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Abstract

In the global context generated by the 2008-2009
economic crisis and by the current COVID-19 pan-
demic, the analysis of the way in which territories
can resist, return and adapt to shocks has become a
priority for resilience-based policies. The paper aims
to investigate the role of institutions in economic re-
silience, in the particular case of Central and Eastern
European countries since, despite the ongoing con-
vergence process, the institutional gaps and weak-
nesses of these states challenge their possibilities
to recover after this health crisis, as well as to im-
prove their resilience capacity. The methodological
approach involves, firstly, a cross-country time-se-
ries panel regression, using the annual data from
1996 until 2019. Secondly, we applied the principal
component regression, in order to capture the coun-
try specificities. The research focuses on the link-
ages between institutional dynamics and economic
resilience, an issue less reflected in literature. Our
results confirm the influence of institutional factors
on economic resilience and, more importantly, it is
highlighted that the ‘one size fits all' principle does
not apply in the case of recovery and resilience pro-
grams, which is due to the fact that institutions act
differently, depending on various socio-economic
and political contexts.

Keywords: Central and Eastern European Coun-
tries, institutions, resilience, National Recovery and
Resilience Plans.
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1. Introduction

The concept of resilience is almost fifty years old. Initially introduced in ecological
science (Holling, 1973) and in psychology (Anthony, 1974), resilience thinking was
soon extended to any socio-ecological system (Batabyal, 1998; Carpenter et al., 2001)
and currently represents a key concept in many areas, such as: regional science, eco-
nomics and economic geography (Di Caro, 2014; Martin and Sunley, 2015); territorial
and urban planning (Magoni, 2017; Banica et al., 2020); social sciences (Linnel, 2014;
Cheshire, Esparcia and Shucksmith, 2015); political science (Bourbeau, 2015; Martin
and Roman, 2021).

In the last years, in the global context characterized by an increasing number
of more and more various crises, of marked instability and consequent increase in
opportunity costs, the scientific research on resilience has intensified (i.e., resilience
was a key concept in 21 Clarivate-indexed papers in 1999, in 444 papers in 2000, in
2,555 papers in 2010 and in 16,355 papers in 2020); moreover, the resilience con-
cept was rapidly ‘absorbed’ by public policies in all the countries of the world. The
European Union holds the top position in this trend, the acquis communautaire in-
cluding the word ‘resilience’ grew from 6 documents in 1990 to 186 in 2010 and
to 1,127 in 2020 (Official Journal of the European Union, 1990-2021). Through its
short-term social, economic and political impact, i.e. overcoming the crisis, as well as
through its long-term one, i.e. sustainable development, convergence and condition-
alities determined by the European Green Deal, the COVID-19 pandemic has clearly
reinforced resilience-based policies, which is mainly reflected in the Next Generation
EU Plan (European Commission, 2020a). Until 2026, more than €800 billion will be
invested in EU Member States mainly through ‘The Recovery and Resilience Facility’
(the Facility) within the National Recovery and Resilience Plans (NRRPs). By promot-
ing ‘a greener, more digital, more resilient’, more equal, safer and healthier develop-
ment (European Commission, 2019), the main objective is to make sure that Member
States’ economies do not only recover after the crisis generated by the Coronavirus
pandemic but manage to reach a level above the one prior to the crisis. In literature,
such a perspective on resilience is proposed by the ‘evolutionary approach’, accord-
ing to which resilience does not only imply the capacity of a system to recover its
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functions, employment and prosperity (‘bounce back’) and return to the initial equil-
librium (JRC-EC, 2015) but also to engage in structural transformations and adaptive
processes focused on reaching a new balance and a more performant development
model (‘bounce forward’) (Reggiani, De Graaff and Nijkamp, 2002).

From the European governance perspective, a fundamental question arises, i.e. to
what extent do Member States have the capacity to efficiently implement these plans
and to consequently become more resilient in facing the current and forthcoming
challenges, transforming, eventually, their socio-economic systems in line with the
development perspectives recently reflected in the EU Green Deal? Which are the fac-
tors that this transformative capacity depends on and how can these be capitalized on?
Which are the main triggers of resilience, in various contexts and for different types
of shocks? Can new structural, territorial, social and economic disparities, bearing
long-term risks for the integration process, result from this? These questions are more
relevant in the case of Central and Eastern European countries confronted with weak
institutions which may have a negative impact on the implementation of NRRPs.

Unfortunately, despite the fact that, for more than thirty years, an extremely rich
literature on resilience drivers and a wide agreement of the strong interdependence
between institutions and development have been in place (North, 1990; Acemoglu,
Johnson and Robinson, 2004), for a long period, resilience literature has paid little at-
tention to the role of institutions and of the governance system (Swanstrom, Chapple
and Immergluck, 2009; Bristow, 2010), thus significantly diminishing the explanatory
power of the resilience theory. Moreover, despite the fact that, at the EU level, solid
economic structures and institutions are considered essential for countries’ economic
resilience and long-term prosperity (European Central Bank, 2016), the institutional
approaches in relation with the differences in resilience performance and/or capacity
of the EU Member States are hardly reflected in the literature and even less in the
current NRRPs.

