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Abstract

Main purpose of this scientific research is to analyze the countries in transition; in particular,
through this research we will explain the economic growth and its determinants in the countries
in transition. Referring to the fact that many ex-communist countries were faced with a
transition from a socialist economic system into the economic system of free market, and this
phase of transformation is also known as transition, we will analyze this phase in details. The
materials contained in this research are based on data taken directly from Financial Institutions,
European Central Bank, as well as many other relevant prestigious institutions of countries in
transition. The first section of this research begins with the introduction, presenting broadly
the economic growth in countries in transition and the manner of their transformation, as
well as the identification of hypothesis contained in this research. The second section contains
the review of the literature, where we have cited parts from many authors who conducted
studies in this broadly and productive field. In the third section are explained the mathematical
formulas, that specify the econometric model, as well as the method of assessment, i.e. multiple
regression analysis. Then, through the calculations of STATA, we will substitute the values of
variables obtained in formula and test them through the selected model. In the last section we
will interpret the outcomes derived from calculations in the program, supporting or dismissing
hypothesis presented in this scientific research. This scientific research is limited, because
many other important variables impacting the economic growth, such as instruments of
monetary and fiscal policy, economic freedom, etc., have not been incorporated.
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2. Introduction

This paper analyses several factors that had greater influence in the process of
economic growth in countries in transition. Communism in Eastern Europe and the
Soviet Union collapsed about twenty years ago. Despite this, the former communist
countries in general are still countries in transition, i.e. countries that are constantly
subject of reforms. However, an extremely long period of time has passed since the
end of communism and the transition process is, or should have been completed
largely, where based on this is reached the assessment on how the countries have
made efforts and progress in the transformation from a socialist economy into the
free market economy. Specifically, when communism began to fall in different
countries of the world, the western states had the hope that these countries will make
reforms in the judicial, economic, constitutional and democratic system and
commence, as soon as possible, the transition process by being transformed into free



215

IIPCCL Publishing, Tirana-Albania
Academic Journal of Business,  Administration, Law and  Social Sciences Vol. 1 No. 3

November 2015
ISSN 2410-3918
Acces online at www.iipccl.org

economies. Seeing such a situation in relation to the determinants of economic growth
in the countries in transition, many empirical researches and analysis are needed. In
order to determine the significance of hypotheses used in our research regarding the
economic growth in countries in transition, we applied the multiple regression analysis.
Therefore, through regression analysis, the concerned hypotheses presented in this
research will be confirmed or dismissed. Thesis and material contained in this research
is based on primary data taken directly from relevant financial institutions of countries
in transition. The first section of this research begins with the introduction and
identification of presented hypotheses, whereas in the second section we reviewed
the literature, and in the third section, through mathematical formulas, we will specify
the econometric model and explain the assessment method, i.e. regression analysis.
Then, through the calculation in the quite advanced program STATA, we managed
to substitute the values of variables obtained in the formula and test the selected
model. In the last part of this research will interpret the obtained outcomes and the
last section contains the conclusion and limitations of the model, accompanied by
recommendations.
In this research we also assumed several hypotheses:
- H1. Index of corruption has an adverse impact on economic growth;
- H2. The increase of unemployment has an adverse impact on economic

growth;
- H3. Foreign Direct Investments have a positive impact on economic growth;
- H4.The increase of inflation has an adverse impact on economic growth.

