EKOHOMMUKA EX= Vol. 67, january-march 2021, Ne 1

ISSN 0350-137X, EISSN 2334-9190, UDK 338 (497,1) P. 1-16
Enes Corovi¢! ORIGINAL SCIENTIFIC ARTICLE
State University of Novi Pazar, DOI: 10.5937/ekonomika2101001C
Department of Economic Sciences Received: November, 28. 2020.

. Accepted: February, 14. 2021.
Zivorad Gligorijevi¢?

Aleksandar Manasijevi¢®

Faculty of Economics, University of Nis

STRUCTURAL CHANGES AND ECONOMIC GROWTH
OF THE REPUBLIC OF SERBIA: THE EFFECTS OF APPLIED
STRUCTURAL ADJUSTMENT MODELS

Abstract

There is a general consensus in the economic literature that there is a strong
correlation between structural changes and economic growth: structural changes
are the most significant repercussion of economic growth, but at the same time, in the
long run, it’s most important factor. Having in mind this fact, the analysis of structural
changes and economic growth of the Republic of Serbia is a key research issue on which
this paper focuses. In that sense, the paper, based on relevant theoretical knowledge and
reference statistics on the movement of basic macroeconomic indicators, monitors and
analyzes the effects of applied models of economic growth in the process of structural
adjustment of the economy of the Republic of Serbia during the first two decades of the
21st century, in which major, and in some sub periods, specific structural changes took
place.
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CTPYKTYPHE IPOMEHE U IIPUBPE/THU PACT PEIIYBJIMKE
CPBUJE: EOEKTU IPUMEIBLEHUX MOJEJIA
CTPYKTYPHOI ITPHJIAT'OBABAIBA

Arncrpakr

YV exonomcroj numepamypu npucymna je onwuma caznacnocm oa usmely cmpyx-
MYPHUX NPOMEHA U NPUBPEOHO2 PaAcmad NOCMOJU JaKO U3PAdlCeHa KOpenamusHa 6e3d.:
CMpYKmypHe npomene npeocmas/bajy Haj3HauajHujy nocieouyy npuspeonoe pacmd,
anu cy ucmogpemeno, Ha 0y2u pok, U e2og HajsHauajuuju pakmop. Umajyhu y euoy
My YUrbeHUYY, aHanu3a CMpyKmypHux npoymena u npuspeoroz pacma Penyonuxe Cp-
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Ouje npedcmasba K/eyuHO UCPANCUBAUKO NUMARse HA Koje ce 08aj pao Gokycupa.
Y mom cmucny, y pady ce, Ha 0CHO8Y penesaHmHUX MeopUjcKUx casHarea u pege-
PEHMHUX CIAMUCTUYKUX NOOAMAaKd 0 Kpemarsy OCHOBHUX MAKPOEKOHOMCKUX UHOU-
Kamopa, npame u AHATU3UPA]Y epexmu NPUMEFeHUX M00eld NPUepeoHoe pacma y
npoyecy cmpykmypHoe npuiazohasarsa npuspede Penybonuxe Cpouje mokom npge 0ge
Oeyenuje 21. 6exa, mo jecm y nepuody y Kome cy ce oouepaie KpynHe, a no nojeouHum
nOmMnepuoouUMa, u cneyuguure CmpyKmypHe npoveHe.

Kwyune peuu: Cmpyxmyphe npomere, npuspeonu pacm, HeorudepaiHu Mooeil
npuspeoHoe pacma, Ho8u Mooel npuepeoroz pacma, Penyonuxa Cpouja.

Introduction

By accepting the basic principles of the well-known doctrine of transition based on
the postulates of the Washington Consensus (macroeconomic stabilization, the creation
of market system and market institutions, privatization and restructuring of companies
and liberalization in economic policy), i.e. the neoliberal model of growth, the Republic
of Serbia reforms in order to create a market-configured economic system and, ultimately,
in order to increase the efficiency of development (Gligorijevi¢ & Corovié, 2019).

The key aim of these reforms was to increase the efficiency of the functioning
of the economic system, whose performance in a long period of time did not enable
development (Gligorijevi¢ & Corovié, 2018). These reforms also conditioned the
initiation of other changes (political, legal, institutional, social and others) in the socio-
economic system, which were not independent goals, but a consequence of changes in the
economic base of society. In that sense, it can be said that major social changes (private
property, market institutions, competition, entrepreneurship, etc.) were not introduced
due to radical political or ideological changes, but in order to increase the efficiency of
development of certain economic structures.

