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Abstract:

In this chapter we analyse the level of inequalityWestern Balkan countries,
particularly in Albania, Bosnia and Herzegovina, datia, Macedonia,

Montenegro and Serbia, during the past ten yearsquality is one of the main
challenges both for the economic theory and ecoeswii the world today. Wage
gaps widened and household income inequality iredan a large majority of
OECD countries in the three decades before thenteeeonomic crisis. Before
the economic crises countries of Western Balkarioregecorded economic
growth. There was an increase in GNI per capita &l all over the region.

The data on inequality in western Balkan countiaes scarce — they are not
available for all countries for the whole period @32011. According to
available data Croatia, Montenegro and Serbia belaiw the group of the
countries with low level of inequality, while Macsth and Bosnia and
Herzegovina have medium level of inequality. Thghdst levels of Gini

coefficient over the period are present in Bosniad aHerzegovina and
Macedonia. While in Serbia this indicator decreased in Montenegro it was
stable, in other countries it slightly increasedp® period.
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INTRODUCTION

At the 2011 World Economic Forum in Davos, incomequality and corruption
were stressed as the two most serious challendey.tthequality has increased
between nations over the last half century — ireothords richer countries have
generally grown faster than poorer countries, a&s ahalyses of World Bank
economist Branko Milanovic’s shows (Milanovic, 200ble also points out that
inequality within countries has increased over flast two decades (lbid). In
addition, the feature of global capitalist marketomomy is “a staggering
inequality, with a vast yawning gap between thébglelite and the vast mass of
humanity” (Nolan, 2007:120). Thus, the global inglify has risen significantly.
In his recently published bookhe Price of Inequalitywhere he discusses the
causes and consequences of huge inequalities imidanesociety, Joseph Stiglitz
points out that the price of inequality is thaisitveakening society, economy and
democracy (Stigliz, 2012). Therefore, a researchinequality, its sources and
trends, is of particular importance today.

In this chapter we aim to examine the trends ofjuadity in Western Balkan
countries. In the first section, we define whatquality entails, how it is
measured and why it should be in focus of our &tienin the second section, we
analyse inequality trends with focus on Westerrk&ad countries.

WHAT IS INEQUALITY, HOW WE MEASURE IT AND WHY WE
SHOULD CARE ABOUT IT?

Inequality as defined by standard Cambridge English Dictipriara ,lack of
equality or fair treatment in the sharing of weatih opportunities between
different groups in society”. According to a dictazy definition and our
everyday usage, this term implies certain ethicalcepts on desirability of a
system of rewards, and as such it is discussedonalnrand political philosophy.
However, in economics, inequality is more *“valueutnally” defined as
dispersion of a distribution of income, consumption some other welfare
indicator or attribute of a populatid(Litchfield, 1999). The main reason for this
“purification” from its normative aspects might laythe fact that economics has
been striving to be (come)positivesciences focusing on “technical” aspects of
production distribution, andconsumptiorof goods and services.

* Due to the data availability, the inequality icéme is the most frequently analysed and
discussed. In this chapter we will focus on incamequalities and when using a term
inequality we will presume inequality in income. Whwe speak of other sources of
inequality we will specify whether it is wealth,rgumption or some other indicator.
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When talking about inequality, we are in the bran€distribution, which refers
to the way that total output, income, or wealtlisgtributed among individuals or
among the factors of production (labour, land, eapital).Marginal productivity
theory of neoclassical school has been dominant theopjaging distribution
since mid-nineteenth century. It argues that thwagie higher productivities earn
higher incomes which reflect their greater contidu to society, where
competitive markets through the laws of supply dathand determine the value
of each individual's contribution (Stiglitz 2012yhe main point of this theory
may be summarized in: “to each according to whathe the instruments he
owns produces” (Friedman 2002). If someone is nanking market will reward
him with higher income, while someone else miglfer leisure over work and
hence a lower income. Market also awards those sathve and valuable skills
since they contribute to the society more. Thus“tleutral” market serves to
equalize individuals’ differences. In this theotlie social contribution of each
worker is equal to his compensation, when worketh Wigher productivity get
higher pay. In other words, as proponents of fremrket economy argue,
distribution in free market economy is a resultrwdtural” forces of the “game of
skill and chance”.