Consequently, the aim of this paper is to analyze the importance of the institu-
tional dimension for economic resilience and to identify the key institutional drivers
in the resilience performance for the 11 CEECs (Poland, Romania, Bulgaria, Hungary,
Latvia, Lithuania, Estonia, Croatia, the Czech Republic, Slovenia and Slovakia). The
institutional dimension is assessed by using the six governance indicators released by
the World Bank namely, Voice and accountability, Political stability and absence of
violence/terrorism, Government effectiveness, Regulatory quality, Rule of law, Con-
trol of corruption. For assessing economic resilience, we used the most common indi-
cators from the literature, namely the GDP growth rate (%) and the Employment rate
(%). The analysis covers the 1996-2019 period, long enough to highlight the institu-
tional dynamics and its impact on the economic resilience when a deep shock occurs.

Key conclusions with normative relevance for resilience-based policies from the
institutional thinking perspective will be provided. First of all, the methodological
approach implies a cross-country time-series panel regression, using the annual data
from 1996 until 2019 and, secondly, in order to capture the country specificities, a
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principal component regression. The paper is structured as follows: in Section 2 we
provide a survey of the literature on economic resilience and the institutional dimen-
sion. Section 3 introduces the data and the methodology used for the estimation of
economic resilience. In Section 4, we present the empirical analysis for the 11 CEECs;
the last section presents the main conclusions.

2. Literature review

In the economic development studies, resilience could reflect the capacity of a so-
cio-economic system (city, region, country) to be placed on a long-term development
path, incorporating a large set of internal and external conditionalities (Martin and
Sunley, 2015; Cellini and Torrisi, 2014; Suzuki and Nijkamp, 2017). As such, resilience
analysis can outline the vulnerabilities within a system in relation to various types
of shocks (natural disasters, climate change, social and economic crises, wars etc.),
which may further explain its capacity to resist, recover and transform by adopting
a new growth and development pattern. Thus, the resilience analysis of a system
can generate findings that have a highly strategic relevance for policy making. From
this perspective, conceptual clarifications and a deeper understanding of the drivers
of resilience are required, considering the multitude of sometimes contradictory ap-
proaches in literature.

Since a detailed analysis of the multiple conceptual delimitations is beyond the
purpose of this paper, we will limit our exemplification to Foster (2007, p. 14) who
defines resilience ‘as the ability of a region to anticipate, prepare for, respond to, and
recover from a disturbance’. Also, Hill, Wial and Wolman (2008, pp. 4-5) consider re-
silience as ‘the ability of a region to recover successfully from shocks to its economy that
either throw it off its growth path or have the potential to throw it off its growth path but
do not actually do so’, while in Briguglio’s et al. study (2008, p. 5), economic resilience
is defined as ‘the policy-induced ability of an economy to recover from or adjust to the
negative impacts of adverse exogenous shocks and to benefit from positive shocks’.

The complexity of the concept primarily derives from the multitude of intercon-
nected factors that influence resilience. For example, Hill, Wial and Wolman (2008,
pp- 9-10) consider that there are three main explanations for economic resilience:
governance responses, industry or firm responses and the way in which institutional
characteristics (including institutional structure, institutional history, and institution-
al culture) respond to economic shocks. Bristow et al. (2014) argue in favor of the
existence of four categories of factors which provide specificity at the regional level
while influencing resilience to economic shocks, i.e.: businesses, economy and the
business environment, people and the population, place-based characteristics, and
community and societal characteristics. Healy’s analysis model (2020, p. 10) is in line
with the above mentioned study, with the difference that the fourth category is clear-
ly named ‘institutions’ and that the role of policy-making is discussed separately,
with a stress on the influence it exerts on the other categories.
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Moreover, an increasing body of literature emphasizes the role of institutions as
‘the rules of the game in a society or, more formally, are the humanly devised constraints
that shape human interaction (...) they structure incentives in human exchange, whether
political, social, or economic’ (North, 1990, p. 3) in understanding and reinforcing eco-
nomic resilience (Acemoglu et al,, 2003; Sonderman, 2017). The study of Briguglio et
al. (2008) points to the fact that good governance is essential for the appropriate func-
tioning of an economic system and can, moreover, contribute to the consolidation of
its resilience. Sonderman (2017) also brings arguments in favor of the role that the
quality of institutions plays in the capacity of an economy to absorb shocks and em-
pirically demonstrates that the probability of a severe economic crisis is significantly
reduced in a flexible and adaptable institutional environment.

