator of the totapplation of these countries as a basis.

The gloomy situation with the population outfloswiot observed in all countries of this
region. The Czech Republic, Hungary, Slovenia, Sluvakia became attractive for the
influx of labour force from European developing eomies. In Poland, the outflow of
labour resources is gradually decreasing, for coisma, if in 2002 more than 183 thousand
people emigrated, in 2017 — only 50 thousand pefgalde 3).

The volume of labour migration from CEE is insaiint to significantly affect the
structure and levels of wages in the EU labour eiatkOf major concern in European
recipient countries is migration from third cousgi Currently, the population of the
European Union is growing due to the influx fronrdhcountries, on average by 1 million
people per year.

In most CEE countries, labour resources are raetlneeause of migration outflows and
due to the population ageing, which in the neaurtwill lead to a decrease in economic
growth and an increase in budget deficits.
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A complex characteristic of the integration praessin the economy is the high share
(more than 50%) of mutual trade between the statdke integration association. The
enlargement of the EU caused a steady increasenmmodity flow, the share of intra-
regional trade in their total volume in almostalntries, which indicates the strengthening
of trade relations with partners in the Union. Aetsame time, the enlargement led to
a reduction in bilateral trade between old partrfeict which shows a slight weakening of
trade relations between the countries that makéegore of the EU.

In the group of CEE countries (primarily in HungaSlovakia, the Czech Republic),
output on the domestic market is declining. Thesetries have chosen an export-oriented
development model. They are trying to fit into ghebal division of labour, entering foreign
markets with their products and, at the same tigieing domestic markets to more
competitive foreign goods. For some countries, narrungary, the Czech Republic,
Slovakia and Slovenia, there is an increase iraimdustry trade with the EU countries
(tables 4 and 5). For these countries is observedrwing of the gap with the EU-15
countries in industries with intensive use of skiltechnologies and R&D, while in
Romania, Bulgaria and Poland this gap is not narmgw

Table 4. The volume of exports of goods and sesviit€CEE countries, % of GDP

2000 | 2001 | 2004 | 2005 | 2008 | 2009 | 2012 | 2013 | 2016 | 2017 | 2018

Czech Republic | 48,2 49 | 57,3 62,2 63, 587 742 76,9 7p,6 19,7 878,
Hungary 66,7| 64,7/ 59,9 62,5 79383 744 86,4 857 89,7 885574
Poland 27,2 27,2 344 346 37P 372 444 463 52,2 54,531
Slovenia 50 | 51,7 55| 59, 66,1 572 731 745 7y.8 829 852
Slovakia 54,1| 57,8| 68,7 72 80| 67/6 914 938 9835 969 97,3
Romania 216| 22,1 2571 245 262 26 374 399 412 415 641,
Bulgaria 36,5 351| 41,3 42,9 52p 42|13 608 649 64.0 67,45 ¢
Croatia 36,5| 38,7 39,9 394 385 345 415 42,7 48,7 511,24
Latvia 36,9| 38,1 39,5 432 395 426 613 60,3 60 61,1 9358,
Lithuania 385| 44| 47,3 538 57,1 519 816 841 74,1 80.9 382,
Estonia 616| 61,3] 61,9 659 668 608 86 843 776 165 275,
Eurozone 353| 353| 351 364 398 349 43 432 44 454 458

Source: compiled by the author based on data frbe World Bank (http://www.
worldbank.org).

Successful adaptation to the capacious and hidh-teuropean market and its
requirements has improved the position of EU newersrim global markets in general. This
group of countries began to actively use the EW@smunitarian mechanisms to protect
their positions in the Union’s single internal metrkas well as for economic expansion into
the markets of third countries. Their share in Waxports increased from 1% in 1992 to
2.5% in 2018. On average, only the Czech RepubliEYR 10.5 billion), Hungary (+ EUR
4) and Poland (+EUR 3.6 billion) have deficit-frieeeign trade and trade within the EU
(http://dealerpride.ru/vnzh/the-countries-of-theamean-union-for-a-year-the-economy).