However, it could be argued that distribution ig ac“technical” problem but
rathera social issugor how Mill nicely put it: “Distribution of wealt is a matter
of human institution solely. The things once themsnkind, individually or
collectively, can do with them as they like. Then@lace them at the disposal of
whomsoever they please, and on whatever termshdtyiin the social state, in
every state except total solitude, any disposaltevea of them can only take
place by the consent of society, or rather of thelse dispose of its active force.
The distribution of wealth, therefore, dependshmnlaws and customs of society.
The rules by which it is determined, are what tpaions and feelings of the
ruling portion of the community make them, and eeey different in different
ages and countries; and might be still more differié mankind so chose.” (Mill,
1909). In other words, the system of distributiamp(icitly) refers to certain
values on how society (or as Mill argues “rulingrtpm of the community”)
perceivegusticeandfairness.

In a free society, argues Hayek, there will besdrithution in accordance with the
perceived value of a person’s actions and sertwedhers and a distribution in
accordance to benefits to others is a major pattestandard (Hayek1972). There
will and should be inequalities in “end resultsice everyone does not produce a
value for the others and it jast that those producing more value benefit more.
The only thing that matters is equality of treattn@md opportunity, securing that
anyone has a chance to succeed. However, marketndb@perate in a vacuum.
In fact, it is prone to fail and market failuresng distortions between social and
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individual interests. To mentioexternalities when “one party’s action can have
large negative or positive effects on the otherwbich he does not pay or reap
the benefits” (Stiglitz 2012, 34), ament seekingvhen a party is “getting income
not as a reward in creating wealth but by grabbiteyger share of the wealth that
would otherwise have been produced without thdorgf(lbid, 32). Stiglitz has
well documented how rent seeking by financial sestplayers (in forms of
predatory landing and abusive credit cards prastitsicked out money from the
rest” and brought America into Great Recessiondpemg huge inequalities in
income and wealth (Stiglitz 2012). Thus, a systémistribution and inequalities
it creates are not only a result of abstract maftiates, they are the result of
government policies (or more broadigstitutional force}, which may be shaped
by the interests of certain groups (such as formgta the policy of regressive
taxes in the USA when supper rich pay on averagrerdax rate than those less
well off)), or they may be in the interests of adler community (for example
through the system of public education or mediaakel Stiglitz argues that
inequality (he speaks of America’s, but it could e analogy referred to the
other countries as well) is cause and consequeitte golitical system failure,
and it contributes to the instability of the ecomonsystem, which in turn
contributes to increased inequality.

Distribution from which those who can impose theterests and declare them as
societal interests benefit more, certainly is nptsh nor fair society. The question
that rises is what are the economic implicationsigh income inequalities? In
other words, how economic growth and income ingtiealare related? Kuznets
in his paper orEconomic Growth and Income Inequalgyblished in American
Economic Journal in 1955, analyses whether digiohuf income increases or
decreases in the course of country’s economic ¢roBased on the data on
Germany, England and United States, a “scant sdnaglehe argues, Kuznets
concludes that “the relative distribution of incqras measured by annual income
incidence in rather broad classes, has been maewgrd equality” (Kuznets
1955: 4). He further discuses causes of such tremtls analyses are
“summarised” into famous Kuznets’ curve which iradies that inequality grows
with economic growth and then decreases after tainernverage income is
attained. However, it should be noted that Kuzrntsself points out that his
analyses are “perhaps 5 per cent empirical infaonatand 95 per cent
speculation, some of it possibly tainted by wishtlihking”. He furthermore
stresses “that our knowledge of it is inadequateil that there is a need for
further studies in the field, and more in detaiderstanding of the issues of
causes and consequences of income inequalities.

Stiglitz's major subject of doctoral dissertation MIT was inequality. As he
explains, he “took some of the standard assumpt{ofswvhat is called the
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neoclassical model) and showed that under thosemgs®ns there should be a
convergence to equality among individuals. It wésarc that something was

wrong with the standard model.” (Stiglitz 2012, XX\We furthermore argues

that inequality destroys growth, pointing out onpénigal evidences that countries

with high inequalities do not grow as well and treeg less stable. He stresses
that it is not an accident that in the period rifpetfore the Great Depression
inequality reached another peak just like it didthe years before the Great
Recession.

