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Caxertak: VickycTBa 6UBLIMX HEPA3BMjEHUX 3eMarba Kao 1 YCrewHMX TPpaH3ULMOHMX Npuepeaa
roBope [a je pa3Boj CHaXHOr N KOHKYPEHTHOI M3BO3HO-OPUjEHTUCAHOM CEKTOpa KibY4YHU
KOpak y nocTuaarsy unmba 04p>XUBOr NnpuepenHor passoja. MehyTuMm, y cynpoTHOCTHY ca
HUXOBUM UCKYCTBUMA, CPpNcka MakpoekoHoMcKa NoNNTUKa ca jeiHe cTpaHe y noTnyHOCTU
3aHeMapyje uHTepece N3BO3HO-OPUjEHTUCAHOr CEKTOpa, OOK ca apyre, paBopuayje
OVHaMMyaH pas3Boj HEPa3MEHCKOr CeKTopa v WwnekynaTuBHUX akTUBHOCTKW. Y HaweM pany
CTOjMMO Ha CTaHOBUWITY Aa je CPMCKW MoAEen passoja HeoapXus u wrtetaH. Cpnckoj
€KOHOMCKOj NOIMTULNM Cy NOTPpebHe TEKTOHCKE NPOMEHe Kako b1 ce cadyBasno OHO WTO je
npeocTano o HaumoHanHor 6oraTtcTea v, EBEHTYyanHO, U3rpaanna n3B03HO-opujeHTUcaHa
NPON3BOAHA YNjU je Un/b reHepucare O4PXMBOr OUCKaHOr U TProBUHCKOr cydomunTa.

Krby4He peun: 13B03HO-0pUjeHTUCAHN CEKTOPU, HEPA3MEHCKU CEKTOPU, jaBHU TPOLKOBMY,
aecpnunt Tekyher paqyHa, AeBU3HW KypC.

Dissonance between macroeconomic policy and developmental interests of export-oriented
sectors in Serbia *

=

Summary: Experiences of former underdeveloped economies, as well as experiences of
successful transition economies indicate that development of strong and competitive
export-oriented sectors is a quintessential step in achieving the goal of sustainable economic
growth. However, in contrast to the above mentioned experiences, Serbian macroeconomic
policy, on one hand, completely neglects interests of export-oriented sectors and, on the other,
favors dynamic development of non-tradable sectors and speculative activities. In our paper, we
argue that Serbian model of development is unsustainable and harmful. Serbian economic
policy needs to undergo tectonic changes as soon as possible in order to preserve what has left
of remaining national wealth, and, eventually to build up export-oriented production aiming at
generating sustainable fiscal and trade balance surpluses.

Key words: export-oriented sectors, non-tradable sectors, government expenditures, current
account deficit, foreign exchange rate.
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"We must not let our rulers load us with perpetual debt."

Thomas Jefferson

Introduction

Main task of any economic authorities should be to establish economic structure capable of
generating a sustainable economic growth. Sustainable economic growth is by definition
economic development that leads to fulfilling current needs, without jeopardizing future
consumption of younger generations. In order to achieve this task in the long run, it is necessary
to create a system that produces more than it consumes. In other words, it is of utmost
importance to create a combination of trade, industrial, fiscal and monetary policies aiming at
stabilizing prices and generation of trade and fiscal surpluses. Key of success lies in
implementation of developmental policies that result in creation of strong and competitive
export-oriented (tradable) sectors. Unfortunately, for the time being, Serbian authorities failed to
achieve macroeconomic stability and, in general, to provide fertile macroeconomic environment
for tradable sectors development. Namely, in last six decades Serbia had two economic
regimes: socialistic (bureaucratic and self-management in period from 1945 to 2000) and
capitalistic (from 2000 till today). In both regimes, the state was a key actor, and the final
outcome has been a continual accumulation of systematic deficit and usage of different
mechanisms in order to temporary cover deficit or to transfer this deficit into future at the
expense of the forthcoming, not even yet born, generations. Result of Serbian economic
paradigm has been creation of imbalances in almost all key social and economic sectors:
imbalance between production and consumption, domestic accumulation and required level of
investments, imports and exports, fixed and working capital in enterprises, employed and
unemployed, employed in industry and employed in economic and state administration, center
and periphery, etc.

