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THE INFLUENCE OF THE EXCHANGE RATE ON THE
TRADE BALANCE OF SERBIA

Apstrakt

Subject of this research is contained in its title. We examined the connection and
the influence of the foreign exchange rate on the foreign trade balance of Serbia as
an independent state in this century, that is, in the period 2007-2017. The aim was to
determine whether the theoretical paradigm applies in concrete terms, and that the
decline in the value of the domestic currency leads to an improvement in the balance
of payments, given the role of price elasticities of import and export demand as
well as the level of domestic consumption. The SPSS software package was used for
statistical data processing. The observed variables: foreign exchange foreign trade
deficit, the exchange rate, the effective nominal exchange rate and the effective
real exchange rate are from the point of view of the Scale type. The data were taken
from official sources, primarily from the National Bank of Serbia and the Ministry
of Finance of Serbia. The obtained results unequivocally confirm that in specific
conditions depreciation of the dinar is favorable to the reduction of the deficit
of the foreign trade balance. The basic value of this result is that such a policy
should continue if the goal is to improve the liquidity of Serbia in international
payments. We conclude that the policy of the exchange rate of the dinar in the
observed period was properly conducted, and that within the framework of other
measures of economic policy, primarily monetary and fiscal, in that sense, gave
satisfactory results. In the paper itself, we first defined the basic concepts related
to the types and exchange rate regimes. We have added additional conditions for
the effectiveness of this policy in order to improve the balance of external trade. By
testing the hypotesess we verified the validity of the initial hypotheses of the
research. We concluded that the economic policy in this domain in the mentioned
period was conducted with due diligence.
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YTUHAJ AEBU3HOI' KYPCA HA TPITOBUHCKHA
BUJIAHC CPBUJE

AncTpakTt

Tema 0602 ucmpadicusarsa je cadpycana y camom Hacnosy. Mcnumueanu cmo
nOBE3aHOCM U YMmuyaj 0eusHo2 Kypca Ha cnossHompeosuncky ounanc Cpouje kao
camocmarte opacase y 060M 6eKy, 00HOcHo y nepuody 2007-2019. Luw je 6uo oa
YMEPOUMO 0d Jiu Y KOHKPEMHUM YCIIOBUMA 8ANCU MEOPEMCKa Napaouzma oa 0oaparse
epedHocmu domahe eéaryme 600U NOOOLUIAILY NAAMHOZ OUNAHCA, 003UpoM Oa my
UMy Y102y U YeHOBHE eLACMUYHOCTIU YEO3HE U U3B03HE MPAdICHe, Kao U HUo domakie
nompowwe. 3a cmamucmuuky 06pady nodamaxa Kopuuihen je npospamcku naxkem
SPSS. [locmamparne npomensuge: degpuyum cnowte mpeosure Cpouje u deusHu Kypc,
¢y ca cmanosuwima meperva muna Scale. Ilooayu cy y3umanu u3 36aHUYHUX U360PA,
npe ceeea 00 Hapoone banxe Cpouje u Munucmapcmesa gpunancuja Cpouje. Jlobujenu
pe3ymamu Hed8OCMUCTIEHO ROMEPHYJy 0a Yy KOHKPEMHUM YCLo8uMa oenpecujayuja
Ounapa nozooyje cmarservy Oeuyuma CcnowHompeosurckoe ounarnca. OcHosHa
BPEOHOCM 0602 pe3yimama je 0a 08aKey NOIUMUKY mpeda HACMASUmMU YKOIUKO je
yuw nobomuarse uxeuonocmu Cpouje y meliynapoonum niaharuma. 3axmyuyjemo
0a je nonumuxa Kypca OuHapa y nOCMampaHom nepuody 6oheHa npasuito, u od je
VY CKIONY Opyeux mepa eKoHOMCKe NOIumuKe, npe céeed MOHeMAapHe U (DUCKATHE,
odana y HageoeHom cmucity 3a0oeomasajyhe pesynmame. Y camom pady cmo npeo
OehuHucan OCHOBHe NOjMOGe 6e3aHe 3a BpCme U pedcume 0egusHux Kypcesa. Hasemu
CMO U Q00amHe YClose 3a eqUKACHOCT 08¢ NOTUMUKE Y YUbY NONPAGHARA OULAHCA
cnosmre mpeogure. Tlocmynkom mecmuparsa XUunome3a cmo nposepuiiy GaruOHOCH
nonasHe Xunomese UCmpariCuéarsd. 3aKmpyuuiy cmo 0d je eKOHOMCKA NOTUMUKA Y
060M OOMEHY Y HABEOEHOM Nepuody 60hHeHa c8pPCUCXOOHO.

