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The purpose of this paper is to analyze macroeconomic performance of
the selected South-east European (SEE) countries reflected by GDP growth,
inflation, unemployment and overall economic competitiveness and espe-
cially to asses the impact of global crisis on domestic economies. As a key
aspect of overall competitiveness, changes in the trade patterns of selected
South-east European countries are also analyzed. The period from 2000 to
2008 can be characterized as successful for South-east European countries
due to the narrowing development gap in comparison to EU countries, but
the recent global economic crisis had a strong negative impact on this re-
gion. However, due to domestic absorption growth and export of services,
Albanian economy was growing even in 2009, a period when most European
countries recorded significant drops in economic activity. On the other hand,
the highest negative growth rates were recorded in Croatia and Montenegro.
In all countries the global economic crisis resulted in decreasing compara-
tive advantages and export competitiveness in most export products. Most of
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the observed countries have complementary export structures. This kind of
situation offers the possibilities of strengthening the mutual economic coo-
peration and joint efforts on the international markets especially in the cir-
cumstances of the global economic crisis.

Key words: macroeconomic performance, trade and export competiti-
veness, South-east European countries

1. Introduction

Countries of south-eastern Europe (SEE) in the last two decades have wit-
nessed an abundance of significant political and economic events. Establishment
of independent states, the collapse of central planning and transition towards mar-
ket economic system were the most important factors influencing macroeconomic
performance. Although significant macroeconomic improvements are recorded,
there is still significant room for further reforms oriented to rising of overall com-
petitiveness which will result in higher living standard of population.

All these countries face the challenge of more active inclusion in the Euro-
pean integration process, and one of the key factors in this path is the improve-
ment in trade patterns and export competitiveness. The changes of export struc-
ture towards higher value added products are a precondition of growth in export
competitiveness. The latest trends on the international markets are characterized
by a significant fall in demand and a strengthening of competitive pressure. In this
context the ability of the adjustment to new market circumstances is especially
important for the achievement of continual growth in production and in exports.
Present theoretical knowledge supports open policies of international trade. The
liberalization and openness of the markets and global reduction of demand cre-
ate new challenges for strengthening export competitiveness (Buturac, Grzinic,
2009.).

The purpose of this paper is to analyse macroeconomic performance of the
selected countries reflected by GDP growth, inflation, unemployment and over-
all economic competitiveness and especially to asses the impact of global crisis
on domestic economies.The analysis comprises the following countries: Albania,
Bosnia and Herzegovina, Croatia, Macedonia, Montenegro and Serbia. 2

The paper is divided into three parts. After the introduction, the second part
is related to the analysis of macroeconomic performance of SEE® countries. The

2 Republic of Kosovo is not included in the analysis because the lack of data
3 SEE is the abbreviation for South-east European
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results of empirical research of the openness, dispersion and concentration, com-
parative advantages, export competitiveness and export similarities are shown in
the third part. Brief conclusions are then drawn.

2. Macroeconomic Performance of SEE Countries

In the literature on macroeconomic performance of the European economy,
the region comprising of the so-called SEE countries is usually neglected due to
the low impact on the rest of the European economy or simply due to a lack of
comparable data. However, the EU expansion process has a strong impact on the
SEE region, not only in political, but also in economic terms. Although each ana-
lyzed country has specific features in terms of economic development stage, in the
medium or long term, EU integration is expected for the entire region.

SEE region is usually treated as the European periphery in the economic
literature, connected to negative economic developments. Bartlett (2009) argues
that the conflicts of the 1990s pushed the countries into the European ,,super-
periphery” characterized by deindustrialization and high unemployment, political
turmoil and instability. As opposed to new EU member states, the SEE countries
significantly lag behind in foreign capital inflows and are consequently recording
slow progress in terms of technological catch-up and weak international competi-
tiveness.

Relationship between research and development and competitiveness of
South-east Europe is explored by Radosevi¢ (2007). He found that SEE countries
are quite diverse in terms of competitiveness which should have strong effects on
the role of R&D. Results showed that innovation policy is essential for knowledge
based growth in SEE countries.

One of the important aspects of successful convergence to EU is interna-
tional trade. Establishment of regional free trade agreements could be important
in terms of attractiveness for FDI inflow and interregional trade. Grupe and Kusic
(2005) estimated that gain from an increase of interregional trade will be moder-
ate. In this paper we will try to show the relationship between macroeconomic
performance measured primarily through speed of EU convergence process and
trade competitiveness.