Next question is how we measure inequalities. Tleagures presented in this
chapter are given in accordance to the World Bamdserty and inequality
indicators. The most commonly used measure of mdgus Gini-coefficient
The coefficient varies between 0, which reflectmptete equality (which would
be the case if income or consumption were sharg@daportion to the population
— for example bottom 10 per cent getting 10 petsehthe income) and 1, which
indicates complete inequality (one person has hadl income or consumption,
while the others have none). More-equal societage HGini coefficients of 0.3
(30) or below, while the most unequal societieseh®ini of 0.5 (50) or more.
Another measurement Eheil-indexwhich is part of a larger family of measures
referred to as the General Entropy class. Thiscaidr is less commonly used
than the Gini coefficient, but it has an advantager Gini of being additive
across different subgroups or regions in the cguitrdisadvantage of both the
Gini coefficients and the Theil indices is thatytheary when the distribution
varies, no matter if the change occurs at the togt the bottom or in the middle
(any transfer of income between two individuals hasimpact on the indices,
irrespective of whether it takes place among tble, among the poor or between
the rich and the poorDecile dispersion ratiqresents the ratio of the average
consumption or income of the richest 10 percenhefpopulation divided by the
average income of the bottom 10 percent. This redio also be calculated for
other percentiles (for instance, dividing the ageraonsumption of the richest 5
percent — the 95th percentile — by that of the esibls percent — the 5th
percentile). Its advantage is that it is readilyeipretable, by expressing the
income of the rich as multiples of that of the podiinally, share of
income/consumption of the poorest ig@also an important indicator that tells us
about the share of income of the people at theotvottt should be stressed that
inequality could be analysed on several levels thiwicountries, between
countries (international inequality) and inequaligtween citizens of the world
(global inequality) (Milanovic 2005). In this chaptwe focus on inequality
within countries.

To conclude with Kuznets' words: “distribution isfacal point at which the
functioning of the economic system impinges upa@nttbhman beings who are the
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living members of society arfdr whom and through whoihe society operate”
(Kuznets 1955, 27, emphases added). The questitioviseconomic systems
have been functioning latefipr and through human beingéequality trends,
with focus on Western Balkan countries, are disetiss the section that follows.

INEQUALITY IN WESTERN BALKANS COUNTRIES

In this section we will first give an overview dfd inequality indicators in OECD
countries, and then we will focus on developmernt arequality indicators in
Western Balkan countries.

OECD publicationAn Overview of Growing Income Inequalities in OECD
Countries: Main Findinggoints out: “In the three decades prior to theentc
economic downturn, wage gaps widened and houselmadme inequality
increased in a large majority of OECD countriesisTaccurred even when
countries were going through a period of sustaieeghomic and employment
growth. Over the two decades real disposable hald@hcomes increased by an
average 1.7% a year in OECD countries. In a largj@nity of them, however, the
household incomes of the richest 10% grew fastan those of the poorest 10%,
so widening income inequality. In OECD countrieday, the average income of
the richest 10% of the population is about ninestirthat of the poorest 10% — a
ratio of 9 to 1. However, the ratio varies widelgrh one country to another. It is
much lower than the OECD average in the Nordic amahy continental
European countries, but reaches 10 to 1 in ltapad, Korea, and the United
Kingdom; around 14 to 1 in Israel, Turkey, and thdted States; and 27 to 1 in
Mexico and Chile. The Gini coefficient, stood at average of 0.29 in OECD
countries in the mid-1980s. By the late 2000s, hawneit had increased by
almost 10% to 0.316. Significantly, it rose in 1f7tlke 22 OECD countries for
which long-term data series are available, climbsygmore than 4 percentage
points in Finland, Germany, Israel, Luxembourg, N&saland, Sweden, and the
United States. Only Turkey, Greece, France, Hungarg Belgium recorded no
increase or small declines in their Gini coeffiteerincome inequality followed
different patterns across the OECD countries awee.tlt first started to increase
in the late 1970s and early 1980s in some Engfpgialsing countries, notably the
United Kingdom and the United States, but alssiadl. From the late 1980s, the
increase in income inequality became more widespréhe latest trends in the
2000s showed a widening gap between rich and pobiomly in some of the
already high inequality countries like Israel ahd tUnited States, but also — for
the first time — in traditionally low-inequality catries, such as Germany,
Denmark, and Sweden (and other Nordic countriekrevinequality grew more
than anywhere else in the 2000s. At the same tiGiele, Mexico, Greece,
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Turkey, and Hungary reduced income inequality atersibly — often from very
high levels. There are thus tentative signs of ssiiate convergence of inequality
levels towards a common and higher average levalsacOECD countries.
Increases in household income inequality have tegely driven by changes in
the distribution of wages and salaries, which aotdor 75% of household
incomes among working-age adults. With very fewegtions (France, Japan,
and Spain), the wages of the 10% best-paid wothkare risen relative to those of
the 10% lowest paid. This was due to both growegiegs’ shares at the top and
declining shares at the bottom, although top earrsaw their incomes rise
particularly rapidly. Earners in the top 10% haeet leaving the middle earners
behind more rapidly than the lowest earners hawn lkifting away from the
middle.”(OECD 2011: 22)