Kwyune peuu: desusnu Kypc, HOMUHATHU OEBU3HU KYPC, CHOTHOMPEOGUHCKU OUWLAHC.
Introduction

In this century, Serbia is characterized by a permanent deficit in foreign trade,
which is also the main cause of the chronic deficit of payments balance. This, on the
other hand, in practice affects high external indebtedness. Therefore, it could be said
that one of the basic current tasks of economic policy of every Serbian government the
elimination, or at least mitigation, the problem of high deficit of the trade balance with
foreign countries.

It is only by itself understood that the key would be to reduce imports and
increase exports, seen in value terms. Current trends in Serbian politics definitely do
not make administrative measures the first choice for action in this direction. Foreign
policy repercussions, such as the drive for EU membership (hereinafter EU), and the
World Trade Organization (WTO) policy, which opposes non-tariff restrictions on
imports, direct Serbia to reduce its import demand primarily through restrictions on
the overall domestic demand. These measures are already in use, especially since the half
of the second decade of this century. Referred to so far primarily to budgetary restrictions,
especially when it comes to pensions and public sector wages and employment of budget
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users. Also, inflation was kept under successful control by keeping a restrictive monetary
policy.

On this side, the government, elected in 2017, did what it could from the aspect of its
jurisdiction over the conduct of economic policy in this short term. It is also the National
Bank of Serbia (hereinafter NBS), pursued a consistent, fundamentally monetarist,
targeted inflation policy. At the moment, we should be interested in another aspect of the
foreign trade deficit, which is the possibility of increasing the competitiveness of Serbian
exports. Taking into account the already explained conditions advocated by the EU and
WTO, as well as budgetary restrictions, it seems that the only remaining short-term
policy is the exchange rate policy. In theory and practice, the prevailing attitude is that the
weakening of the domestic currency, in general, positively affects the foreign trade balance.

When we take into account all the exposed items, we estimate that it is an interesting
question of whether, how and to what extent, exchange rate manipulation can correct the
trade balance of a country. More precisely, the aim of our research is to determine the link
between the movement of the foreign exchange rate of the dinar and the foreign trade balance
of independent Serbia in this century, in the period from 2007 to 2019.

General issues of exchange rate and trade balance

At the beginning of the presentation, methodologically, it would be most useful first to
define the meaning of the terms to be dealt with in our analytic, in order to avoid any possible
ambiguities and misunderstandings that are possible due to insufficiently precise use of
terms. Let’s first see what we mean by the exchange rate. In simplest terms, the exchange rate
is the price at which one currency is exchanged (bought and sold) for the other currency. If
we wanted to be scientifically correct and maximum precise, this definition means the
nominal exchange rate, in the following presentation, we will use even terms such as real
viewing exchange rate, effective, effective nominal and effective real exchange rate. So, we
announce that in this work, when we say only the exchange rate, we will only think about
the nominal, what we encounter normally in banks and exchange offices, everyday life and
regular business.

If we aspire to the maximum deflection of any possible ambiguity in terminology, by
the term exchange rate, if we do not use it with some additional heading, will mean in his
speech already mentioned the nominal exchange rate and with the implementation of direct
notation.