Assessing the results of the socio-economic teainsdtion in CEE countries, we are
bound to note a significant change in the geogagbisiructure of the foreign trade of these
states. The main trading partner for the countoshe region is the European Union
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(primarily Germany and France), which account fort6 70% of their foreign trade
turnover. German firms have strengthened theignatiion ties with Poland, Slovakia, the
Czech Republic, and Hungary. By organizing the potidn of certain parts and semi-
finished products in countries with cheap laboucég German companies significantly
reduced their labour costs. This fragmentation oidpction allowed limiting wage
growth in Germany and significantly increasing lab@roductivity (more than 20%)
(EBpomHTErpanys: BIWsSHHE Ha DKOHOMHYECKOe pasBuTHe...). Bonuses for countries
engaged in the production of components and integaats to the West represent
corresponding investments and a certain increagebisy however, with a significantly
lower salary than in Germany.

Economic dynamics in Central and Eastern Eurogbémear future will continue to
depend on import demand in Western European mametrnal sources of financing and
cross-border flows of long-term business capitablé 5).

Table 5. The volume of imports of goods and ses/ineCEE and the Eurozone, % of GDP

2000 | 2001 | 2004 | 2005 | 2008 | 2009 | 2012 | 2013 | 2016 | 2017 | 2018

Bulgaria 418 | 445| 525 576 7238 506 640 653 5p.7 63.B66H
Czech . 50.0| 50.3| 56.5| 59.8 611 548 714 711 718 12267
Republic

Estonia 649 | 65.3| 694 710 70.f 558 844 815 7385 12.Qa.7Y
Hungary 70.3| 66.0| 634 648 789 704 797 787 7p.7 80.4.78
Lithuania | 44.7 | 49.5| 54.4 611 68JF 536 808 828 728 718.D77
Latvia 449 | 48.4| 54.6| 571 52b 442 658 639 588 61.®55
Poland 33.6| 30.8| 36.9 357 429 38/0 449 444 4B2 150295
Romania 269 | 29.8| 349 348 390 324 425 40.7 4p.1 43494
Slovakia 56.6 | 65.8| 714 76.6 829 691 878 896 9p5 93.5.19
Slovenia 53.7| 52.8| 56.4 60.2 680 554 689 690 6B6 13577
Eurozone | 34.7 | 33.9| 33.1 349 386 33]3 403 398 399 41214
Croatia 39.6 | 42.2| 455 4585 46.p 38]2 411 423 4p.0 48894

Source: Compiled by the author based on data frone tWorld Bank

(http://www.worldbank.org).

The expansion of the freedom of movement of goedsjtal and labour is indeed
accompanied by an increase in economic activitynemease in the similarity of economic
structures, a convergence of prices for identicaddg and services, an expansion of
opportunities for competition and the adoption kifis technologies, and experience. At
the same time, the common European market doesipetsede market forces, but, on the
contrary, strengthens them.

The full opening of economy to foreign financiapital resulted in the virtually
uncontrolled credit expansion of West European bamkhe CEE region. The bulk of FDI
was not in joint ventures, but in enterprises wiff0% foreign participation, which are
poorly integrated into the national economy.

The high openness of small transformable economiekes them particularly
vulnerable against the backdrop of crisis situationthe global and European economies.
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Worsening of the economic situation, external fecctihat once contributed to their rise
automatically turn into brakes.

The unified domestic market, trying to “catch up® lagging participants, at the same
time creates less favourable conditions for theamtleaders. This forces the European
Union to periodically integrate additional stimularinto the integration mechanism to
improve the business and social environment, ardkt@lop special measures as part of
a common strategy or policy. Significant funds weaived from the EU Funds, in the
framework of regional policy, for the period 200013 by such countries as: Estonia —
EUR 3.45 billion, Latvia — 4.6, Lithuania — 6.9p8akia — 11.6, Romania — 19.7, Hungary
— 25.3, Czech Republic — 26.7, Poland — EUR 617l®hi(\Weresa, 2016).

Itis important to emphasize that unevennessisrent in a market economy and, within
reasonable limits, is a stimulator of developm@&hierefore, the European Union does not
aim at full equalization and does not transfergiablems of certain regions and categories
of the population to the supranational level ofggonment. In fact, the EU is limited to those
methods that do not reduce the effectiveness ofndndet system. When allocating funds,
the European Commission adheres to the principt®aimon benefits: money is allocated
for specific projects in which the European Unisririterested.

The intervention of the European Union in the iempéntation of a task, according to
the principle of subsidiarity, occurs when the expected final effect require§he essence
of the concept of subsidiarity is that only thossuies that cannot be resolved at a lower
level should be brought to the highest level of agement. Subsidiarity is declared as one
of the normative postulates of European integrafiational expenditures are replaced by
community expenses if the goals of the Union carbtsufficiently implemented by
individual countries and are only successfully egbd at EU level. This mainly happens
when financing activities within the framework o€ammon agricultural policy.