In order to successfully implement the process of structural adjustment of the economy
ofthe Republic of Serbia, a development model was established which should have resulted
in a relatively rapid consolidation of economic flows. However, the spontaneous operation
of the market mechanism, in conditions of partial macroeconomic stability, resulted in
directing the economy of the Republic of Serbia towards foreign savings, disproportionate
growth of the non-tradable goods and services sector and overheating domestic demand as
the main drivers of growth (Gligorijevi¢, Corovié¢ & Manasijevié, 2020).

This has led to the configuration of development processes which, in short, can
be marked as unsustainable growth path. The expectations of the protagonists of the
neoliberal, theoretically rounded model did not come true. Development trends have
conditioned the need to abandon the idea of “spontaneous” growth as soon as possible.
Due to that, the Republic of Serbia was forced to change the model of economic growth.
The general agreement on the existence of serious development problems, both in the
scientific and professional environment, and among the then creators of economic
policy, resulted in the adoption of a document entitled Strategy and Policy of Industrial
Development of the Republic of Serbia from 2011 to 2020 and the announcement of a
new model of economic growth (Gligorijevié¢, Corovi¢ & Manasijevi¢, 2020).
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Changing the model of economic growth of the Republic of Serbia was, therefore,
a development necessity that highlighted: eliminating the weaknesses of the fiscal
system, creating the necessary balance in sources of financing growth (with a change
in the GDP structure) and impowering the competitiveness of the domestic economy.
The key change, of a structural nature, is contained in the foundation of future economic
growth on the growth of industry (primarily manufacturing) and the relative increase in
its share in gross domestic product, assuming dynamic investment growth, instead of
previous growth in domestic consumption (Gligorijevié¢ & Corovié, 2019).

Based on these facts, the aim of this paper is to, trough using of reference
statistics, analyze structural changes and trends in economic growth of the Republic of
Serbia during the first two decades of the 21st century, as well as to highlight the key
consequences of the cause-and-effect relationship between these phenomena.

1. Research methodology

The research process in this paper takes its basis in the researches of numerous
authors. Namely, economic theory, trough a long amount of time, clearly notices and
points to a significant correlation between structural (sectoral) changes and economic
growth. However, this correlation is not absolute, and structural changes could be both a
repercussion of economic growth, or its significant and obvious source.

We can clearly say that in economic theory in modern conditions, there is no
specific and generally accepted individual theory of structural change. However, there
are various theoretical approaches that explain some structural mismatches of the
fundamental sectors of the market economy (Kruger, 2008).

Observed from the methodological aspect, this paper applies a structural approach
in researching the links of structural changes and economic growth, which emphasizes that
economic growth is closely connected with the process of transformation of production
structure (in order to start and accelerate it), through: removing hold-ups and additional
factors answerable for such a slow growth and ensuring the redistribution of capitals into
so-called growth engines, i.e. into highly competitive sectors and activities (Kuznets, 1973).

Different from the so-called structural approach or structural method, old-style
thoughts of stable economic growth found their basis mostly in savings rate and in the
accumulation of capital, using mostly a single production function for the entire economy
and giving structural changes lone as a kind of side effects of economic and GDP per
capita growth (McMillan & Rodrik, 2011).

Structural changes in this paper are interpreted not just as redistribution of
economic activity in fundamental economy sectors (agriculture, industry and services)
which escorts the process of economic growth in modern conditions (Herrendorf,
Rogerson & Valentinyi, 2014), but also as changes in the participation of particular
sectors of the economy and in total production or employment level.

The analysis of structural changes and economic growth of the Republic of Serbia
during the first two decades of the 21st century was performed using statistical data of
various official institutions (domestic and international) - Federal Bureau of Statistics,
Republic Bureau of Statistics, Ministry of Finance, International Monetary Fund and
European Central Bank.
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Structural changes and economic growth of the Republic of Serbia, during the first
two decades of the 21st century, were the topic of special attention within our research.
In doing so, we paid significant attention to: the pace of economic growth and structural
changes in the three-sector model (Arandjelovi¢ & Gligorijevi¢, 2008), structural
changes and the new model of economic growth (Gligorijevi¢ & Corovié, 2019) etc.