In the previous presentation we have already mentioned the adjustment of the nominal
exchange rate. Because the real and effective exchange rate are calculated categories, which
essentially represent adjustments to the nominal exchange rate, results that a country can only
make adjustments to the nominal exchange rate. Namely, the policy of the foreign exchange
rate of any country is in fact reduced to the adjustment, i.e. change, of the nominal exchange
rate of the national currency. How will these changes affect the real effective exchange rate,
it depends on inflation and structures of international economic relations of a country and its
main partners in the world economy.

As the exchange rate policy is implemented in practice, this is explained by different
models, i.e., exchange rate regimes. According to the classification of the International
Monetary Fund (hereinafter: the IMF), there are the following types of exchange rate regimes:
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. Exchange rate arrangements without special means of payment;
. Arrangements of the Currency Board;

. Other conventional fixed PEG arrangements;

. The fixed exchange rate is within the horizontal range;

. Crawling exchange rate;

. Exchange rate inside the crawling frame;

. Managed floating exchange rate without a predetermined way;

. Independent fluctuating. (Josifidis, Alegret & Beker, 2009)

0N L B W —

The seventh model implies that the monetary authority is trying to influence the
course without a predetermined target exchange rate. Indicators for this course management
may be different, which are usually the balance of payments, foreign exchange reserves or
market disturbances. Intervention during course management can be direct and indirect. This
exchange rate regime does not operate according to the automatic principle, it is a modality
of discretionary economic policy.

Since our research is dealing with Serbian economy, the fluctuating exchange
rate model (model No. 7), which is applied throughout the period to which our research
relates, is important to us here. (Marceti¢, 2017) This seems to be the optimal choice, since
it is applied by many transitional economies. (Jovovi¢, 2011) The National Bank of Serbia
(hereinafter referred to as the NBS) intervenes in its discretion in the circumstances when
it assesses that market forces in the foreign exchange market move the dinar exchange rate
from what it considers acceptable, taking into account the balance of payments situation and
the difference between domestic investment and the one in the markets important for the
Serbian economy. So, as we have already said, the module is most applicable, which most
resembles the seventh variant of the IMF classification.

In practice, the system works by determining daily middle exchange rate of the
euro (since 2011 and US dollars) at the interbank meeting. The average exchange rate is
the average weighted price achieved on that interbank foreign exchange trade. According
to its estimation, the NBS is involved in trade in the purchase or sale of foreign exchange to
influence the exchange rate.

And what is the significance of the change in the exchange rate? The exchange rate
policy has multiple significance for every economy and in every situation. For less developed
countries, as well as for transition economies, the exchange rate has the most impact on
the five aspects that we will list. Firstly, in the context of substantially the price level in
the domestic market, the exchange rate is an important resource allocation factor. Secondly,
the economic development of these countries, the exchange rate, in correlation with other
measures of economic policy, can also accelerate from the aspect of industrialization
and productivity growth through foreign trade. In market-oriented developing countries,
as well as in transition economies, the exchange rate significantly affects the stability of
the financial market. Fourth, in conditions of significant import dependence, an adequate
exchange rate policy can be an important anti-inflationary tool. In the end, but from the aspect
of our research and, most importantly, the exchange rate has a major impact on the balance
of payments, as it depends on the relative relation between domestic and foreign prices of
goods and services.

Therefore, the basic problem of the Serbian economy in the sphere of international
economic relations is the current account deficit. More precisely, the long-term problem is
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a chronic deficit in exchange of goods and services abroad, and foreign trade balance. The
significance of this statement is especially difficult for the tendency of the long-term decline
in foreign exchange in flows based on remittances of workers from abroad. It should be noted
that the trade deficit is a regular occurrence in countries like Serbia, in a middle and lower
level of development, which is expressed in the import dependence of the economy due to
the high demand for investment periods rhyme, raw materials and technology that cannot be
met from domestic sources. Regardless of the fact that there is always a factor in the import
of consumer goods and services, the fact is that the deficit cannot be solved completely
by suppressing domestic consumption. The only sustainable long-term solution is in the
growth of the creation of goods and services for the foreign market and the competitiveness
of such exports.