What is the level of inequalities in the WesternlkBas (Albania, Bosnhia-
Herzegovina, Croatia, Macedonia, Montenegro ani&& To answer this
guestion, firstly, we will analyse some indicat@fseconomic development in
Western Balkan countries for the past decade, fogusn economic growth
(measured by gross domestic product (GDP) growthganss national income
per capita (GNI per capita) growth) and the levél hmman development
(measured by human development index (HDI)). Them, will focus on

inequality indicators, particularly, inequality adied HDI, Gini coefficient and
share of income by the poorest 10 and 20 per cent.

The data on economic development are summarisihe inext table.

Table 1: Selected Development Indicators for WBrdaes in last decade

| ear | Popuaton | CEParont | pobcuent | o
international $)
2001 4,440,000 3.7 11,450
2002 4,440,000 4.9 12,370
2003 4,440,000 5.4 12,970
2004 4,439,000 4.1 14,200
'% 2005 4,442,000 4.3 14,930 0.780
8 2006 4,440,000 4.9 16,330 0.785
2007 4,436,000 51 18,250 0.791
2008 4,434,000 2.2 19,650 0.795
2009 4,429,000 -6.0 19,040 0.793
2010 4,418,000 -1.2 18,680 0.794
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Q| ear | Popuaton | CoParont | ppbcuens | o
international $)
2011 4,407,000 0.0 19,330 0.796
2001 2,016,075 45 5,790
2002 2,022,255 0.9 5,960
2003 2,027,819 2.8 6,350
% 2004 2,033,039 4.6 6,970
< 2005 2,038,109 4.4 7,720 0.704
5 2006 2,043,091 5.0 8,730 0.708
§ 2007 2,047,922 6.1 9,050 0.71R
= 2008 2,052,524 5.0 10,600 0.725
2009 2,056,769 -0.9 11,130 0.725
2010 2,060,563 1.8 11,100 0.725
2011 2,063,893 3.0 11,490 0.728
2001 630,299 1.1 6,870
2002 628,594 1.9 7,170
2003 627,500 25 7,530
o 2004 626,912 4.4 8,050
> 2005 626,739 4.2 8,320 0.757
15 2006 627,074 8.6 10,500 0.76p
é 2007 627,962 10.7 12,410 0.76[7
2008 629,185 6.9 13,850 0.771
2009 630,435 5.7 12,870 0.768
2010 631,490 25 12,790 0.76p
2011 632,261 25 13,720 0.771
2001 7,503,433 5.3 6,170
2002 7,500,031 4.1 6,550
2003 7,480,591 2.7 6,920
© 2004 7,463,157 9.3 7,750
< 2005 7,440,769 5.4 8,410 0.744
@ 2006 7,411,569 3.6 9,310 0.749
2007 7,381,579 5.4 9,910 0.754
2008 7,350,221 3.8 11,200 0.760
2009 7,320,807 -3.5 10,900 0.761
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| ear | Popuaton | CoParont | pobcumens | o
international $)
2010 7,291,436 1.0 11,090 0.764
2011 7,261,000 1.8 11,640 0.766
2001 3,077,378 7.0 4,820
2002 3,089,778 2.9 4,980
2003 3,106,701 5.7 5,350
2004 3,124,861 5.9 5,770
© 2005 3,141,800 5.5 6,220 0.721
E 2006 3,156,607 5.0 7,000 0.724
< 2007 3,169,665 5.9 7,390 0.729
2008 3,181,397 7.7 8,280 0.733
2009 3,192,723 3.3 8,560 0.734
2010 3,204,284 35 8,570 0.737
2011 3,215,988 3.0 8,900 0.739
2001 3,748,370 4.4 5,200
© 2002 3,775,883 5.3 5,440
S 2003 3,782,717 4.0 5,700
08; 2004 3,781,358 6.1 6,140
§ 2005 3,781,001 5.0 6,610 0.71
S 2006 3,781,588 6.2 7,400 0.720
§ 2007 3,779,034 6.8 8,150 0.7256
S 2008 3,774,164 5.4 9,000 0.730
@ 2009 3,767,683 2.9 8,900 0.730
2010 3,760,149 0.8 8,870 0.731
2011 3,752,228 1.7 9,200 0.738
*Data for 2010