3.  Literature review

In this section we will analyze the economic growth and its influencing factors in
countries in transition. Thus, even though some countries that had dictatorial systems
with socialist economies and met the criteria to turn into countries with capitalist
economies, we concluded that there are stagnations in reforms to be implemented
during transforming process. During the review of literature, we will see opinions
and conclusions from various authors, as well as various schools that conducted
numerous studies related to this issue. An extensive and diversified literature has
established a relationship between a country with economic institutions with a lower
economic growth, corruption levels, property rights, an independent judiciary and
other countries with institutions that support market systems with fast-paced economy
(David, 2007, 185–217). Silanes and Shleifer (2004) criticized this interpretation of
evidences; however, they provide arguments that economic and political institutions
are endogenous and that reserves of human and social capital are key determinants
of economic growth of a country. The evidences provided by them regarding this are
the experiences of growth of developing countries since 1960 and long histories
towards the growth of countries currently highly developed countries. We have
reviewed the relationships between economic institutions with high growth and we
relied on the sample of the countries in transition. Countries in transition represent a
good source of data for testing the importance of institutions in economic growth,
because they all commenced the process of transition with economic institutions with
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poorer dictatorship. Furthermore, in comparison with other developing countries,
they all commenced the transition process with relatively high reserves of human
capital. Thus, the differences in this variable should not play a decisive role. Several
other studies used indicators of EBRD to assess the institutional change of countries
in transition.
EBRD published annual data of countries in transition by assessing their progress
according to market reforms. Thus, in the later years of transition, they produce quite
homogenous assessments for most advanced economies in transition (e.g. Baltic States
and countries of CEE). Those are more appropriate to distinguish countries that
progressed and countries that did not mark a progress regarding the implementation
of reforms required by market. However, Heckelman and Stroup (2000) point out that
the weights on the elements aggregated into a single index often do not appropriately
reflect the magnitude of marginal effect on economic growth. We believe that the
size of a country is a potentially relevant determinant of the economic growth, which
is not treated as component of economic freedom, but as a special variable. During
the years of transition, when most of institutions change their form, the quality of
education plays an important role as well. This is due to the fact that the structure of
the social development changes a lot, where the success of the career depends on the
position of an individual in a party, as well as the education background is a major
driving force of social mobility. The readiness for and speed of transition depends
essentially on reforms in education, which prepare people for their new roles in society
(Heyneman, 1997, 333–339). Furthermore, in addition to the abilities and models used,
the capitalist society requires other abilities, such as managing and intellectual abilities
(Berryman, 2000).
The major role of education is confirmed by the fact that returns to education are
found to increase during transition times (Newell, 1999, 45-89). Given that, the role of
education for transition countries is truly substantial. The quality of schooling can
depend on many factors such as student characteristics and family background as
well as on the institutional setting, available resources and their usage. Recently,
international organizations concerned with a demographic decline in several countries
in transition suggested that schools should be merged into larger ones, thus increasing
the effectiveness of existing infrastructure (Berryman, 2000). It is argued that such a
step would contribute to lower costs. Such a consolidation would require closing large
number of small schools and the expansion of larger ones. Also, another very important
factor are the Foreign Direct Investments which played a significant role in the
economic reconstruction of countries which passed the transition phase and in order
to know how much we are aware of our situation, many authors started publishing
the results of empirical analysis in journals of 1990s (Meyer, 1995).
Foreign investments had a major impact in economic growth of the countries in
transition; however, there were not yet sufficient data for these changes made in
terms of economic growth, therefore researches and studies must be relied on other
scientific researches. In the literature of recent years, we see another factor that had a
major impact in the countries in transition, i.e. corruption. All sources define the
corruption as an abuse of public power for personal gains, such as bribery from public
officials, collusions in public procurements or the embezzlement of public funds. In a
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word, we can say that anyone serving himself/herself, immorally and unethically, is
corrupted. Corruption is known since ancient times. Even though is present all around
the world, societies often avoided discussions in relation to this reality. So, corruption
is a widespread phenomenon all around world, and is a misconception of those who
think that corruption is the product of only a few systems. Numerous empirical studies
have shown that corruption hinders economic growth (Mauro, 1995, 1997, 1998; Tanzi,
1998; Kaufmann & Wei, 1999). According to Lui (1996), corruption has two main effects:
in the short-term period has positive impact on efficiency, whereas in the long-term
period has an adverse impact on economic growth of a country. For these reasons,
politicians are more concerned about the effects of corruption in the long-term period.
Corruption affects the economic growth through this adverse impact. Rock & Bonnett
(2004) studied the adverse impact of corruption on economic growth and investments.
They concluded that corruption reduces the investments in developed countries,
whereas in developing countries corruption boosts economic growth. As seen from
empirical evidence of the evaluation of effects and impact of several factors in
economic growth, we can conclude that the outcomes and conclusions of empirical
studies are mixed and have no concrete answer regarding in which circumstances of
an economy shall apply or increase an additional unit of these factors, such as: foreign
investments, government expenditures, inflation and corruption. However, these
studies established a strong base and paved the road for further studies and analysis
related to this field. The empirical evidence is mixed and has no definitive answer in
relation to the effects of these factors in economic growth in countries in transition.
Through this work, I will try to empirically contribute in filling in the gap by testing
the effects of corruption, inflation and unemployment in the economic growth of
countries in transition.