Shortly, there is a necessity for the growth of exports, above all, with reductions in
the import, which would not be at the expense of the development of economy. So it would
be equalized just to enter the balance as the key of equalized balance of payments as a
whole. This is, of course, an indicator of the current economic policy, where an exchange rate
policy can play an important role. Thus, we should see how the exchange rate policy affects
the trade balance of a country.

With all the basics postulates in mind, the way of thinking could be very simple. Thus,
the weakening of national currency (exchange rate growth), regardless of whether it is a
devaluation (fixed mode) or depreciation (fluctuating mode), it must be beneficial to eliminate
the trade deficit. How this mechanism works? Simply, the weakening of the currency
stimulates exports, and destimulates imports.

The previously stated logic of thinking is traditionally very rooted. It is very common in
everyday reflections on this issue, in numerous media, politics, and with several economists.
However, there are numerous theories in this field that argue that things are not as simple as
it seems at first glance, and as we have shown it in our simplified model. Therefore, in the
next presentation, we will present in short terms the basic idea of the most famous theoretical
considerations of this problem.

At the center of all theories dealing with the influence of the exchange rate on the
correction or balancing of the negative foreign trade balance is the idea that this is not enough
only for the manipulation of the exchange rate, i.e., the collapse of the value of the domestic
currency. In order to achieve the potential positive results according to the simple model
logic described above, it is necessary to fulfill some additional conditions. This is completely
understandable when we know how complicated the macroeconomic processes are, and
especially those related to the foreign trade balance.

Our presentation in this section will begin with the introduction of Marshall-Lenart’s
theorem. This theorem can be summarized in a single sentence shortly. It says that the
weakening of the domestic currency in terms of the growth of the real exchange rate will
have a positive effect on leadership in the trade balance if the sum of the price elasticity
of foreign demand for domestic goods and domestic demand for foreign goods is greater than
one. (Marceti¢, 2017) This certainly depends on the existing economic structures, both in the
country and abroad, given that these elasticities are different for each branch. (Popovi¢, 2009)

It should be noted here that, in case of satisfying elasticity conditions, two phenomena
should be taken into account. Firstly, a positive effect on the trade balance will be seen in
the longer term, which is not shorter than a year, as it takes some time to adjust production
and income. The other thing is, the almost regular occurrence of the J curve effect, that is,
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the improvement of the trade balance due to the drop in the value of the domestic currency,
comes only after the initial deterioration. The main reason for this is that in the first period
after the change in the foreign exchange rate, foreign trade contracts, which are concluded up
to the previous period, are realized as a rule. The size of the effect depends on the structure of
the contracts according to the currencies in which they are made. (Peli¢, 1993)

In addition to this basic idea of the theory of elasticity that is briefly exposed, we
consider another important direction of thinking within this issue important for mentioning in
this place. This is the so-called absorption model, which essentially deepens the analysis of the
impact of depreciation (and devaluation) on the foreign trade balance. Namely, the change in
the exchange rate in this direction will affect the balance in line with the stated elasticities, but
these processes are also related to adjusting production, income and demand in the domestic
economy, which again also affects the foreign trade balance. Thus, this theory, by complicating
the model, takes us closer to real economic developments by considering new variables. There
are also other factors involved, such as the propensity of import and savings are added.

In this model, it is basically argued that for positive changes in the foreign trade
balance due to depreciation, it is necessary that there is domestic real savings, that is, that
real expenditures are lower than real incomes. The logic is simply that domestic demand
does not “eat” surpluses for exports. So, the economy is a complex model, and must take into
account the changes in supply and demand in the domestic market because of this greatly
affect the final aim of the trade balance, not just the price elasticity of demand for imports om
and export.

Therefore, the basic idea of the model is that in addition to depreciation, if the foreign
trade balance is desired, the domestic consumption should be limited by the measures of
monetary and fiscal policy. Everything is based on the famous Keynesian idea, that the
surplus of the trade balance is in fact a surplus of total domestic production.