Source: World Bank Data, Human Development Reports

The data show that there was an economic growah Western Balkan countries
during the period 2001 — 2008, prior to the crigis2009, the greatest recession
was present in Croatia, reaching -6%, while theyotbuntry escaping the
recession was Albania, with annual GDP growth 8f@.at the time. While all
other countries managed to get back on track tevipraduring the following
2010, the recession in Croatia stopped only a lpear.
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Figure 1: GDP growth in Western Balkan countrieghie period 2001 -2011
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All Western Balkan countries are in the group ofddhe-income countries.

Analysing the gross national income per capitafastern Balkan Region during
the past decade, one can easily notice a signifiesa of this indicator achieved
in all countries in the years before the criseserifin 2009 due to a negative
economic growth rates, GNI per capita decreasedn®ihe 2010 and 2011 the
GNI per capita has been rising again.

Figure 2: GNI per capita in Western Balkan courgrie the period 2001 -2011
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According to Human Development Index (HDI) all warst Balkan countries
possess a medium level of human development. Met ¢¢ human development
has been slightly increasing in all countries dyiihe last five years of the past
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decade. However, there are certain differences gmiba countries. Croatia

thought the period has the highest level, while dimia is on the lowest level of
human development among the Western Balkan coantrie

Figure 3: HDI in Western Balkan countries in theipd 2005 -2011

0,82
0,8

0,78 - ._it—'"'"'* & & —4— Albania
0,76 —% —=—B&H
0,74 —ﬁ —e— Croatia
0,72 - ———

0,7 N 7 == Macedonia
0,68 = Montenegro
0,66 —0—Serbia
0,64 T T T T T T 1

2005 2006 2007 2008 2009 2010 2011

Source: UNDP, Human Development Reports

However, when compared by inequality adjusted HDheasure introduced in
2011, Montenegro is a country with the highest l@fehuman development in
the region, while Croatia deteriorated the most pisture of the human
development level.

Figure 4: Inequality adjusted HDI in Western Balkaountries in 2011
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All Western Balkan Countries have high levels oemmployment through the
period. However, the unemployment rates differ tigio the region. Croatia and
Albania recorded relatively low levels in comparisto other countries of the
region, while Montenegro recorded the greatestedese of unemployment — from
41.6% in 2001 to 15.1 in 2009. The data on unenmpéoyt rates as percentage of
total labour force given in accordance to EBRD dafaresented in the next table
and in the figure.

Table 2: Unemployment in Western Balkan Countnesé period 2001 -2009

2001| 2002| 2003| 2004| 2005| 2006| 2007| 2008| 2009
Albania 16.4 15.8| 15.0| 14.4| 14.1| 13.8| 13.2| 12.7| 13.7
B&H 40.2| 41.0] 42.1| 429| 42.0| 44.8| 28.9| 234| 24.1
Croatia 164 145| 14.4| 13.8| 12.3| 105 9.7| 87| 9.2
Macedonia 30.9 31.9| 36.7| 37.2| 37.3| 36.0| 34.9| 33.8] 32.2
Montenegro, 41.6| 40.2]| 38.5| 29.3| 25.2| 20.6] 16.8| 14.4| 151
Serbia 26.4 29.0] 31.7| 31.6] 324| 33.2| 29.8] 28.4| 27.9

SourceEBRD, Economic Data

Figure 5: Unemployment in Western Balkan Countries

in the period 2001-2009
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Before we precede to the analyses of the inequaliticators in Western Balkan
countries, we will give a brief overview of the Guoefficients in the European
Union. The Gini coefficient, when analysed for ERJ indicates that inequality in
old member states is low. It is slightly higher the 12 New Member States
indicates, though it decreased over the period 20049. Estonia, Greece Spain,
Italy, Latvia, Lithuania, Poland, United KingdompiRania, Portugal recorded
Gini coefficients over 30 through the period 2022, while the most equitable
countries are Sweden and Slovenia with Gini beléw 2