2. Structural changes and economic growth of the Republic
of Serbia: The effects of applying the neoliberal model

The impact of international sanctions, war destruction and economic exhaustion of the
population, during the last decade of the 20th century, significantly destabilized the economic
reality of the Republic of Serbia. On the wave of social dissatisfaction, there were political
changes in 2000. With these changes, a radical break was made with, until then, a hybrid
system of functioning of political pluralism, with an unreformed economic system. In that
way, the company decided to build a market economy, following the example of developed
western countries, and to end the previous practice, in which the state was a key economic
factor. The way out of the political blockade and the burden of accumulated economic
problems have conditioned the establishment of close communication with international
financial institutions, primarily with the World Bank, the International Monetary Fund and
the European Bank for Reconstruction and Development. The set conditions for the promised
financial assistance resulted in the acceptance of the concept of structural adjustment, applied
in additional post-socialist countries, with the monitoring of the mentioned international
institutions. In essence, these were the recommendations from the Washington Consensus,
which were reduced to four key elements: macroeconomic stabilization, the creation of
market system and market institutions, privatization and restructuring of enterprises, and
liberalization in economic policy (Cerovi¢, 2004).

In order to realize the generally accepted concept of structural adjustment, a new
growth model was established, which should have resulted in a relatively rapid consolidation
of economic opportunities, compared to other countries. The mechanisms and experiences of
its application were known, and there were certain advantages and disadvantages.

The transformational recession has largely lost its strength; the economy, and
especially industry, showed signs of a positive response to investment impulses; the private
sector was on a continuous rise and created a significant part of the social product; structural
imbalances had clearly profiled expansion tendencies. However, on the other hand, in that
time the distribution of foreign direct investment has already taken off in the direction of
countries that have previously embarked on a process of structural adjustment and have had
the obvious results of ten years of these processes.

Table 1: GDP of the Republic of Serbia by activities (growth rate)

Activities 2001 2002 2004 2006 2008 2009 2010
Agriculture 17,3 -6,8 19,1 -0,1 8,7 -4,8 6,4
Mining -23,3 59,4 2,8 8,8 33 -10,7 18,0
Manufacturing industry -9,7 -5,9 3,7 1,9 3,3 -45 -0,3
Electricity supply 1,2 -1,7 6,6 4.8 -0,8 6,4 -4.5
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X:;ngse‘ggg and waste 05 | 64 | 10 | 06 | 67 | 03 128
Construction -10,5 27,9 13,0 15,7 13,1 -12,9 24
Wholesale and retail trade -7,6 21,2 20,0 9,7 3.8 -8,8 -3,0
Traffic and storage 6,1 34 9,2 16,0 -1,0 -4,6 7,1
Accommodation and catering 35 |55 | 17 | 13 | 83 | 06 | 23
Information and communication -0,9 17,3 2,1 13,9 9,6 -3,0 32
Finance and insurance -18,1 9,9 15,5 30,1 18,9 2,6 1,9
Real estate business 14 1,7 0,6 0,6 4,0 0,8 0,2
zzgf::ifis;;)nal, scientific, innovative 316 38 275 13.0 74 106 27
i(:ir\rlliltlilésstratlve and support service 239 83 85 17 156 72 62
i’;l;l;c t;dmmlstratlon and social 0.5 27 6.5 49 09 43 02
Education 2,7 9,0 0,5 -4,9 5.8 2,0 0,5
Health and social protection 0,5 8,0 2,8 -10,8 3,7 0,7 -0,8
Arts, entertainment and recreation -194 28,9 17,1 -3,2 2,0 2.3 1,0
Other service activities -10,3 18,6 22,4 10,3 1,5 54 -43
Household activity 0,0 0,0 9,5 1,6 -0,8 -11,7 0,8
Gross value added -1,9 2,5 8,6 45 4.8 -3,4 -0,8
Taxes on products 77,3 354 12,8 6,5 7,6 -1,9 -0,2
Product subsidies 15,8 2,2 19,1 34 4.4 6,9 4,0
Gross domestic product 5,0 7,1 9,0 44 54 -3,1 0,6

Source: Republic Statistical Office, Statistical Yearbook of Serbia 2007, 2010, 2016.

