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ABSTRACT

Real convergence has been considered a fundamental pillar of the European Union and has become
more and more debated with the accession of the countries from Central and Eastern Europe to the
European group. The main purpose of this paper is to study the economic growth and the real
convergence within the enlarged European Union. Moreover, we have tried to analyze the social
dimension of the convergence by including in the study three indicators of the labor market:
employment rate of young people, compensation of employees and tertiary education attainment. In
order to analyze the process of real convergence, we have calculated the coefficient of variation
taking into consideration two main clusters of countries: The Old Member States and the New
Member States. Our study suggests that the Community’s economic landscape continues to be
dominated by significant gaps between countries. As far as the well-being of the European citizens
is concerned, our study suggests that within the New Member States cluster, the gaps have
constantly diminished starting with 2004. In contrast, in the Old Member State group, the economic
divergences have been accompanied by discrepancies in the labor market. Although there were
voices that argued that the enlargement of the European Union would undermine its economic and
political power, it seems that the New Member States group is making important progress in terms
of economic convergence, also enhancing the well-being of its citizens.
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1. INTRODUCTION

Real convergence has been considered a fundamental pillar of the European regional integration
process and is referring to the process of reducing the development gaps between poor and rich
economies. The concept was popularized in the second half of the 20'" century and has become
more and more debated with the accession of New Member States to the European Union (EU).
Real convergence could be considered a key-principle of the European integration process, being
closely correlated with the objective of reaching economic, social and territorial cohesion between
the European nations and regions. The literature referring to the real convergence concept is vast
and well researched, but theoreticians haven’t found a common ground regarding its definition,
scope, types and factors on which it depends. The main purpose of this paper is to study the real
convergence process both from the perspective of macroeconomic and social indicators. In this
respect, we have compared the performances of two cluster of countries - the Old Member States
and the New Member States - taking into consideration the GDP per capita and three indicators of
the labor market, respectively: employment rate of young people, compensation of employees and
tertiary education attainment. In order to study the economic convergence and the well-being of the
European citizens within the two groups of countries, we have used the coefficient of variation.
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2. LITERATURE REVIEW

2.1 Economic growth and convergence

At the end of the 20" century, the subject of real convergence has become more and more debated
both by researchers and by political decision-makers. According to Matkowski & Prochniak (2007),
real convergence defines the trend of reducing the gaps in terms of income and development
between economies — income convergence — and the similarity of business cycles between countries
— cyclical convergence. The two categories of convergence are independent. Consequently,
countries that have similar income levels do not automatically record a synchronization of business
cycles. According to the analysts, the two categories of convergence are influenced by the
cooperation between economies, notably through trade and capital flows, labor movement and
technology transfer.

Marelli (2007) noted that real convergence could be analyzed from two main perspectives. In the
long term, real convergence involves the reduction of the structural disparities between countries or
regions in order to reach similar equilibrium states, accordingly to the conditional convergence
hypothesis. This framework which was popularized by Chenery (1960) states that there is a close
link between the development level of countries and regions and their economic structure.
According to Marreli, this theory could explain the link between the development level in some
regions of Southern and Eastern Europe and the predominant specialization in the agricultural
sector.

A topic of great importance for the researchers interested in the theoretical and empirical studies
was that of economic growth — convergence. In this respect, researchers have focused on the
determinants of productivity and income gaps between countries and regions. Solow (1956)
considered that economic integration would favor the convergence process taking into consideration
its positive influence on the free movement of production factors. In this respect, Solow
demonstrated that economies would achieve the same level of development (steady state) over time.
Consequently, in the exogenous growth (neoclassical) framework, all the countries with similar
technological characteristics would tend to reach the same prosperity level in long run. According
to Beylunio™glu et al. (2018), economies with the same productivity level will grow at the same rate
and reach the same equilibrium state. Mankiw et al. (1992) expanded the Solow model by including
the accumulation of human capital, population growth and physical capital, concluding that these
determinants explain the differences between countries in the Solow’s model. From the perspective
of Mankiw et al., the model proposed by Solow does not present convergence, but the conditional
convergence.

According to Barro (1991), the assumption that less developed economies tend to grow faster than
the richer economies seems to be inconsistent with the contemporary macroeconomic framework.
Consequently, Barro (1992) assumes that the growth rates have a low correlation with the initial
GDP per capita. In response to the vulnerabilities of Solow's theory, researchers (Romer, 1986)
developed a new theory, including increasing yields and technological changes within the
production function. The term endogenous growth encompasses theoretical and empirical papers
that started to be published in the 1980s. Recent studies on endogenous growth have expanded the
neoclassical framework by including in the econometric models other determinants such as
decreasing yields, the exogeneity of technological change and the investment in human capital.