The lessons of the integration association of peirare in many respects valuable for
other developing countries, in the context of theier-opening global economic
environment. Moreover, the influence of the intéigra process components on the
development of lagging members of the group ighiermost part contradictory; it cannot
be unambiguously defined as positive or negative.

Distinctive features of the socio-economic dynandtthe CEE countries are:

» high level of openness of economies;

 increasing dependence of the socio-economic dewelap of these countries on

developed partners for EU integration association;

« focus on external sources of economic growth;

« outflow of labour force;

« reorientation of production from the domestic matkethe external one.

CEE countries, despite the obvious successestilifar from fulfilling the conditions
of monetary convergence, according to which thiatioin rate and interest rates should be
within strict boundaries of the average level &f three member countries of the Union,
which have the most stable prices and a stableagehrate. This implies joining the
European system of currency regulation and theilihalfor two years to exceed the
boundaries of the maximum limits of variation (maining inflation below 3% and interest
rates below 9%).

The convergence between Western and Central Euaspeell as between Eastern and
South-eastern Europe, however, may take longer dhéinipated. This is because in the
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longer term, the growth potential (maximum accelgt@boduction growth expected in the
economy) in most European countries is still sigaiftly lower than before the global
financial crisis.

With the further development of the CEE countribe,national identity of each of them
will grow. Each country faces a unique “set” of lpiems and needs. The tasks and
difficulties that arise in the Czech Republic, Estoor Slovenia, in their dimension, type
and level, are sharply different from the probleshdfomania or Poland. Therefore, it is
impossible to propose a single “average” developrpesject for all CEE countries.

It is important to note that any integration aityiwinder the influence of many factors,
circumstances and interests is interrupted by uaritisintegration trends (the collapse of
the USSR, Brexit, and the transformation of GUUAMNDIi GUAM). It is the interaction of
convergent and divergent vectors that acts as tamal source of development and
European integration. Moreover, under adverse ¢ondi “centrifugal” forces clearly
prevail over “centripetal” forces.

CEE countries set similar goals and used basitayame approaches and instruments
of integration policy. However, despite this, otlee past years they have not been able to
achieve equally successful results (table 6). Bason for this was both different starting
conditions, and miscalculations, errors of leadless were governing the country. In many
respects, the determining factor in the success mdrticular sector of the economy was
foreign investment, combined with government policgreating the necessary climate and
legal framework for investor interaction. In thedseeable future, the economic dynamics
in Central and Eastern Europe will continue to et a decisive extent on the demand
for imports in Western European markets, exteraatees of financing, and cross-border
flows of long-term business capital.

Table 6. Classification of CEE and Eastern Europénbgme, GNI / per capita in 2018,
according to World Bank criteria (https://blogs.vetirhnk.org/opendata/...)

High-income countries,

Upper middle income countries,

> USD 12055 USD 3996-12375
Slovenia............ 24580
Estonia ............ 21140
Czech Republic.... 20240 Romania ............ 11290
Slovakia ............ 18260 Bulgaria ............ 8860
Lithuania........... 17430
Latvia.............. 16510 Belarus ............ 5670
Hungary............ 14780
Poland............. 14100
Croatia ............ 14000

L ower-middle-income countries,
USD 1026-3995

Low Income Countries, < USD 1026

Moldova ............ 2980
Ukraine ............ 2660

*kkkk

Source: compiled by the author on the basis ofataytical classification and the World
Bank database (http://www.worldbank.org/ The WorlchiBaGross National Income per

Capita 2018).
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New EU countries today, as never before, are rfamfthe Maastricht criteria for

monetary convergence, the compliance with whiehpserequisite for joining the currency
union. This applies to inflation, to interest ratasdget deficits, and, in the case of Hungary,

to public debt (more than 70% of GDP).
So, the processes of European economic integrasicm ambiguous in their

consequences. Countries that play a leading rakgiional unions have more positive than
negative effects of integration. For less developedntries, the situation is reversed.
Therefore, the euphoria and rainbow myths are begptaced by a critical assessment of
European integration as an internally contradicfgrfgnomenon, with a serious opposition

to the interests of players.

In order to ensure national competitiveness awdrgg, it is necessary to ensure the

diversification of the forms and directions of igtation processe€nly balanced, taking
into account national interests, decisions and actions with partners on integration projects
can ensure real promotion of countries with emerging markets.
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