The interference between the institutionalist theory and resilience analysis be-
comes even more relevant from the evolutionist perspective. The integration of in-
stitutional change processes and their endogenous causes, of some phenomena such
as path dependency, of lock-in within the economic resilience analysis can certainly
contribute to the further improvement and development in the field (Sjostedt, 2015).

Nevertheless, in various studies, institutions have an integrated, horizontal con-
ditionality on resilience. For example, the European Central Bank study outlines two
aspects of resilience: ex-ante and ex-post. The ex-ante resilience refers to the capacity
of an economy to resist to a shock, while the ex-post resilience refers to the capacity
of an economy to recover rapidly, with moderate costs, after a shock. In the ex-ante
stage, the magnitude and depth of a recession or crisis depend on the institutional
framework of that particular country (ECB, 2016, p. 9). Consequently, understanding
the role of institutions (both formal and informal) in increasing the resilience of so-
cio-ecological systems and of their interdependence is essential for sustainable devel-
opment; however, the key question which arises is ‘what institutional arrangements
are more convenient for enhancing resilience?’. Informal institutions are generally
strong but flexibile formal institutions better support the various systems’ adaptabil-
ity to changes.

Thus, the key conclusion is that the identification and assessment of resilience-fa-
vorable institutions must be carried out by taking into account the specificity of the
systems and conditions they evolve in. Therefore, we consider that an analysis of the
impact that institutional factors have on economic resilience, especially focused on
the role of the institutional dynamics, is most appropriately carried out on the former
communist countries in Central and Eastern Europe.

The way these economies reacted to the ‘shock’ produced by the change of the
system must be taken into account. Once the communist regime collapsed, CEECs
implemented various types of reforms according to which they can be grouped in:
countries which adopted the shock therapy (Poland), countries which preferred grad-
ualism (Romania, Bulgaria), and countries with a stable progressive development
(Estonia, Slovenia, Czech Republic) (Frunza, 2011; Tiganasu, Pascariu and Baciu,
2014). Therefore, some countries were inspired and brave enough to take advantage
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of the opportunity provided by the fall of the totalitarian system which they capi-
talized on by implementing measures aimed to build a society based on economic
liberalism (Socoliuc, 2014), while others lagged behind due to persistent corruption,
bureaucracy and inefficiency which obstructed development. Nevertheless, these
measures explain only to a limited extent why some countries were successful while
others failed. Beyond the rhythm and sequence of reforms, other country specific
factors (for example, initial conditions, the ideological values of transition govern-
ments, people’s values and attitudes) (Iacobuta, 2012) should be considered in order
to explain the different economic results of the transition countries.

The economic dynamic in this part of Europe can also be explained by the way in
which history conveyed its messages and effects in time (Vldsceanu, p. 112); more-
over, in these countries, institutional development was marked by the path depen-
dency which essentially states that history is extremely important and that systems
can never break with the past entirely. Therefore, the institutions’ reconstruction
process coexisted with the old structure-specific inertia as well as with the perpet-
uation of obsolete mentalities (Frunza, 2011). It should also be noted that, while the
integration process contributed to the economic growth of these countries, it did
not necessarily manage to reduce the gaps between them because results depend on
the specific conditions of every country, on the business environment attractiveness,
stability, good governance, etc., essentially on the institutional systems’ quality and
on the way these interfere in different contexts (Tiganasu, Pascariu and Baciu, 2014).

In this context, an analysis of the way institutional dynamics influences economic
resilience becomes extremely important in the case of CEECs since the institutional
gaps and weaknesses of these countries challenge their possibilities to recover after
a crisis as well as to improve their resilience capacity, with high relevance for the
successful implementation of the NRRPs.

3. Data and methodology

In this paper, we analyze the economic resilience for 11 CEECs, members of the
EU, through an institutional approach. The sources for the data used in the analysis
are the World Bank (Worldwide Governance Indicators and World Development In-
dicators) and the Heritage Foundation. The time period concerns the years 1996-2019.
Some missing values were replaced by simple imputation methods.

For assessing economic resilience, we have used indicators reflecting the econom-
ic growth and the labor market. For economic growth we selected the GDP growth
rate (%) (i.e., the annual percentage growth rate of GDP at market prices), an adequate
measure of resilience since it indicates how fast the economy is growing or falling.
Besides, as shown in the existing literature (Cellini and Torrisi, 2014) and applicable
to our study, a GDP measure may better capture the economic fluctuations since
some of the countries in our sample display a greater institutional rigidity. The ra-
tionale for focusing also on the labor market is related to the fact that the impact of
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a crisis is particularly strong in such markets since, in order to reduce costs, compa-
nies will adjust their labor force (Fingleton, Garretsen and Martin, 2012). In line with
several recent studies, we use the employment rate (%) to capture the labour market
conditions due to the issues raised by the use of unemployment data (Pintilescu and
Vioricd, 2019; Kitsos and Bishop, 2018).