Table 3: GINI coefficient in European Union

[aN) ™ < Lo © N~ o0} (o2} o —
GEO/TIME s|8|8|8|8|8|8|8| 3|8

[qV} (V] (V] (V] (V] [qV} [qV} [qV} [qV} [qV}
European Union
(15 countries) / 30 30 299 295 30.2 30.7 30.4530Q.
New Member States
(12 countries) / / 374 33 330 31.8 31.3 30.7.330
Belgium / 28.3| 26.1 28.0 27)8 26/3 2415 26.4 26.6.32
Bulgaria 26 24 24 2% 31.p 35/3 359 334 33.2 |/
Czech Republic / / / 26.0 25|3 253 247 2b.1 2428.2
Denmark / 248 23.9 23 23|7 252 251 26.9 26.9.8P
Germany / / / 26.1 26.8 304 30.2 291 2p.3 29.0
Estonia 35 34 374 3471 33|11 334 309 314 313931
Ireland / 30.6) 3153 31.9 319 313 299 288 33.2
Greece / 341 33.0 332 343 343 334 33.1 329
Spain 31 31 30.7 318 31|2 31.3 31.3 3.3 339 B34.0
France 27 271 28.2 2771 27,13 26.6 2p.8 29.9 298
Italy / / 33.2| 32.8 321 322 31,0 315 312 /
Cyprus / 27| |/ 28.7 28.8 29,8 283 29.1 2.1 /
Latvia / / / 36.1| 39.2 354 37)7 3714 36.1 3b.2
Lithuania / / / 36.3 35.0 33.8 340 355 36.9 3p.9
Luxembourg / 27.§ 26.5 265 278 214 2YV.7 29.292727.2
Hungary 24 27 |/ 27.6 333 25|6 252 247 24.1 26.9
Malta / / / 269 27. 26.83 279 27|12 284 2.4
Netherlands 21 27 |/ 2609 26/4 216 2Y6 2A7.2 2558p
Austria / 27.4| 25.8 26.2 253 26|12 26.2 257 26.5.32
Poland / / / 35 338 322 320 314 31.1 311
Portugal / / 37.8§ 38.1 37[ 368 358 354 33.7234.
Romania 30 30 31 31 33 37/8 36.0 349 33.3 33.2
Slovenia 22 22 |/ 23.8 23[r 232 234 227 23.8 238
Slovakia / / / 26.2 28.1 24b 23|7 248 259 /
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AN [a2] < Tp} © N~ o0} (@] o —
GEO/TIME s|8|8|8|8|8|8|8| 3|8

(qV] N N N N (qV] (qV] (qV] (qV] (qV]
Finland 26 26/ 25.5 26.0 259 262 26.3 259 25.4.825
Sweden 23 |/ 23.0 234 240 234 240 248 241 p44
United Kingdom 35 34 |/ 346 325 326 33.9 32.4 033/
Iceland / / 241 25.1 26.8 280 27.3 296 257 236
Norway / 26.6| 25.2 28.2 311 23|17 251 24.1 23.6.922
Switzerland / / / / / / 32.0 30.p 29|6 /
Source: SILC

The data on inequality in western Balkan countdes scarce — they are not
available for all countries for the whole period02€2011. According to the

available data Croatia, Montenegro and Serbia Igeltin the group of the

countries with low level of inequality, while Macmuia and Boshia and
Herzegovina have medium level of inequality. Howewehile in Serbia this

indicator decreased and in Montenegro it was statlether countries it slightly

increased. The highest levels of Gini coefficiemerothe period are present in
Bosnia and Herzegovina and Macedonia. While theme share of the highest
10% is above 20% in all countries and it has ingreatrend in all countries

except in Serbia, the income share of the lowe%t iObelow 4%. The income
share of the lowest 10% is the lowest in Maced@riih on average 2.3% of the
total income.

When inequality indicators of Western Balkan coiastrare compared with the
EU New Member States, it is noticeable that whiledhe New Member States
inequality has decreasing trend, in the Westerrkdalcountries it has been
increasing through the period in all countries gxée Serbia and Montenegro.

It should be pointed out that while all countriesarded economic growth in the
years before the crisis, most of them also recoidegtase in inequality, which
indicates that the wealthy benefited more fromabenomic growth. The data on
available inequality indicators are summarizechi;next table.