2.2 The social dimension of real convergence

The expansion and the deepening of the European Community challenged the contemporary

scientific thinking, posing into the question the desiderate of the regional group to reach social and

economic cohesion. With the recent internal turbulences, ranging from the governmental debt crisis
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to the exit of the Great Britain, theoreticians and decision makers shifted their attention from the
economic indicators to other determinants, such as the citizen’s well-being and happiness. In this
respect, analysts such as Diener et al. (1999), Di Tella et al. (2000), Neumayer (2003), Hagerty &
Veenhoven (2003), Giles & Feng (2005) have gone beyond the economic dimension, being
interested in explaining the link between the national prosperity and citzens’ well-being.

Welsc & Bonn (2008) studied if the subjective well-being (the happiness of citizens) is influenced
by the macroeconomic determinants. In this respect, analysts identified that EU’s Member States
were converging in terms of subjective well-being at the end of the last century. According to the
authors, the convergence of the macroeconomic conditions, mainly the inflation rates, had a
determinant impact on the citizens’ happiness. Moreover, analysts have pointed out that the
importance of macroeconomic indicators has changed over time. While in the early 1990s, inflation
rates caused divergences between states in terms of life satisfaction, in the 21% century, the income
disparities between countries and regions influence the people’s subjective well-being.

Diener et al. (1999) highlighted that there is a strong and positive link between the national welfare
and subjective well-being. According to analysts, the link between the prosperity of nations and the
subjective well-being of citizens is partly influenced by the adjacent features of economies, such as
the existence of a democratic framework in which citizens' rights are respected and where the
equality of opportunities and the smooth functioning of the market economy are promoted.

Giles and Feng (2005) studied the relationship between the real convergence process, measured by
GDP per capita and population welfare, taking into consideration five social indicators: Gini index,
life expectancy at birth, population poverty rate, participation rates in tertiary education and
environmental degradation. In this respect, the analysts included data on fourteen OECD member
states for the period 1960-1995, pointing out that the relationship between prosperity and well-being
exists only in some social indicators. Analysts have identified that there is a correlation between
prosperity and life expectancy at birth, and the rate of participation in tertiary education. In contrast,
the authors have not identified evidence to root out the relationship between the Gini coefficient and
the income level.

Di Tella et al. (2000) studied the relationship between macroeconomic trends and the happiness of
citizens, bringing to the forefront the effects of the recession on the welfare of the population. In
this respect, analysts included in the econometric model data including 12 states from Europe and
United States and 250,000 citizens. Di Tella et al. demonstrated that favorable macroeconomic
changes, including an increase of GDP/capita, have a positive influence on the level of happiness of
citizens. At the same time, the analysts studied if the improvement of the macroeconomic indicators
led to a permanent or a temporary welfare for citizens, identifying evidence in favor of both. In this
respect, Di Tella et al. have shown that the positive effects of increasing GDP per capita diminish
over time as citizens get used to the increase in national prosperity. However, experts have stressed
out that not all positive influences on the population disappear over time.

From another perspective, Madzik et al. (2015) studied the relationship between state
competitiveness and citizens' standard of living, demonstrating a strong and positive link between
the two indicators. The analysts identified some groups of countries with similar characteristics in
national competitiveness or living standards. In this respect, Madzik et al. (2015) have studied the
performances of the states in particular activities, highlighting that Estonia is the leader in labor
market efficiency, and Czech Republic in terms of business sophistication. According to the
analysts, the performances of states recorded in some activities contribute to the creation of the best
practices in those fields. These practices can be easily adopted by other member states of the
cluster, given the similar macroeconomic characteristics all the members of the group have.
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3. METHODOLOGY AND RESULTS

3.1 Methodology

In order to study the process of convergence within the EU, we have taken into consideration the
economic and social dimensions. In this respect, we did a comparative analysis between the GDP
per capita recorded by the Old Member States and the New Member States. Moreover, we have
tested the hypothesis that the gaps within and between these groups of countries reduce in time
using the coefficient of variation (c-convergence). Referring to the well-being of the citizens, we
have considered the following indicators of the labor market: employment rate of young people,
compensation of employees and tertiary education attainment. In order to study the convergence of
the citizens’ well-being, we have calculated the coefficient of variation for the two cluster of states
— Old Member States and New Member States.