The empirical research has two parts. In the first part, due to the short time period
of data, we have used the panel data analysis and in the second part, in order to iden-
tify the country specific effects, we have applied the principal component regression.
For panel data estimations, in terms of specification, we have chosen, as control vari-
ables, two components of the government size category from the Heritage Founda-
tion Index of Economic Freedom, the tax burden and the government spending, and
the open markets pillar (from the same index) which includes the trade freedom, in-
vestment freedom and financial freedom. The Hausman test has been applied to add
fixed or random effects and, according to the results of this test, we have estimated a
simple pooled OLS model with country fixed effects.

The econometric specifications used for panel data is as follows:

GDP; . = By + p1Voice;; + p,Regul; ¢ + PsGovern_eff; + By Polit_stab;, + PsRule_law;, +

BsCorrupt; , + +fsGovern_size; , + fsOpen_markets;, + &

Empl;; = By + B1Voice;, + BoRegul; + f3Govern_eff; . + By Polit_stab; + PsRule_law; ; +

BsCorrupt;, + +PsGovern_size; . + fsOpen_markets; ; + &;

where GDP,, is the GDP growth rate (%) and Empl;, is the Employment rate (%).

The coefficients f, i=1,2,3,4,5,6 are the coefficients associated with the explanato-
ry variables and the term ¢ is the error term, i indicates the countries and t the time
period.

For principal component regression, we first applied the principal component
analysis in order to extract the factors that explain the most important variance of the
variables. The selection of factors is based on Kaiser’s criteria, which corresponds to
eigenvalues greater than 1, and on the percentage of variance explained by each fac-
tor. The factors extracted were then used as explanatory variables in the econometric
models, considering the same two measures for economic resilience, GDP growth
rate and Employment rate, as dependent variables.

4. Empirical analysis

The analysis presented in this section highlights the institutional dynamics in
CEECs in relation with the economic dynamics reflected through GDP and employ-
ment, as key indicators for reflecting the economic resilience performance.
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4.1 Dataset description

In terms of institutional dynamics, the literature is highly divided between the
‘path dependency’ perspective, the institutions’ stability and rigidity (particularly in
the case of the informal ones) and the evolutionist perspective, i.e., of institutional
transformation as a reaction to various stressors or alteration of the social, economic
or political context through reforms (Pascariu and Tiganasu, 2017).

Looking at the CEECs, based on the institutional indicators included in our anal-
ysis, we first found a high institutional instability. Given the fact that all CEECs,
particularly Estonia, Latvia, Lithuania (Figure 7, Annex 1), registered significant GDP
falls in the first year after the onset of the crisis, we are obviously wondering wheth-
er, prior to the 2008/2009 crisis, there had been an institutional deterioration associ-
ated with a low resistance capacity in these countries. Regarding the institutional dy-
namics, beyond existing differences, we generally observe a positive evolution in the
period before the crisis in terms of Political stability (Figure 2, Annex 1), of Regulato-
ry quality (Figure 4, Annex 1), Rule of law, while Government effectiveness (Figure
3, Annex 1), Voice and accountability (Figure 1, Annex 1) and Control of corruption
(Figure 6, Annex 1) have deteriorated. After the crisis, the most unfavorable evolu-
tion was registered in terms of Voice and accountability (except Estonia), Political
stability (except Estonia, Croatia and Lithuania). It is also worth mentioning the fact
that, as a whole, the institutional climate in CEECs improved during the period under
analysis (except in Hungary and Poland), particularly in terms of Regulatory quality,
Rule of law, Government effectiveness and Control of corruption although, in most
cases, the values prior to the crisis were not reached, thus reflecting a low level of
institutional resilience.

High heterogeneity is another important observation deriving from the analysis
of the linkages between institutional dynamics and economic dynamics. A pattern
able to cluster these countries based on the quality of institutions or economic per-
formance could not be identified; consequently, a detailed country-analysis, whose
conclusions are illustrated in 4.3, became necessary.