The basic equation shows that domestic production (Y) represents exactly the sum of
the absorption (A) and the trade balance (X - M), i.e. net exports, where X represents export,
and M imports. It follows:

Y-A=X-M

Therefore, the excess domestic production above total domestic consumption
(absorption) is the only possible source of positive difference between exports and imports. If
domestic consumption is higher than domestic production, it will have a trade balance
deficit. This means that this surplus of production above the absorption is a necessary condition
for improving the foreign trade balance even in the conditions when there is depreciation to
domestic currency, and the sum of the price elasticities of domestic and foreign demand for
import goods and services meets the previously explained conditions.

We have drawn two of the most influential ones, and for us, really the two most
important theories to be kept in mind when pursuing economic policy in this field. Of course,
economic reality is so complex that in any theory and model it is impossible to include all
relevant factors, make their quantification, and precisely define mutual relations. However,
we have so far been said to be a completely sufficient basis for further discussion on the link
between the exchange rate and the foreign trade balance.

After all that we have already said, we can now begin our discussion of the
link between the foreign exchange rate and the foreign trade balance of Serbia in the
period from 2007 until 2019. Our starting hypothesis will be that the depreciation of the
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exchange rate of the dinar against the euro is not firmly related to the reduction of the deficit
of the foreign trade balance.

Empirical study of exchange rate movements
and foreign trade balance

In order to study the mentioned macroeconomic issues, which relate to foreign exchange
rate and foreign policy, it is best to use official published data from authoritative sources such
as specialized international organizations as well as official national authorities. So we will
rely on the data contained in official publications of the World Bank (WB), Eurostat, NBS,
the Ministry of Finance of the Republic of Serbia and the Republic Institute for Statistics.

Once again, we will remind that the subject of research from the mentioned aspects
is the economy of modern Serbia. Here we have in mind Serbia, which in the 21st century
became a state of autonomy in mid-2006. That is why we selected the period between 2007
and 2019 for the period of study. We believe that more than one decade is a sufficient period
for some reliable conclusions regarding the subject of our research to be carried out.

Therefore, we will try to perceive the quantitative and qualitative aspect of the
relationship between the movement of the foreign exchange rate of the Serbian national
currency and the balance of its foreign trade. The first one will deal with the exchange rate
towards the euro that “covers” in the mentioned period for the largest part of Serbia’s foreign
trade. In the following, we will not discuss the modalities of the effective exchange rate,
taking into account other relevant currencies, which are apart from the euro and the dollar, as
well as the Swiss franc, the British pound, the Chinese and the Japanese currency. This is
because a broader analysis would go far beyond the format of this article.

We will methodology expose our report by starting from the foreign trade balance,
and then we will analyze the movement of the exchange rate and investigate the relationship
between it and the balance.

For a statistical data processing we will use a software package SPSS. The observed
variables foreign exchange foreign trade deficit, the exchange rate, the effective nominal
exchange rate and the effective real exchange rate are from the point of view of the Scale type.

We already know that the economy is continuously following the chronic deficit of the
foreign trade balance. The following figure gives an overview of the deficit in the exchange
of goods and services in the period we are studying, expressed in millions of euros.

Table 1: Deficit of foreign trade of Serbia (goods and services) in mil. EUR

YEAR DEFICIT YEAR DEFICIT
2007 -7,376.2 2014 -4,028.7
2008 -8,854.2 2015 -4,047.9
2009 -5,365.7 2016 -3,635.8
2010 -5,030.1 2017 -4,345.2
2011 -5,808.6 2018 -5,636.6
2012 -5,973.9 2019 -6,341.6
2013 -4,472.5

Source: Ministry of Finance, from the site www.mfin.gov.rs (accessed on April 7, 2020)
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By observing the variable Foreign Trade Deficit of Serbia in the period from 2007 to
2019, we can notice that:

1. the average deficit of foreign trade amounts to EUR 5381.28 million ;

95% confidence interval is (4417,38 - 6345,19) which means that with a
probability of 95% we claim that the deficit is moving in this interval;
the data in the series are not homogeneous since the coefficient of variation
S 1517,08
v=—x100=——-=-=%100=28,19%

X 5381,28 smaller than 30%.