3.2 The economic axis

In order to compare the economic performances recorded by the two cluster of states - the Old
Member States and the New Member States — Figures 1 and 2 illustrate the GDP per capita,
calculated as a percentage of EU (28). In this respect, the highest GDP per capita in the European
Union was recorded in 2018 by Luxembourg (318%), being followed by Ireland (216%) and
Denmark (166.9%). The lowest values of GDP per capita in this cluster of countries were recorded
by Portugal (64.3%) and Greece (55.8%).
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Figure 1. The GDP per capita in the Old Member States in 2018 (percentage of EU28 total per
capita, current prices)
Source: Eurostat

Referring to the New Member States, the data provided by Eurostat illustrates that the highest
values in terms of GDP per capita were recorded by Malta (82.6%) and Cyprus (78.5 %). In the
Central and Eastern Europe group of countries, the best performances were registered by Slovenia
(71.6%), Estonia (64.0%) and Czech Republic (63.4%). The lowest values were still recorded in
2018 by Romania (33.7%) and Bulgaria (25.9%). In conclusion, at Community’s level, there still
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are significant economic gaps between and within the two cluster of countries — Old Member States
and the New Member States.
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Figure 2. The GDP per capita in the New Member States in 2018 (percentage of EU28 total
per capita, current prices)
Source: Eurostat

In order to study the process of real convergence within European Union, we have calculated the
coefficient of variation based on the GDP per capita (current prices). This indicator indicates if the
discrepancies within and between the groups of countries decreased in time or on the contrary, if
they increased. Figure 3 illustrates that the economic gaps between all the 28 Members diminished
with 12% between 2004 and 2018. However, the divergences increased within the Old Member
States cluster in terms of GDP per capita, as the coefficient of variation raised with 30% during the
analyzed period. As far as the New Member States, they succeeded to reduce the discrepancies
between them with almost 48%. Consequently, it seems that while the New Member States are
catching up, the Old Member States are dominated by significant gaps.
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Figure 3. The coefficient of variation of GDP per capita (current prices) between 2004 and
2018
Source: Authors’ processing based on data provided by Eurostat
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3.3 The well-being axis

Apart from studying the economic performances of the European Union’s Member States, another
purpose of this paper was to do a comparative analysis between the well-being of the citizens from
the two clusters of countries. Our hypothesis was that at Community’s level, it hasn’t been reached
so far the desiderate of convergence in terms of living standards of the citizens. In this respect, we
have calculated the coefficient of variation taking into consideration three determinants for the
citizens’ well-being: employment rate of young people, compensation of employees and tertiary
education attainment.

In this respect, Figure 4 illustrates the evolution of the three indicators in the Old Member States
between 2004 and 2018. According to our calculations, there was an increase of the divergences
within this group in terms of the employment rate of the young people, with 38%. The value of the
compensation of employees within the Old Member States had a predominantly stable trend during
the 15-year period, while the divergences between countries in terms of tertiary education
attainment decreased with 23%.

Coefficient of variation

Figure 4. The coefficient of variation of employment rate of young people, compensation of
employees and tertiary education attainment in the Old Member States between 2004 and
2018
Source: Authors’ processing based on data provided by Eurostat
Figure 5 illustrates the coefficient of variation calculated for the three indicators of the labor market,
which are representative for the well-being of the citizens from the New Member States,
respectively: employment rate of young people, compensation of employees and tertiary education
attainment. In contrast with the trend recorded within the Old Member States group, where the
divergences in the employment rate of young people increased, in the New Member States, the
values of this indicator converged in the last 15 years. As a result, the divergences decreased with
almost 30%. The divergences in the sphere of compensation of employees slightly increased in the
New Member States, with 4%, while the gaps in the education attainment diminished with 31%

between 2004 and 2018.
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Figure 5. The coefficient of variation of employment rate of young people,
compensation of employees and tertiary education attainment
in the New Member States between 2004 and 2018
Source: Authors’ processing based on data provided by Eurostat

Overall, our analysis suggests that although the New Member States are still behind the Old
Member States in terms of the economic performances, measured by GDP per capita, this group of
countries is making important steps in terms of reducing the disparities between them. Moreover,
we have illustrated that the New Member States have recorded significant improvements in terms of
convergence of the labor market indicators.

4. CONCLUSIONS

In conclusion, the main purpose of this paper was to study the real convergence process within the
European Union, bringing to the forefront both the economic and social dimensions. As far as the
economic axis is concerned, we have illustrated that there persist significant gaps between and
within the two clusters of countries — Old Member States and New Member States. However, the
countries that joined the European Union in 2000s recorded between 2004 and 2018 significant
improvements in terms of economic convergence. In contrast, our analysis illustrates that within the
Old Member States, the gaps in terms of GDP per capita are more and more prominent. In order to
study the well-being of the European citizens, we have taken into consideration three indicators
representative for the labor market: employment rate of young people, compensation of employees
and tertiary education attainment. We have concluded that the New Member States cluster is
converging also in terms of these factors. In contrast, in the Old Member States cluster, we have
identified divergences in terms of the employment rate of the young people. Overall, our analysis
suggests that besides the economic policies, the European decision-makers should design and
implement more effective measures aiming to improve the convergence of social indicators between
countries.
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