Moreover, given the fact that economic growth rates did not reach the levels be-
fore the crisis, we notice that the instability of institutions and their low resilience
occurred not only in relation with CEECs’ limited capacity to resist to shocks but also
with their limited recovery capacity. The evolution of the GDP growth rate in CEECs
between 1996-2019 was clearly related, at least during the first stage, to the mar-
ket economy transition process and to the reforms undertaken with this purpose by
each country. The integration process also implied institutional transformations and
economic restructuring adapted to the already existing national models. Hence, the
heterogeneity of the situations which followed the severe economic downturn in the
early 1990s and which were further reflected during the 2008/2009 crisis (Iacobuta,
Asandului and Cautisanu, 2020). Overall, the GDP growth rate significantly declined
from 2008 to 2009 and, in the post-crisis period, the evolution is, in most cases, pos-
itive although it has not reached the pre-crisis level, except in the case of Hungary.
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Also, the labor market proved highly resilient and absorbed the shock without
any effects on its growth tendency: at the end of the period under analysis, all CEECs
registered employment levels above the ones before the crisis. In correlation with the
GDP dynamics, it is shown that the economic growth was rather extensive than pro-
ductivity-based which points to the fact that the growth model was not more efficient
and, consequently, implied no improvement in terms of resilience capacity.

4.2 Panel data estimations

According to Hausman test results, we estimated a simple pooled OLS model with
country fixed effects, taking into account the GDP growth rate (%) and Employment
rate (%) as dependent variables (Table 1). We chose this model to capture heterogene-
ity between countries through the individual intercept value.

Table 1: Coefficients for the panel data estimations using
as dependent variables GDP growth rate (%) and Employment rate (%)

Variables Model with Model with
GDP growthrate ~ Employment rate
Constant 3.402 78.945%%*
(2.423) (1.347)
- - kkk
Voice and accountability (10 5217 ) (1101‘:]%2)
. -0.309 0.062
Regulatory quality (1.501) (0.807)
) 1.896 1.529*
Government effectiveness (1.822) (0.894)
Kk - k%
Political stability %1117 038) (10%2%)
Rule of law 9353 6.057x
(1.995) (0.989)
) 5.898%** 2.183**
Control of corruption (1.605) (0.786)
. -0.006 0.003
Government size (0.018) (0.009)
Open markets 0.024 -0.0008
P (0.025) (0.013)
Adjusted R? 0.106 0.851
F-statistic 2.735 84.641
Observations 264 264

Standard errors in parentheses. ***p<0.07; **p<0.05; *p<0.1.

The estimations show the statistically significant influence of Political stability,
Rule of law, and Control of corruption on the GDP growth rate. Political stability,
and Control of corruption react positively to increasing GDP growth rate among
CEECs, while the Rule of law has a negative influence. For Employment rate, estima-
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tions show a significant statistical influence of Voice and accountability, Government
effectiveness, Political stability, Rule of law, and Control of corruption. Voice and
accountability, and Political stability have a negative influence on Employment rate,
while Government effectiveness, Rule of law, and Control of corruption have a pos-
itive influence.

According to our results, the institutions under analysis in this research have a
stronger impact on the labor market than on the economy, as a whole. Voice and
accountability has a negative impact on the GDP and Employment rate although
statistically insignificant on GDP. The explanation may reside in the fact that, in
these countries, where systems were adapted to an autocratic rather than democratic
regime, reforms acted as a shock. For example, Sirowy and Inkeles (1990) mention
an untrade-off between democracy and economic growth which seems to apply in
the CEECs’ case. Under the impact of integration, these countries rapidly adopted
democratic reforms by pushing governments towards growth-oriented policies with
negative effects on the labor market which is, generally, a rigid one. In countries with
a long history under authoritarian regimes, democratic systems’ implementation is
generally associated with a period of reduced public policies’ effectiveness. As for
Political stability and Control of corruption, our GDP analysis shows that they both
encourage investments, capital accumulation, business development and quality of
institutions and that they have a strong direct effect (Samarasinghe, 2018). Unlike
Control of corruption, which has a constant positive impact on the labor market,
Political stability has a negative one. One possible explanation for this may be in the
fact that, in these countries, political parties are still young, with a rather fluctuant
electorate and, once in power, they try to hold on to it (i.e., the electorate) by com-
plying with salary claims, by raising the minimum wage, by granting various social
benefits and incentives to companies for hiring certain social groups, thus stimulat-
ing the labor market and triggering positive effects on employment. In a context of
political stability, these benefits are no longer granted and the effect on employment
becomes negative. Finally, the Rule of law provides predictability on the labor market
and stimulates employment but, at the same time, the induced institutional rigidity
reduces the capacity of the economy to find bottom-up solutions, to innovate and
create new institutions in real time when the old ones prove inefficient in case of a
shock and, in this case, the relation with the economic dynamics is a negative one.
Although it strengthens the resistance of the system, the rule of law limits recovery
opportunities.

Obviously, beyond these general results, we find situations which are specific to
each country. In order to test the null hypothesis of homogenous coefficients in the
panel structure, we perform the Wald test. The results obtained show the presence of
heterogeneity for the estimated models. Due to the countries’ heterogeneity, we will
continue our analysis using country-specific estimations.
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4.3 Country-specific estimations

For the identification of the country-specific characteristics, we applied principal
component regression. We chose this method in order to avoid the multicollinearity
between variables. We first performed a principal component analysis (PCA) in order
to select the factors that explain the most important part of the variance of statistical
variables.