Table 4: Selected Inequality Indicators for WB Cinigis in last decade

Albania
Indicator ‘01 | ‘02 | ‘03 | ‘04 | ‘O5 | ‘06 | ‘O7 | ‘08| ‘09| ‘10| ‘11
GINI index 28.2 31.1| 33.0 345
Income share held by
fourth 20% 22.7 22.6(22.3 20.9
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Income share held b
highest 10% 22.6 24.4| 26.1 29.0
Income share held by
highest 20% 37.4 39.5/41.2 43.0
Income share held b
lowest 10% 4.0 35| 33 3.5
Income share held by
lowest 20% 9.1 8.2| 7.8 8.1
Income share held by
second 20% 134 12.7/12.2 12.1
Income share held by
third 20% 17.4 17.0| 16.5 15.9

Bosnia and Herzegovina
Indicator Name ‘01| ‘02| ‘03| ‘04| ‘05| ‘06| ‘07| ‘08| ‘09| ‘10 | ‘11
GINI index 28.0 35.8 36.2
Income share held by,
fourth 20% 22.6 22.3 22.7
Income share held b
highest 10% 22.8 27.7 27.3
Income share held by
highest 20% 37.2 43.1 43.2
Income share held b
lowest 10% 3.8 2.9 2.7
Income share held by
lowest 20% 9.1 7.0 6.7
Income share held by
second 20% 13.6 115 11.3
Income share held by
third 20% 175 16.1 16.1
Croatia

Indicator Name ‘01| ‘02| ‘03| ‘04| ‘05| ‘06| ‘07| ‘08| ‘09| ‘10 | ‘11
GINI index 31.1 29.0 33.7
Income share held by,
fourth 20% 22.5 22.6 21.6
Income share held b
highest 10% 24.6 23.2 27.5
Income share held by,
highest 20% 39.6 38.0 42.0
Income share held b
lowest 10% 3.5 3.7 3.3
Income share held by
lowest 20% 8.3 8.7 8.1
Income share held by
second 20% 12.7 13.3 12.2
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Income share held b
third 20% ’y16.9 17.4 16.2
Macedonia, FYR
Indicator Name ‘01| ‘02| ‘03| ‘04| ‘05| ‘06| ‘07| ‘08| ‘09| ‘10 | ‘11
GINI index 38.8/39.0|38.9(39.1|42.8 44.2| 43.2
Income share held by
fourth 20% 22.3122.2|122.6|22.7|21.7 21.0({22.0
Income share held b
highest 10% 29.3|29.7|29.2| 28.9| 32.7 34.5/32.4
Income share held by
highest 20% 45.2| 45.5|45.0| 45.3|48.6 50.3( 48.9
Income share held b
lowest 10% 241241 24]23|21 2220
Income share held by 4
lowest 20% 6.0| 6.1| 6.0, 58 5.3 54 5101
Income share held by | 14 g/197|10.7| 10.5| 9.7 93| 95
second 20%
Income share held by
third 20% 15.6/ 15.6| 15.7| 15.6| 14.6 14.0| 14.5
Montenegro
Indicator Name ‘01| ‘02| ‘03| ‘04| ‘05| ‘06| ‘07| ‘08| ‘09| ‘10 | ‘11
GINI index 30.1|29.3(30.8( 30.0
Income share held by
fourth 20% 22.522.8|23.0|22.4
Income share held b
highest 10% 24.0|123.1|23.9(24.1
Income share held by
highest 20% 38.9 38.1|38.9| 38.8
Income share held b
lowest 10% 36| 36| 33| 3.6
Income share held by d
lowest 20% 8.5| 8.6/ 81 8.1
Income share held by
second 20% 13.0 13.2|12.8|13.1
Income share held by
third 20% 17.117.4|17.3|17.2
Serbia
Indicator Name ‘01| ‘02| ‘03| ‘04| ‘05| ‘06| ‘07| ‘08| ‘09| ‘10 | ‘11
GINI index 32.7|32.8/32.9| 33.4(29.6| 29.4| 28.2| 27.8
Income share held by
fourth 20% 22.1122.2|22.3|22.5|22.6| 22.5|22.5|22.8
Income share held b
highest 10% 26.3|26.1| 26.0| 26.1|23.6| 23.5(22.8| 22.2
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Income share held by

highest 20% 40.9/40.9/41.1|141.1|38.3| 38.2| 37.4| 36.9

Income share held b

lowest 10% 32(32|33(29|35|36|39]|37

Income share held by

lowest 20% 80| 78| 7.8/ 7 84 8.