Based on the above, high goals and expectations of fast results have been formulated.
However, in the period from 2001 until the onset of the economic crisis in 2008, the gross
domestic product of the Republic of Serbia, calculated at constant prices from 2002, grew
at an average annual rate of 5.41%. At the same time, certain components of gross domestic
product formation had different growth dynamics: gross value added, in this period, grew at
an average annual rate of 4.08%, while indirect taxes (less subsidies) grew much faster (16,4%
per year). Compared to the average annual growth of the world economy of 3.94%, the
growth of GDP in the Republic of Serbia, in the same period, was higher. However, compared
to the average annual growth of developing countries of 6.48%, as well as with countries
of similar size in the environment, GDP growth was significantly lower (Stamenkovic,
Kovacevi¢, Vuckovi¢, Nikoli¢, & Busatlija, 2009, p. 20).

At the same time, there are different assessments of the achieved economic growth of
the Republic of Serbia after 2000. The creators of economic policy, about that period, spoke
about “... a zone of very high growth rates” (Cvetkovi¢, 2007). However, many analysts,
pointing to the financial assumptions of growth and the huge inflow of funds (based on
medium-term and long-term loans taken abroad, then based on the sale of companies, as
well as remittances and donations) call attention to the fact that the Republic of Serbia has
achieved very modest real growth GDP (Kovacevi¢, 2008, p. 103), while as a relevant court,
the fact remains that the level of real economic activity of the Republic of Serbia, measured
by the gross domestic product index, was at the level of 70% of the social product reached in
1989 (Buki¢, 2009, p. 97-98).
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Sectoral structure of economic growth in the 2001-2008 period was markedly
unbalanced. The three non-exchange sectors generated about 75% of total economic growth.
Sectors: trade 14.25%, financial intermediation 12.96% and transport and storage of 7% had
extremely above-average growth rates of gross value added (Savi¢, 2009). With a slightly
lower share of 18% in gross domestic product formation in 2001, these three sectors increased
their relative share to 30% in 2008. These were, therefore, the main components of economic
growth.

The share of indirect taxes, reduced by subsidies, also increased, so that with an
11.8% relative share in 2001, that share in the formation of gross domestic product in 2008
amounted to over 16%. On the other hand, the sectors of production of material goods had a
growth of gross domestic product far below the average: agriculture grew at a rate of 0.15%
per year, manufacturing at a rate of 0.47%, while significantly higher growth was recorded by
construction, with an average at a rate of 10.7%.

Different growth dynamics of individual sectors led to a change in the structure of gross
domestic product formation. There is a clear declining trend in the share of manufacturing
activities, while the services sector has achieved dynamic growth. Production activities
decreased from 53.3% in 2001, their relative share to 38.9% in 2008. At the same time,
agriculture reduced its share from 19.9% in 2001 to 10.13% in 2008. In the same period,
the industry reduced its share in gross value added from 28.5% to 22.3%, with a dominant
decline in the manufacturing industry.

Table 2: Structure of gross value added of the economy of the Republic of Serbia by sectors

2001 2002 2004 2005 2006 2007 2008 2009 2010
Agriculture 19,9 154 13,9 12,0 11,4 10,5 10,3 9,6 10,2
Industry 28,5 272 24,1 23,6 233 21,9 223 22,8 23,0
Construction 4,9 52 59 5,7 6,6 5,7 6,3 5.8 5,6
Services 46,7 48,2 56,1 58,7 58,7 61,9 61,1 61,8 61,2

Source: Republic Statistical Office, Statistical Yearbook of Serbia 2007, 2010, 2016.

The newly created structure of the gross domestic product in the Republic of Serbia,
to a large extent, reminded of the situation in the most developed countries of the world,
where the trend of the process of deindustrialization has been noticed. According to that, the
Republic of Serbia is unique among the post-socialist countries which also went through a
phase of structural adjustment, but in which the participation of industry in the formation of
GDP remained at a much higher level. Unlike highly developed countries, where the industry
generated the largest part of the surplus for export, the industry of the Republic of Serbia
could not adequately satisfy domestic needs, which gives a clearer picture of the character of
its structural changes. In the scientific and professional public, and declaratively also among
the creators of economic policy, a unique assessment has been formed that further flows of
structural adjustment of the economy must be based on an essentially, completely different
model of growth. The backbone of this model was to be the accelerated growth of the
industry (especially the manufacturing industry), with its pronounced export orientation and
employment of a high number of unemployed able-bodied residents (Corovic, Jovanovic, &
Ristic, 2013, p. 8).
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3. Structural changes and economic growth of the Republic
of Serbia: the effects of applying the new model