Figure 1. Deficit of Serbian trade in the period 2007 —2019
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Source: Authors, according to Ministry of Finance data, available at www.mfin.gov.rs (accessed
7.4.2020.)
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Figure 2. Box-plot diagram Foreign trade deficit of Serbia in the period 2007-2019.
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Source: Authors, according to Ministry of Finance data, available at www.mfin.gov.rs (accessed
7.4.2020.)

On the box-plot chart (Figure 2) Foreign trade deficit for the period 2007-2019. year,
we can see one outlier (an exclusive point, an observation that is different from the others)
data and the value of the foreign trade deficit for 2008.

Now, let’s take a look at how the nominal exchange rate of the dinar and the euro in
the same period.

Table 2: Exchange rate RSD for EUR (end of period)

YEAR EXCHANGE RATE YEAR EXCHANGE RATE
2007 79.24 2014 120.96

2008 88.60 2015 121.63

2009 95.89 2016 123.47

2010 105.50 2017 118.47

2011 104.64 2018 118.19

2012 113.72 2019 117.59

2013 114.64
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Discussion of work results

Atfirst, it should be noted that this study we access just because we have the impression
that in our professional public these works are not sufficiently represented. Namely, in the past
twelve years of Serbian statehood, in our opinion, this problem was not addressed enough
by economists. Occasionally and partially there were critical texts about some aspects of this
issue. The profession is quite justified, for example, against the fixed exchange rate at the
beginning of the transition. However, the impression is that not enough attention paid to the
influence of the foreign exchange rate on the trade balance of Serbia as an independent state
in the first decade of its existence in the 21st century.

In our wider, but also in professional public, there was certainly a reaction to certain
exchange rate fluctuations. It was an assessment that at certain moments the current course
corresponds to the “import lobby”, or that the policy itself is not enough to reduce the trade
deficit of Serbia. Of course, these issues, and that we pointed out in the paper, are very
complex. Therefore, we have decided to specifically quantify only one aspect, and to try
to give a clear answer to at least one question from this complex set of macroeconomic
problems. How and in which extent the course influenced the foreign trade balance of Serbia
in the mentioned period. We finally offered an unambiguous answer to that.

In this we see the contribution of this paper. We picked out a precisely defined question
and gave it a clear answer. We consider such an approach important for all macroeconomic
issues of Serbia in the conditions of its new independence. It should come out of endless
theoretical discussions and outwits. It is necessary to solve one and the same question in a
clear and argumented way and redirect to the next ones to meet. Maintenance is done to serve
the dilemma. Which course to choose? What course policy do you take? It cannot always be
at the beginning. Is there any progress in transition?

We made the effort to contribute to this work by checking the theory in concrete
practice. We believe that the previous analysis showed that in the conditions of the Serbian
economy in the period 2007-2017, the course would be a very important element of foreign
trade policy. Its influence on the foreign trade balance of Serbia in the mentioned period is
undisputed and fully in line with the ruling theory. In other words, we think that topic which
is being studied and the period, the practice fully confirmed the theory.

The practical implication for foreign policy makers of Serbia would be to continue
with the practice of depreciation of the nominal dinar exchange rate against the euro and that
any other behavior would lead to deterioration of the foreign trade balance.

Conclusion

In this paper we were shortly dealing with what is indicated in the title, so the impact
of the exchange rate on the balance of payments of Serbia. We have considered the basic
categories of exchange rates and foreign exchange regimes, as well as the most important
relations between them. We also highlighted the main elements of the balance of payments.
We also looked at the main theories explaining the modalities for alleviating the problem of
the deficit of the foreign trade balance. Research, which could possibly be called a case study
of the independent state of Serbia in this domain during the period 2007-2019, focused on
the verification of the link between the exchange rate and the foreign trade balance. Having
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explained the indisputably great importance of the nominal dinar exchange rate against the
euro, we have just placed the emphasis here. The purpose was to determine and quantify
this relationship on a concrete case. We wanted to check the theory and practice, to end the
unfruitful discussions and to evaluate the economic policy that is being conducted.