The main characteristic of the whole period of socialistic economy (1945-2000) was an
imbalance between desired rate of economic growth and pace of accumulation of domestic
savings, i.e. inability to finance, from domestic accumulation, the whole specter of built-in rights
of different social groups. In addition to insufficient accumulation, this system produced
suboptimal allocation of savings, thus multiplying already existing imbalances. From the
beginning of communist ruling, normal, and to healthy mind logical paradigm savings —
investments - increase in wealth clashed with insufficient domestic savings. This clash, was, of
course, consequence of the fact that strategic problem of the Serbian society was invalidity of
model of accumulation, which was based on the state and collective ownership. Unsuccessful
quest for a rational model of accumulation, in which many different variations had been tested [
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1]

, Is the main trait of the whole post World War Il period. In the midst of fundamental lack of
“capability” to create sulfficient level of accumulation and to provide its rational allocation, the
state became a key economic actor (ruling party nomenclature). Again, the state wasted its all
energy in idle attempts to find

perpetuum

mobile mechanism aiming at continual covering of ever rising deficits at the individual level, and
after, at the level of enterprises and finally at the level of the state (escalation of external
illiquidity). This economic model, based on unstable and insecure sources of accumulation
permanently caused instability and cyclical crises and, finally, breakdown of the system in 2000.

In 2000, the Serbian society, seemingly, voted for elimination of a half- century long soft budget
constraint and building up of a modern market economy grounded on the sustainable economic
growth model. It supposed to be the end of the state, as a predominant economic actor.
Building up the market and market institutions, passing and implementing laws that stimulate
economic activity and uncompromisingly protect private ownership and business contracts,
merciless war against corruption, investments in education, science, imports of modern
technologies and expansion of tradable sectors, as well as increase in domestic savings were,
in the first place, seen as effective remedies against almost a six-decade long disease of
continual deficit accumulation.

However, although in the course of last nine years, one could, on daily basis, read in
newspapers and hear in the news bold announcements of Serbian officials about dynamic and
sustainable economic growth of our economy, we argue in this paper that old matrix of
economic functioning has not been changed yet: we consume more than we produce, our
external debt has been increasing continuously, while export-oriented sectors have remained
uncompetitive and underdeveloped. Reasons for growing difficulties we have been facing lie in
lack of strategic approach to the issue of economic development, overly expansive fiscal policy,
inconsistent monetary policy and political factors that promote dynamic development of
non-tradable sectors and speculative activities.

Economic growth and government expenditures

In order to understand whether economic growth is sustainable, sources of this growth should
be explored in more details. Economic growth is sustainable only if it is based on expansion of
exports and, at the same time, steady and decreasing external debt and, on average,
continuous generation of trade and current account surpluses. On the other hand, expansion of
exports, and consequently, rise in competitiveness of local producers critically depends on
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macroeconomic stability. In other words, factors that strongly influence competitiveness of
domestic producers are fiscal policy, monetary policy, development of infrastructure, education
and science, rule of law and law enforcement, level of corruption, etc. Therefore, it is in this light
recommendable to analyze quality of the economic growth of Serbia in the period of 2001-2009,
in order to gain as accurate as possible estimation of its long-term sustainability.

In the period of 2001-08 pace of growth of real Gross Domestic Product (GDP) of 6,7% annually
was very high and promising. However, due to negative growth rate of GDP in 2009, as a result
of the global financial crisis and, consequently, overall decrease in production of goods and
services, as well as consumption, this imposing growth fell to modest 3,8% annually for the
period of 2001-09 (Graph 1).

Graph 1. Real and average annual growth of GDP

Sources: Basic Macroeconomic Indicators, March 2010, Ministry of Finance, Republic of
Serbia and author’s calculations.

There are two main sources of this dynamic growth: high and expansive public spending and
high consumption of household sector (Tables 1 and 3). [2] Since public spending grew faster
than GDP, and because this spending was predominantly used for increase in final
consumption, strong inflation pressures were created, and consequently, due to, among other
things, increase in a real foreign exchange rate (Graph 3)

[3]

deficit of current account and trade balance was growing continually, which, in the final
instance, led to increase in external debt (Table 2, Graph 2).

On the other hand, again, when monetary authorities only partially sterilized [4] capital inflows,
increase in external debt resulted in rise in money supply, which led to another round of rising
inflation pressures, increase in real exchange rate and further deterioration in trade and current
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account deficit.

Table 1. Consolidated balance of government, 2005-2009. (in billion dinars)

2005 2006 2007 2008 2009
[ Public revenues 724.3 867.7 1.002 l.143.6 1. 1465
[T Public expenditures 7068 899.3 1.046.80 1.214 1.267.9
1. Current expenditures 653.2 807 919.5 10888 1.154,2
Expenditures for employees 170 204 .4 2383 293.1 3018
Purchase of goods and services 125 156.4 190.3 204.6 211.2
[nterest payments 17.7 30.2 17.9 16.3 22.4
Subsidies 54.9 55.6 63.7 78 63,1
Social assistance and insurance 285.7 3604 409.3 496.8 555.6
of which: pensions 186.1 227.7 259.9 3538 387.3
2. Capital expenditures 45.9 81.3 112.1 105.9 93.3
3. Net lending 7.8 10.9 15.3 19.3 20.5
[11 Consolidated balance (1-11) 17.4 -31.6 -44.8 -70.4 -121.4

Source: Ministry of Finance, Republic of Serbia.

Table 2. GDP, current account deficit, deficit of goods and services balance and external
debt
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