152
©
(=Y
(o]
(o]

Income share held by

second 20% 12.5/12.4|12.3|12.3]13.3| 13.3| 13.5| 13.7

Income share held by

third 20% 16.6/16.7|16.6|16.7|17.4|17.4|17.5/17.8

SourceMWorld Bank Data

At the end, we will summarise the main causes efjirlities in transitional and
Western Balkans countries, according to the studiedertaken on the topic.
Leinter and Stehre in their study point out threeugs of variables which are
particularly important for explaining patterns efeguality in Western Balkan
countries and these are socio-demographic varialelegployment status and
education. (Leitner, Stehrer, 2009). Milanovic &rdado in their research on the
economic reform influences on inequalities in timsal countries found out that
“economic reform (measured by the EBRD index) isorgjly negatively
associated with bottom deciles’ income shares asitipely with income shares
of the top two deciles. However, once economicrrafis broken into its different
component parts, the picture is more nuanced: dsecgie privatization and
infrastructure reform (mostly consisting of privaiion and higher fees) are
responsible for this pro-inequality effect while alvscale privatization tends to
raise income shares of the bottom deciles. Acdiderin growth is also pro-rich.
On the other hand, democratization (measured by thigy measure) is strongly
pro-poor, as is lower inflation. Somewhat surpggm we find no evidence that
higher government spending as share of GDI rediuaguality” (Milanovic,
Ersado, 2008: 25).

We can conclude that while Western Balkan countiage low or medium levels
of inequalities as measured by the Gini coeffigié@ris noticeable that there is an
increasing trend of inequality in most countriesha region.

CONCLUSION

In this chapter we discussed inequalities with foon Western Balkan countries.
While mainstream economic theory predicts that ie tourse of country’s

development the level of inequality would decredbe, world today in fact is

facing increasing inequalities, both in developed developing countries.
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During the past decade, particularly before theis@ll Western Balkan countries
recorded economic growth, though on different peses erratic. The data on
inequality in western Balkan countries are scartkey are not available for all
countries for the whole period 2001-2011. Accordiaghe available data, with
the Gini coefficient of around 0.3, Croatia, Morggro and Serbia belong to the
group of the countries with low level of inequalityHowever, while in
Montenegro and Serbia this indicator decreasetler countries it slightly
increased over the period. The highest levels of Goefficient over the period
are present in Bosnia and Herzegovina and Maceddnhen inequality
indicators of Western Balkan countries are compavit the EU New Member
States, it is noticeable that while in the New Memlstates inequality has
decreasing trend, in the Western Balkan counttieas been increasing through
the period in all countries except in Serbia andhidnegro.

We can conclude that while Western Balkan countreage low or medium levels
of inequalities as measured by the Gini coeffigi@ns noticeable that there is an
increasing trend of inequality in most countriesha region.

References

[1] Hayek, F (2011) The Constitution of Liberty, ChioagUniversity of
Chicago Press.

[2] Kuznets, S. (1955) Economic Growth and Inequalitthe American
Economic Review, XLV (1).

[3] Leitner, S., Stehrer, R. (2009) Determinants ofglradity in Selected SEE
Countries/ Results from Shapley Value Decompositiorhe wiiw Balkan
Observatory, Working Papers084, The Vienna In&titfdr International
Economic Studies, Vienna

[4] Mill, J.S. (1909) Principles of Political Economy with some of their
Applications to Social Philosophlypndon; Longmans, Green and Co.

[5] Milanovic, B. (1995) Poverty, Inequality, and Sdcpolicy in Transition
Economies, Policy Research Working Paper 1530, Werld Bank,
Washington

[6] Milanovic, B. (2006) Global Income Inequality/ Whdtis and Why it
Matters, World Bank Policy Research Working Pap8653 The World
Bank, Washington

[7] Milanovic, B (2005) Worlds Apart/ Measuring Intetimaal and Global
Inequality,Princeton University Press

[8] Milanovic, B., Ersado, L. (2008 ) Reform and inelgya during the
transition/ an analysis using panel household surdata, 1990-2005,
DRAFT VERSION.



Bojana Radovanogj Dragan Filimonoud 453

[9] Nolan, P. (2007) Capitalism and Freedom/ The Copteary Character of
Globalization, London/ Anthem Press.

[10] Stiglitz, J (2012) The Price of Inequality, New ¥brW.W. Norton &
Company.

[11] European Bank for Reconstruction and DevelopmentBRIE,
http///www.ebrd.com/pages/research/economics.shtml

[12] World Bank, World Development Indicators, http///wwvorldbank.org/

[13] United Nations Development Programme, UNDP, Humasvelbpment
Reports, http///hdr.undp.org/en/