The selection of factors is based on Kaiser’s criteria, which corresponds to eigen-
values greater than 1, and on the percentage of variance explained by each factor. The
variables that explain these factors were selected according to their factor loadings,
higher than 0.7. The factors extracted were then used as explanatory variables in the
econometric models, considering the GDP growth rate and Employment rate as depen-
dent variables.

4.3.1 Selection of the factors

By applying PCA and using VARIMAX as a method of rotation of the axes, we
extracted the factors that explain the most important part of the variance of statistical
variables. Put otherwise, institutions were grouped depending on the annual ampli-
tude of the statistical variance, with F1 including factors with the highest instability
and F2 including factors with the lowest instability (Table 2). In the next stage, by
using regression analysis, we could determine those institutions which play a key
role in economic resilience, thus correlating the institutions’ dynamics with econom-
ic dynamics and enabling the assessment of the resilience of countries under analysis
during the 2008/2009 crisis from a new perspective, which has not been specifically
dealt with so far in the literature.

According to the data in Table 2, instability was the main characteristic of the
institutional systems in these countries in the period under analysis. For the majority
of countries, most of the analyzed variables cluster in Factor 1 (with strong annual
variations): Regulatory quality (9 countries), Rule of law (8 countries), Government
effectiveness (7 countries) and, to a lower extent, Voice and accountability (6 coun-
tries). Political stability and Control of corruption were relatively more stable. The
analysis also highlights the heterogeneity of institutional transformations in these
countries, which points to the importance of adopting ‘institutions—sensitive’ policies
in resilience-based approaches, particularly when significant conditionality on the
economic system is identified. In order to assess these conditionalities and to con-
sequently evaluate the extent to which the identified factors have an impact on eco-
nomic resilience as well as how powerful the interdependecies between institutional
and economic dynamics are in each analyzed country, Factor 1 and Factor 2 were
included in the regression analysis as explanatory variables for both GDP growth rate
and Employment rate.
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Table 2: Factors loadings for the factors extracted by applying PCA

. Factors Voiceand  Political Government Regulatory Control of
Countries . "~ . . Rule of law .
extracted accountability stability effectiveness  quality corruption
. Factor 1 0.915 0.851 0.907
Bulgaria
Factor 2 0.909 0.760
. Factor 1 0.859 0.717 0.894
Croatia
Factor 2 0.890 0.717 0.776
. Factor1 0.852 0.888 0.770 0.833
Czech Republic
Factor 2 0.905
. Factor 1 0.942 0.763 0.935 0.845 0.905
Estonia
Factor 2 -0.957
Factor 1 0.883 0.946 0.868 0.792
Hungary
Factor 2 0.956 0.730
. Factor 1 0.905 0.956 0.951 0.924
Latvia
Factor 2 0.981
. . Factor 1 0.916 0.854 0.805 0.712
Lithuania
Factor 2 0.918 0.919
Factor 1 0.878 0.773
Poland
Factor 2 0.924 0.825
. Factor 1 0.873 0.874 0.934
Romania
Factor 2 -0.935
. Factor 1 0.876 0.934 0.873 0.91
Slovakia
Factor 2 -0.873 0.753
Factor 1 0.869 0.844 -0.758
Slovenia
Factor 2 0.905

4.3.2 Regression coefficients

By clustering institutions with the most significant annual variation (instability

which can be associated with the institutional weakness in these countries as well as
with a high transformation/adaptation potential), Factor 1 had a relevant statistical
impact on economic growth which was lower compared to that on the labor mar-
ket. The effects on economic growth were statistically relevant only in the case of
Hungary (F1 including Government effectiveness, Regulatory quality, and Rule of
law) and of Slovenia (F1 including Voice and accountability, Political stability, and
Government effectiveness) (Table 2 and Table 3), while in terms of Employment rate,
these were relevant in Bulgaria, Estonia, Hungary, Latvia, Lithuania, Poland and

Slovenia (Table 4).
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Table 3: Regression coefficients for the econometric Table 4: Regression coefficients for the econometric