The serious consequences of the economic crisis from 2008 in the Republic of Serbia
initiated a re-examination of the hitherto applied model of economic growth. Namely, the
economic crisis (i.e. its impact on economic trends) has exacerbated and brought to the
surface the accumulated problems of economic development from the previous decade. It
was necessary to move away as soon as possible from the idea of “spontaneous” growth
that prompted reforms, but which, as we already mentioned, directed the Serbian economy
towards foreign savings, growth of the sector of non-tradable goods and services sector and
hotness of aggregate demand. Due to that, the Republic of Serbia was forced to change the
model of economic growth.

The widespread agreement on the existence of serious development problems in the
economy resulted in the adoption of the Strategy and Policy for the Development of Industry
of the Republic of Serbia for the period from 2011 to 2020, with a new growth model. The key
change, of a structural nature, is based on the growth of industry and the relative increase of
its share in the creation of gross domestic product, assuming dynamic growth of investments,
instead of the previous growth of domestic consumption, as a source of economic growth. In
accordance with the above, it is clear that the key development priorities of economic, and
especially industrial policy, were based on increasing the volume and changing the structure
of investments, with adequate sources of funding and strengthening competitiveness in the
European Union market, since foreign trade predominantly related to this economic space.
The realization of this radical change in the development policy of the Republic of Serbia was
accompanied by serious challenges for the country’s economic policy.

The first few years of implementation of the newly adopted strategy and policy of
industrial development of the Republic of Serbia, despite serious warnings from the scientific
and professional public and public commitments of economic policy makers, passed without
a consistent set of measures to implement the new economic growth model. Eliminating the
basic structural imbalance between production and consumption in the country required the
adoption of economically necessary, socially painful, and politically risky moves, without
which the external liquidity crisis was a certain short-term scenario. However, after 2014,
as a result of fiscal consolidation measures, further economic flows were marked by a
changed correlation between the GDP growth and aggregate demand, and especially final
consumption in the Republic of Serbia. While the gross domestic product by the end of 2016
had an extremely slow growth of an average of 0.8% per year, the final consumption in the
same period had a negative growth of an average of -0.2% per year.

By applying fiscal consolidation measures, the growing state budget deficit until 2014,
when it reached the level of -6.4% of gross domestic product, was reduced to a tolerable
-2.1% in 2016.

The positive trend continued in the 2017-2019 period with a surplus in the state budget.
This was directly related to the reduction of the share of public debt in the gross domestic
product to the level of 52.4% in 2019. At the same time, prices stabilized, reducing inflation
from 2.4% in 2014 to 1.2% in 2016, and by the end of 2019 within the limits provided by
the Maastricht Agreement (Statistical Yearbook of Serbia 2017, 2020). However, with the
acceleration of economic growth and the reduction of public debt to an acceptable level, final
consumption, especially in the public sector, has recorded an annual increase since 2016, true,
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less than the rate of economic growth. This inconsistency in economic policy is in serious
contradiction with the necessity of changing the structure of sources of financing economic
growth and creating conditions for its acceleration (Corovi¢, 2019, p. 43).

Table 3: Macroeconomic indicators of economic flows of the Republic of Serbia
in the period 2011-2019

Indicator 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Gross domestic product
(GDP) - growth rate 1,4 -1,0 2,6 -1,8 0,8 33 2,1 4,5 4,2
% growth of final
consumption expenditure -0,7 -1,2 -0,7 -1,2 0,1 1,6 2,3 32 33
from GDP
o share of budget deficit 40 | 59 | 52 | 64 | 41 | 21 | 07 | 06 | 02
in GDP ) ) , X ) > B , ,
o -
7 share of public debt 454 | 562 | 596 | 704 | 747 | 719 | 579 | 537 | 524
in GDP

Source: Republic Statistical Office, Statistical Yearbook of Serbia 2013, and 2017 and
2020, and the National Bank of Serbia - Statistics.

The period after 2010 is characterized by extremely slow economic growth, without
clear continuity, until 2016. Average growth rates of gross value added of 0.41% and 0.3% of
gross domestic product in the period from 2010 to 2015 were achieved (Statistical Yearbook
of Serbia 2017). In the period 2016-2019 The Republic of Serbia recorded significantly
higher rates of economic growth. However, one of the characteristics of the economic growth
of the Republic of Serbia is its significant oscillations by individual years.