As we have already pointed out, focus of the research was at the exchange rate which
is the most important for Serbia. First, the euro is unmatched most important currency for
foreign trade of Serbia, and secondly, the nominal exchange rate is the only domain of foreign
exchange policy that has a great influence on the foreign trade balance. In concrete case, the
connection between theory and practice is confirmed. Namely, the diminution of the value of
the dinar (the growth of the euro exchange rate against the dinar) is very much in line with
the reduction of the deficit of Serbia’s foreign trade. At the same time, it does not corroborate
the initial hypothesis that the depreciation of the exchange rate of the dinar against the euro is
not in tandem with the reduction of the deficit of the foreign trade balance. In the investigated
decade, in the case of Serbia, it was undoubtedly quantified that the depreciation of the
exchange rate of the dinar against the euro was very firmly related to the reduction of the
deficit of the external trade balance.

This research has unequivocally and surely resulted in the claim that the movement of
the nominal exchange rate between the euro (direct invoicing) is affecting the reduction of
Serbia’s foreign trade deficit (2007-2017), which fully corresponds to the prevailing theory of
foreign exchange rates and foreign trade. Certainly, the course of this exchange rate was also
influenced by the significant price elasticity of imports (and exports) of Serbia and its main
foreign trade partners. If it was not there, or it is insufficient, the effect of the exchange rate
would be minimal. Likewise, the correction of the external trade balance through both values
of the domestic currency was facilitated by the restriction of domestic consumption by
keeping inflation under control and by reducing the budget deficit. [9] However, all this does
not change anything on the conclusion nor undermines the result of the research. The balance
would not be corrected without such an exchange rate policy. This is supported by a slight
rise in the deficit in 2017, which also corresponds to a slight increase in the value of the dinar.

With this work we wanted to show three things. Methodologically we had the intention
to promote the approach that it is most appropriate to conduct macroeconomic analysis of the
Serbian economy starting in 2017, because it is only to the first years of independence the
country after many decades. This is simply the case, although we often encounter an approach
where the Serbian economy is analyzed for a much longer period than the last decade. In our
opinion, it is justified in the context of a historical approach on which occasion the emphasis
would be on the position of Serbia within several states in which it was composed after the
First World War. For current economic analyzes, in our opinion, it was sensible to act only as
we did on this occasion.

We also consider the choice of the topic as a certain contribution because we consider
that the papers dealing with the policy of the foreign exchange rate of Serbia in the mentioned
period are missing. As if this is a little important topic that does not deserve the attention of
economists, and as if everything is clear in itself. The fact is that, in the last decade, it has the
least problems in terms of the exchange rate and foreign trade balance, but we consider it to
be shown, proven and confirmed decisively.

Thirdly, the fact is that the phenomena described in this paper on the line of
predominance, could be said to be a “classical” economic approach. Such an approach,
where, in this context , the correction of the foreign trade balance is considered to be a useful
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use of the fluctuating exchange regime, the fall in the value of the domestic currency, inflation
control and the balancing of the budget deficit is, at the same time, the general approach of
the IMF. In this period, this organization has had a considerable influence on the conduct of
macroeconomic policy in Serbia. We would like to state once again that such an approach
obviously gives results in this area. Namely, for this period, governments mainly criticize the
work of the expert public on the direction of the IMF because of the fact that this does not lead
to higher rates of economic growth. However, it should be kept in mind that this organization
primarily deals with the problems of external liquidity of its members, and that it is not a
development agency. In this sense, this policy seems to be the best option. Here, we dealt with
exchange rate and foreign trade deficit, and economic development is another, more complex
topic that still requires more serious analysis in the coming period.
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