models with GDP growth rate as dependent variable models with Employment rate as dependent variable
F1 FZ F1 FZ
Regr. coeff. 1.562 1.863* Regr. coeff.  2.262** -0,983*
Bulgaria  Std. coeff. 0.314 0.374 Bulgaria  Std. coeff. 0.659 -0.286
t-Statistic 1.647 1.964 t-Statistic 4.338 -1.886
Regr. coeff. 0.740 -2.056%** Regr. coeff. -0.056 0.684**
Croatia  Std. coeff. 0.231 -0.641 Croatia  Std. coeff. -0.041 0.508
t-Statistic 1.445 -4.016 t-Statistic -0.220 2.705
Czech Regr. coeff. -0.142 -0.307 Czech Regr. coeff. 0.260 0.629
Republic Std. coeff. -0.054 -0.116 Hie s Std. coeff. 0.141 0.343
t-Statistic -0.247 -0.537 t-Statistic 0.697 1.690
Regr. coeff. -0.919 -1.788 Regr. coeff. 1.463%% 1 122%**
Estonia  Std. coeff. -0.167 -0.325 Estonia  Std. coeff. 0.698 0.535
t-Statistic -0.821 -1.598 t-Statistic 6.721 5.152
Regr. coeff. -0.876* 1.457%* Regr. coeff.  -3.732%  -1,973%**
Hungary  Std. coeff. -0.329 0.547 Hungary  Std. coeff. -0.834 -0.428
t-Statistic -1.956 3.254 t-Statistic -10.957 -5.617
Regr. coeff. -1.326 2.263%* Regr. coeff. 2.453%*  .0.505%*
Latvia Std. coeff. -0.237 0.405 Latvia Std. coeff. 0.895 -0.184
t-Statistic -1.232 2.101 t-Statistic 10.124 -2.085
Regr. coeff. 0.487 -0.722 Regr. coeff.  0.392* 1.782%%+
Lithuania  Std. coeff. 0.098 -0.145 Lithuania  Std. coeff. 0.188 0.854
t-Statistic 0.456 -0.676 t-Statistic 1.773 8.062
Regr. coeff. -0.498 -0.263 Regr. coeff. 1.004%* -0.333
Poland Std. coeff. -0.310 -0.164 Poland Std. coeff. 0.625 -0.207
t-Statistic -1.515 -0.801 t-Statistic 3.801 -1.260
Regr. coeff. 0.808 1.811%* Regr. coeff. -0.859 -0.335
Romania  Std. coeff. 0.194 0.434 Romania  Std. coeff. -0.342 -0.134
t-Statistic 1.009 2.261 t-Statistic -1.688 -0.658
Regr. coeff. 0.039 0.511 Regr. coeff. -0.148 0.406**
Slovakia  Std. coeff. 0.012 0.160 Slovakia  Std. coeff. -0.163 0.447
t-Statistic 0.056 0.742 t-Statistic -0.849 2.332
Regr. coeff. 1.188* -0.439 Regr. coeff. -1.331%*  (0.105
Slovenia  Std. coeff. 0.395 -0.146 Slovenia  Std. coeff. -0.698 0.055
t-Statistic 1.997 -0.738 t-Statistic -4.483 0.355
*p<0.70; **p<0.05; ***p<0.01 *p<0.70; **p<0.05; ***p<0.01

With a different F1 structure from one country to another, the linkages between
institutional dynamics and economic resilience are obviously extremely heteroge-
nous. However, we may observe that there are some similarities between Bulgaria,
Estonia, Hungary, Latvia and Lithuania in terms of three common components which
had an impact on the labor market dynamic: Government effectiveness, Regulatory
quality, and Rule of law. Voice and accountability is another statistically relevant
factor in terms of impact; nevertheless, it is associated with a different group of coun-
tries: Estonia, Hungary, Poland and Slovenia. Government effectiveness and Rule of
law are generally identified as elements whose dynamics influences economic resil-
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ience in most of the countries under analysis. As far as the F2 factor is concerned,
by clustering lower variation institutions, the impact on the GDP growth rate proves
statistically significant in a number of countries: Bulgaria, Croatia, Hungary, Latvia
and Romania (Table 3); as far as Employment rate is concerned, it is statistically sig-
nificant in Bulgaria, Croatia, Estonia, Hungary, Latvia, Lithuania and Slovakia (Table
4). However, this time, the more relevant indicators were Political stability, Govern-
ment effectiveness, and Control of corruption.

It is also important to note the fact that in 9 countries, the impact of the institu-
tional dynamic was negative either on the GDP/ Employment rate or on both vari-
ables (Table 3 and Table 4) although not statistically significant in all cases, as seen
above. The most serious negative relations on the GDP rate were identified in Croatia,
Hungary and Slovenia, while the most serious negative relations on the Employment
rate were identified in Hungary. Thus, with the specific statistical analysis limitations
in mind, we may assume the fact that, as a result of the institutional system’s resilient
adaptability, the institutional dynamics in these countries has had a rather negative
than transformative impact on economic resilience.

Moreover, during the period under analysis (1996-2019), CEECs went through
various fundamental transformations (economic, social, legislative, institutional) and,
at the same time, became acquainted with the integration process dynamics. Follow-
ing the accession waves of 2004 and 2007, legislation adaptation to European norms
generated a convergence process. However, as a consequence of the 2008/2009 crisis,
of the refugee crisis, of the EU Eastern border conflict, macroeconomic instability,
corruption intensification, violation of norms and regulations, political instability,
excessive bureaucracy, protests, etc. became more and more apparent and further
deepened economic and institutional vulnerabilities in this part of Europe. Also, in
these countries, the attempt to adapt the new democratic values to the lingering sys-
tems of former autocratic regimes has limited the efficiency of growth policies.