For example, GDP growth in 2018, which is estimated at 4.3%, is more than twice as
high as that attained in 2017 (2.1%), but, instead, economic growth in 2017 was 1.2 percentage
points lower than in 2016 (3.3%). Further analysis shows that overdue such large oscillations of
the annual GDP growth of the Republic of Serbia were not lasting changes in the GDP growth
trend, but that they occurred mainly under the influence of temporary factors, primarily different
agricultural seasons (Fiscal Council of the Republic of Serbia, 2019, pp. 11-12). The insufficient
volume of investments is, of course, the key reason for the absence of high GDP growth rates
and the targeted change in its structure in the direction of increased industry participation.
The causes of such flows should, in part, be sought in the unilateral reliance on foreign direct
investment, which strategy and economic policy have promoted as the only stable source of
financing the economic growth and development of the Republic of Serbia.

Table 4: Share of investments in the GDP of the Republic of Serbia in the period 2011-2019

Indicator 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
—
% of investments 184 | 212 | 172 | 187 | 177 | 203 | 17,7 | 200 | 225
in GDP
% share of foreign direct
investment 9.9 24 | 38 | 37 | 55 | 56 | 65 | 81 | 83
in GDP

Source: Republic Statistical Office, Statistical Yearbook of Serbia 2013, and 2017 and
2020, and the National Bank of Serbia - Statistics.
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For a continuous share of investments in GDP of 25%, which could provide stable
growth of about 5% per year, according to the Harod-Domar model (Harod, R., 1948, Domar,
E., 1947), are necessary, as emphasized development the character of the budget of the
Republic of Serbia, with a significantly higher relative share of capital expenditures, as well
as simulative measures of industrial policy, aimed at domestic investors and changes in the
structure of credit placements of domestic banks. The mentioned shortcomings in economic
policy have been pointed out in the academic literature (Gligorijevi¢ & Corovié, 2019, p.
192), as well as in the analyze of the Fiscal Council (Fiscal Council of the Republic of Serbia,
2019, pp. 16-17). Although positive changes are visible in the projections and execution of
the state budget for 2018 and 2019, it’s more pronounced developmental character is, to a
huge amount, limited by the growth of final spending in the public sector.

Foreign direct investment was low in the first years of the analyzed period, except in
2011, when it reached the target relative volume of approximately 10% of gross domestic
product. In that year, the effects of activating previously received foreign direct investments
became visible, particularly in the automotive industry, production of electrical equipment,
rubber and plastics. Measures to attract new FDI, particularly green field investments, had
more visible success only since 2017. Their volume in 2018 and 2019 had a great impact on
the growth of total investments, as well as on economic growth above 4%. Achieved average
growth rates of gross domestic product in the period after 2010 were insufficient material
basis for the necessary structural changes. All parts of the tertiary sector recorded either
negative or minimal average growth of 1.5%, while in the same period the manufacturing
industry grew at an average annual rate of 2.46% and mining at a rate of 4.73%. It can be
stated that with such a structure of economic growth, in the first part of the observed period,
the first steps were taken towards the affirmation of a new model of economic growth.

As a result of economic policy, the application of fiscal consolidation measures after
2014 and stopping the growth of consumption above the country’s production capacity
stopped further deformation of the economic structure and the relative growth of the services
sector. The share of industry in the creation of gross value added increased from 23% in
2010, to 25.8% in 2015, which is a positive shift in the necessary structural changes. The
successful start of fiscal consolidation has eliminated the risks of an external liquidity crisis,
but economic policy has been slow to attack other hotspots of structural imbalances rather
slowly and cautiously.

Table 5: Growth indicators of the processing industry of the Republic of Serbia
in the period 2010-2019

Indicator 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019

Manufacturing industry -
growth rate

0,5 7,7 5,7 -2,1 1.9 2,2 4.8 1.5 0,2

% share of the manufacturing
industry in GDP

Source: Republic Statistical Office, Statistical Yearbook of Serbia 2013, 2017 and 2020

14,0 15,1 16,1 15,7 15,8 15,6 15,1 14,5 13,7

The acceleration of economic growth after 2016, however, did not result in the
continuation of the trend of increasing the participation of industry, especially the processing
industry, in the creation of gross domestic product. The analysis of the structure of foreign
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direct investments, as the dominant source of growth in this period, indicates that their
focus on the industrial sector is only 41.3% (Gligorijevi¢, Corovi¢, 2019, p. 189). This is
the cause of the paradox in the economic growth of the Republic of Serbia, i.e., the fact that
the acceleration of growth does not necessarily lead to positive structural changes. A more
detailed analysis of the imbalance in the economic structure of the Republic of Serbia shows
that the role of an independent factor of development defects cannot be attributed to external
imbalance. In this case, it is, to a large extent, a consequence of internal structural problems
related to the trends of domestic consumption, the structure of that consumption, as well as
the relations within the growth of gross domestic product.