4. Empirical analysis on testing the economic growth

Following the review of the empirical evidence of impact of several factors that had a
greater influence in economic growth of countries in transition, as well as factors that
had an adverse impact on economic growth, we will now test, through the econometric
model, how these factors impact the economic growth: GDP, government
expenditures, index of corruption, foreign investments, inflation, as well as
unemployment in countries in transition.
Initially, we will specify the econometric model and assessment method and then we
will analyze data in the empiric work and also will calculate the econometric model
and interpret the outcome. In this section, we will also analyze the validity of
hypotheses defined in the introduction of this work.

1.1 Data in the econometric model
When calculating the regression, the data on economic growth and its determinants
in countries in transition were taken from the European Central Bank and World
Bank. Considering the limited access in data necessary for this model, I have used as
the main source of data: the European Central Bank, Ministry of Finance, Central
Banks of countries in transition, International Monetary Fund and other institutions.
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Variables

used in this model are: GDP, government expenditures, index of corruption, foreign
investments, inflation, as well as unemployment in countries in transition.

Figure 1. Impact of investments on GDP
Source: Economist’s view

Figure 3. Impact of unemployment on GDP
Source: Bureau of Labor Statistics

1.2 Calculation of econometric model and interpretation of outcomes

We will now asses the econometric model in the ecomoc growth and its determinants
in countries in transition. Through the regression analysis, we aim at checking the
reliability of hypothesis provided in the beginning of this work. In order to convert
all variables in relative terms, we should put in logarithm all data on factors impacting
the economic growth. The model contains six variables, out of which five (5) are
independent- exogenous variables, whereas GDP is the dependent variable,
regressand.
Below we will specify the model as multiple and logarithmic regression to calculate
it.

Figure 2. Inflation impact on GDP
Source: Bureau of Labor Statistics

Figure 4.Impact of corruption on GDP
Source: Economist’s view



219

IIPCCL Publishing, Tirana-Albania
Academic Journal of Business,  Administration, Law and  Social Sciences Vol. 1 No. 3