5. Conclusions

In the context of the crisis generated by the COVID-19 pandemic, the analysis
of resilience and of the factors which influence it is a key topic at the international
level. This pandemic seriously challenges the idea of governance and the govern-
ments’ capacity to manage change in highly uncertain conditions (Ticldu, Hintea and
Andrianu, 2020). The 2020 Rule of Law report of the European Commission draws
attention to the fact that the current health crisis represents a ‘stress test for rule of
law resilience’ (European Commission, 2020b, p. 6), while the OECD report (2020)
supports the major role that some resilient institutions have in ‘navigating’ through
the crisis. Hence, the need to seriously consider the significance that institutional ar-
rangements have in consolidating economic resilience in this period becomes urgent.

The paper highlights the influence of institutional factors and of institutions’ dy-
namics, in particular, on the economic resilience of CEECs — EU Member States. On
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the one hand, we have aimed to analyze whether institutional factors have influenced
economic resilience and to identify those institutions which have had a stronger in-
fluence on economic resilience; on the other hand, we have aimed to emphasize how
institutional dynamics influences economic resilience.

Our results are in line with previous studies (European Central Bank, 2016;
Sonderman, 2017), thus confirming the influence of institutional factors on economic
resilience. Our panel data estimations show the statistically significant determinism
of Political stability, Rule of law, and Control of corruption on the GDP growth rate.
Regarding the Employment rate, the institutional variables Voice and accountability,
and Political stability have a negative influence on it, while Government effective-
ness, Rule of law, and Control of corruption have a positive influence. We note the
fact that the Rule of law and Control of corruption influence both variables measur-
ing the economic resilience in our study. This aspect essentially shows that, to a great
extent, economic resilience depends on the Rule of law and Control of corruption.
Moreover, in the literature, as well as in official documents, both institutional factors
are referred to in close relation with resilience issues. The importance of the Rule of
law in consolidating economic resilience is the focus of numerous studies and reports
(Ebbesson, 2010; European Commission, 2020b) and, as far as corruption is concerned,
we may refer, for example, to Osei’s empirical study (2011) which demonstrates that
corruption, closely related to the quality of government, and as an obvious effect of
poor governance, negatively influences economic resilience.

Also, the estimations we have reached support the fact that, in many CEECs, the
institutional factors selected after PCA have a higher significant statistical influence
on the Employment rate compared to the GDP growth rate, thus demonstrating that
the labor market in these countries is more sensitive to the quality of the institutional
environment and, at the same time, more resilient. We believe this conclusion is very
important given the role that the labor market has in ex-post resilience (European
Central Bank, 2016) or, put otherwise, in the recovery period.

The analysis of country-specific characteristics has enabled us to identify the
interdependencies between economic resilience and institutions’ dynamics. The re-
search has essentially emphasized the institutional instability and the heterogeneity
of interdependencies with the GDP growth rate and Employment rate as indicators
used to reflect resilience performance; for this reason, we are unable to identify a
pattern for these interdependencies. The bottom line is that, in many of the countries
under analysis, institutional instability had a negative effect on economic resilience,
which means that CEECs’ institutions are rather fragile, with a low resilience ca-
pacity and ability to adapt/recover in crisis conditions or to support transformative
processes in their economies.

From the resilience-based policies’ point of view, firstly, the need to have a strong
institutionalist perspective, focused on those institutions which are particularly rel-
evant in increasing resilience performance in these countries, is urgent. Secondly,
the heterogeneity of conditionalities identified in our analysis draws attention to the
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risk implied by using a standard approach, common to all countries, and to reduc-
ing institutionalist approaches in these states to the potential convergence generated
by integration. Consequently, the ‘recovery and resilience’ concerns at the EU level
must go beyond investment and development programs based on common objectives
and principles, as the current NRRPs, key tools for postpandemic recovery strategy,
seem to reflect. The establishment of a framework conducive to economic recovery
through these plans, together with a coordination of economic and fiscal-budgetary
policies, should not deviate from the recommendations within the European Semes-
ter, in response to the need to reduce territorial vulnerabilities, so that the EU Recov-
ery and Resilience Mechanism to achieve as well as possible the purpose for which it
was created. In connection with our research, these plans must be essentially aimed
at improving the quality of the institutional environment so as to generate a proper
context for increasing resilience capacity. Moreover, further in-depth analyses may
lead to the identification of institutions which are more adaptable and have a higher
potential to condition economic resilience.
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