Table 6: Indicators of foreign trade of the Republic of Serbia in the period 2010-2019.

Indicator 2011 |2012 [2013 2014 |2015 |2016 |2017 |2018 |2019
% of exports in GDP 366 369 |412 434 46,7 [481 [505 [504 [51,0
% of imports in GDP 53,0 [536 519 [s542 [se4 [s63 [571 [s9,1 610
- :
/o of coverage of importsby 1593 1593 1711 (735 |773 |788 |775 |743 |734

exports

% share of foreign trade deficit

in GDP

Source: Republic Statistical Office, Statistical Yearbook of Serbia 2013, and 2017 and 2020

and Trends - Macroeconomic projection model for testing long-term debt sustainability and
growth performance 2019-2030.

53 55 38 3,6 33 1,5 52 52 4,0

In the period from 2010 to 2016, merchandise exports of the Republic of Serbia
recorded a dynamic growth at an average annual rate of 9.3%, while exports to the European
Union market reached a level of 11%, despite the slow recovery of EU countries from the
consequences economic crisis. Simultaneously, the average annual growth rate of total
imports of the Republic of Serbia was 3.5%, while imports from European Union countries
grew at a rate of 4.2%. The deficit in total foreign trade was reduced from 5.226 billion euros
in 2010, to 3.958 billion euros in 2016, so that its share in the gross domestic product of 4.7%
in 2010 was reduced to 1, 5% in 2016. The share of exports in the GDP increased from 33%
in 2010 to 48% in 2016.

The key contribution to the reduction of the external imbalance of the Republic of
Serbia was made by the manufacturing industry, which relative share in total exports increased
from 90% in 2010 to 96% in 2016 (Republic Statistical Office, 2017). However there is still
a question: which factors have significant impact on the better tendencies in the foreign trade
of the Republic of Serbia after 2010? The market assumptions of the new growth model of the
Republic of Serbia after 2010 did not significantly help the growth of exports of the processing
industry. According to the IMF, the real growth of world trade in the period from 1985 to 2007,
on average, was twice as high as the growth of world gross domestic product. In the last four
years, these two rates have, according to the same source, almost equalized. Global import
demand, after a period of recovery from 2010 to 2013, recorded an extremely slow growth.
A similar situation, in that period, was with the market of the European Union countries, with
signs of somewhat faster growth in 2016 and 2017 (European Central Bank, 2016).

Positive trends in the direction of reducing the external imbalance, in large part, are
a consequence of the slower growth of imports of the Republic of Serbia in the period after
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the economic crisis of 2008. Basically, it is about the already mentioned, changed correlation
between the GDP growth and aggregate demand, particularly final consumption. On the other
hand, the efforts of economic policy to, after 2010, use its measures to correct the inadequate
economic structure, through faster growth of the manufacturing industry, resulted in a modest
increase in its share in gross domestic product, from 13.6% in 2010 to 15.6% in 2016. At the
same time, in the period from 2010 to 2017, it achieved an average annual growth rate of
2.8%, so that, in 2017, it reached the volume of production from 2008 (Republic Statistical
Office, 2013 and 2017). At the same time, there was no serious recovery in gross domestic
product.

Acceleration of economic growth in the 2016-2019 periods was not accompanied
by a further reduction in external imbalances. Although the trend of relatively fast growth
in merchandise exports continued, but with a decrease in the average rate to 7.8%, there
was a dynamic growth of imports with a threefold average growth rate of 10.8% (Republic
Statistical Office, 2020). The consequences of the growth of final consumption are, therefore,
also present in the foreign trade plan, with the fall in the coverage of merchandise exports by
imports.