November 2015
ISSN 2410-3918
Acces online at www.iipccl.org

We can write the econometric model as:
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The calculation of the assessment coefficients in the function of the regression sample
is done through the computer program STATA 12. By solving this equation, we obtain
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equation of six-dimensional regression substituting the respective values, as follows:
lnGdPrc =3.83-0.74 lngovernmentalexp - 0.46 lncorruption -0.19l nunempl + 0.35l
ninvestmeh + 0.19l ninfla (se) ( 0.78) (0.26) (0.53) (0.15) (0.08)  (0.08) (t) (4.90) (-.83)
(-0.87) (-1.24)(4.14) (2.43)
The outcomes of our empirical search suggest that governmental expenditures, as an
independent variable, have a relatively high and adverse effect in economic growth
(Gdprc), an independent variable representing the economic growth in countries in
transition. From the regression outcomes we have found that eventual increase of
governmental expenditures for 1% would cause the decline in economic growth
(Gdprc) for-0.74%. The standard error is (se) = 0.26 and this implies that the lower
this coefficient, the more significant the obtained outcome, whereas regarding the
impact of the index of corruption, the outcome obtained through the regression
analysis indicates that the increase of corruption for 1% will affect the economic growth
for -0.46%; t-tests indicates that t=0.87, which is higher than 0.05, and we can conclude
that the coefficient has significance. Therefore, through this outcome, we confirm the
hypothesis, presented in the beginning of this work, asserting that: H1/4 Index of
corruption has an adverse impact on economic growth. Also, another indicator
impacting the Gdprc is the unemployment, where the multiple regression analysis
indicates that the increase of unemployment for 1% will have an adverse impact,
declining thus the independent variable, (Gdprc) economic growth, for 0.19%. The
standard error is (se)=0.26 and this indicates that the lower this coefficient, the more
significant the obtained outcome.
Therefore, through this outcome we confirm the hypothesis, presented in the
beginning of this work, asserting that: H2/4 The increase of unemployment has an
adverse impact on economic growth. Whereas regarding the impact of the increase
of foreign investments of 1%, according to the regression analysis there is a positive
trend affecting the economic growth with 0.35%; also, the t-test is=4.14, which is higher
than 0.05, and we can conclude that the coefficient has a strong significance. Therefore,
through this outcome we confirm the hypothesis, presented in the beginning of this
work, asserting that: H3/4 Foreign Direct Investments have a positive impact on
economic growth. Also, the last independent variable in this regression model is the
inflation. According to the multiple regression analysis, we achieved the following
outcome: if the inflation increases with 1%, this will affect the (Gdprc) economic
growth with 0.19%. The t-test it=2.43, which is moderately high and has a strong
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significance. Therefore, through this outcome, we dismiss the hypothesis, presented
in the beginning of the work, asserting that: H4/4. The increase of inflation has an
adverse impact on economic growth.
By defining another alternative hypothesis asserting that the increase of inflation is
1% we come to the conclusion that there is a positive trend in the economic growth.
In this model, we also made the f-test to measure the common significance of
assessment coefficients in model and to verify whether all variables should remain

in the model. The formula of t- test is =  = 8.31, where obtained

outcome is 8.31; if the t-statistic is higher than 2, then the coefficients in this model
have a strong significance and should remain in the econometric model of regression.

5. Conclusion

The main purpose of our research was to analyze the economic growth and its
determinants in the countries in transition. The research contains data on GDP, Foreign
Direct Investments, unemployment, corruption, governmental expenditures and
inflation. Empirical outcomes from the assessed model indicate that the increase of
1% of the index of corruption will affect the decline in economic growth for -0.46%; t-
test is t=0.87, which is higher than 0.05, and we can conclude that the coefficient is
significant. Therefore, through this outcome, we confirm the hypothesis, presented
in the beginning of the work, asserting that: H1/4 Index of corruption has an adverse
impact on economic growth. Most of authors reached to the conclusions in their studies
that, in general, the increase of the index of corruption has an adverse impact in the
economic growth. Also, during the assessment of the outcomes obtained through
regression, we confirmed that the increase of unemployment of 1% will have an
adverse impact by declining the independent variable, (Gdprc) economic growth,
for 0.19%. The standard error is (se)=0.26 and this indicates that the lower the
coefficient, the more significant the obtained result. Therefore, through this outcome,
we confirm the hypothesis, presented in the beginning of the work, asserting that:
H2/4 The increase of unemployment has an adverse impact on economic growth.
Also, during this research we studied the impact of Foreign Direct Investments (FDI)
on economic growth of the countries in transition, referring that the increase of Foreign
Direct Investments in 1% will affect the economic growth for 0.35%. Therefore, through
this outcome we confirm the hypothesis, presented in the beginning of this work,
asserting that: H3/4 Foreign Direct Investments have a positive impact on economic
growth. Foreign Direct Investments played an important role in the economic
reconstruction of the countries that undergo the transition phase. The last part of this
research was the impact of inflation, where we confirmed that the increase of 1% of
inflation will affect the increase of GDP in the sum of 0.19, and as a result we dismissed
the last hypothesis of the research, which asserted that the corruption has an adverse
impact in the economic growth.
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