The presented analysis of macroeconomic indicators clearly indicates the fact that the
measures of economic and industrial policy, envisaged by the Strategy and Policy of Industrial
Development of the Republic of Serbia from 2011 to 2020, gave positive, but quite modest
results. The projected growth rates of key macroeconomic indicators, in no segment, have
been achieved. Therefore, the economic policy of the Republic of Serbia faces challenges
related to solving the problem of insufficient investment and creating the necessary balance
in the sources of financing for growth.

Conclusion

The analysis of structural changes and economic growth of the Republic of Serbia,
during the first two decades of the 21st century, results in an unequivocal confirmation of
the theoretically established cause-and-effect relations of these phenomena. At the same
time, empirically established defects in the correlation of these links, both economic and
systemic nature and the consequences of failed reforms, and errors of economic policy
in choosing an adequate growth model, clearly highlighted the causes and nature of
accumulated numerous structural deformations, which still burden economic growth and
development of the Republic of Serbia. With this in mind, the paper provides an answer
to open dilemmas about the main initial factors of these negative flows.

In general, the measure of success of the process of structural adjustment of the
economy of the Republic of Serbia lies, without a doubt, in answering the question
could new structure of economy produce independent economic growth with long-term
development potentials. The fact that, after ten years of realization of the concept of
structural adjustment of the economy by applying the neoliberal model of economic
growth, the model was changed, gives a clear answer to the question. The economic
crisis has unequivocally revealed the key problem of economic growth in the Republic
of Serbia in the first decade of the 21st century. The formed economic structure was
not able to maintain macroeconomic stability without the inflow of foreign capital, and
especially to develop on a sustainable basis. The current economic policy, whose chosen
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model of growth was based on the growth of consumption, beyond the real possibilities
of the economy, contributed to that to the greatest extent.

In addition to inherited structural imbalances, in this period there was a deformation
of the economic structure, which necessarily led to a crisis of external liquidity. The
relatively high growth rate in the initial years of transition was accompanied by
insufficient growth of the domestic real sector and by the supremacy of the sector of
services in the GDP structure.

The appearance of the economic crisis in 2008 clearly indicated that the neoliberal
model of growth is not optimal for economies in transition. It was obvious that the change
of the previous growth model is a development necessity, which highlighted the need to
eliminate the weaknesses of the fiscal system, create the necessary balance in sources
of financing for growth, change the structure of gross domestic product, strengthen the
competitiveness of domestic export economy, especially processing industry, export
structures and the like.

Under the pressure of the devastating effects of the economic crisis, a document
entitled Strategy and Policy for the Development of Industry of the Republic of Serbia
from 2011 to 2020 appeared. The document projects the basic development goals:
dynamic growth of gross domestic product, with a radical change in its sectoral structure
and dynamic growth of merchandise exports. The movement of these key macroeconomic
variables, according to the projection, would be based on high investment growth, with
a slowdown in the growth of all forms of consumption.

Efforts to, after 2010, use various measures to correct the inadequate economic
structure, have resulted in a modest increase in the participation of industry in the GDP
structure.

Although economic flows were marked by a changed correlation between the
GDP growth and aggregate demand, particularly final consumption, the key source
of low dynamics of economic growth is certainly related to the insufficient volume of
investments.

With low GDP growth rate, insufficient volume and adverse FDI structure, it was
not possible to attain higher annual industry-based GDP growth. Observed through the
prism of the movement of basic macroeconomic indicators, it can be concluded: the
Republic of Serbia did not achieve well-balanced structure of financing sources needed
for the new model of economic growth.

Finally, it should be noted that with the existing amount and structure of
investments and high reliance on the FDI inflow, it is not realistic to expect rapid and
desired structural changes and high growth, nor the establishment of a new industrial
structure, dominated by technology-intensive industries.

The positive results of fiscal consolidation have created room for a more radical
change in economic and industrial policy. The financial gap, whose coverage is possible
only from domestic sources, must necessarily be financed by increasing the capital
expenditures of the state, while considering the possibility of an investment-oriented,
limited budget deficit. However, the growth of final consumption in the last four years has
seriously limited the possibilities of economic policy in changing the sources of financing
economic growth. In addition, the condition for faster growth of total investments is
that the domestic banking sector, with appropriate incentives, is stimulated to increase
investment placements intended for the export-oriented processing industry. In that
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sense, legislative reform of the domestic financial market and a more active policy of
attracting domestic savings are necessary.
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