2.1. EU Convergence

The economic convergence process can be defined as the reduction of the de-
velopment gap between the less developed countries in comparison to developed
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economies. The process is broadly explored in the economic literature, especially
in the context of EU expansion (Angeloni, Flad, Mongelli, 2005.). Based on eco-
nomic theory and empirical research, factors determining the speed of conver-
gence are: initial conditions, success of structural reforms, and macroeconomic
stability (Fischer, Sahay, 2000.). In the later phases of transition, determinants of
economic growth of less developed countries are more or less the same as in the
most developed economies and are related to quality of human and fixed capital
in the broadest sense.

Graph 1 presents comparison of current GDP per capita in transitional econ-
omies to the pre-transition period. As shown, although the SEE countries in recent
years recorded relatively high growth, some are still below the development levels
in the socialist era. The war and market disintegration had a very strong negative
impact on ex-Yugoslav countries. Apart from the physical destruction, those coun-
tries have been isolated from the EU integration process which implied slower
process of structural reforms and lower attractiveness for FDI inflow. Albania
is the only country from the group of the SEE countries which significantly im-
proved economic development in comparison to 1989.

Graph 1.
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In the period 2000-2010, the SEE countries have significantly reduced the
development gap in terms of EU 27 average in terms of GDP measured by pur-
chasing parity standard (Table 1). Although in less favorable conditions, macr-
oeconomic convergence of SEE countries was comparable to new EU member
states (NMS 12). Confirming economic theory, less developed countries in initial
transition phase have a potential for higher growth, and that is the factor behind
a rapid “catching-up” process in Albania and Montenegro. However, despite the
low base, Macedonia and Bosnia and Herzegovina have recorded lower levels of
progress.

Table 1.
GDP PPP PER CAPITA, EU 27 =10
Index Average annual red}lction of
2000 | 2005 | 2010 2010/2000 development gap, in terms
of EU 27 average GDP
Albania 18 | 22 | 29 161,1 1,1
Bosnia and Herzegovina | 21 23 28 1333 0,7
Croatia 49 | 56 | 62 126,5 13
Macedonia 27 28 34 1259 0,7
Montenegro 29 31 43 1483 14
Serbia 32 | 32 | 43 1344 1,1
Average SEE countries 29 32 40 1383 1,1
NMS-12 45 | 52 | 61 135,6 1,6

Source: WIIW (2010).

In 2010, Croatia recorded real per capita GDP on the same level as the NMS-
12 average, despite slightly slower convergence process. EU accession in the near
future could help Croatia to speed up the convergences process. Abolition of ad-
ministrative trade burdens can promote Croatian exports and FDI inflows. In ad-
dition, as a full member state, Croatia will be the net beneficiary of EU structural
funds which could give a new momentum to investment and growth.

2.2. Macroeconomic stability

Apart from the relative success in “catching up” with EU countries in the
last period, the SEE countries recorded significant progress in assuring macroeco-
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nomic stability in terms of price stability and improvement of public finances. On
the other hand unemployment and trade competitiveness are areas with unsatis-
factory results.

Table 2.

MAIN MACROECONOMIC INDICATORS FOR SEE COUNTRIES

Inflation EUbh.c Public debt zil::rcfzﬁt Forcign Unemployment

eficit . debt

deficit

dgilzg)r in percentage of GDP mp?pﬁfaif:r?e
Av. 2005-08 | 2005 | 2008 | Av. 2005-08 | 2005 | 2008 | 2005 | 2008
Albania 34 -4.0 58.1 (526 9.7 2071295 | 141 | 127
}1136‘;;‘:;) 3/?1(11a 48 12 256|276 -119 |256|172| 441 | 406
Croatia 39 2.1 383|335 -6.9 718 | 838 | 178 | 13.7
Macedonia 44 0.2 469 | 28.7 -6.2 54 1509 | 373 | 338
Montenegro 72 2.5 38.6 | 26.8 -20.9 283|156 | 252 | 144
Serbia 11.5 -1.3 505|258 -11.7 662|692 | 272 24
Average 59 0.6 430 | 32.5 -11.2 444 |1 444 | 276 | 232

Source: WIIW (2010) and EBRD.

Although Croatia, Bosnia and Herzegovina and Macedonia managed to keep
inflation under control for a longer period, some SEE countries in the last decade
of the 20™ century still recorded high inflation levels*. The main anchor used to
lower inflation rates were more or less fixed exchange rates, with the euro used
as the anchor currency. While Montenegro is euroized, Bosnia and Herzegovina
has established a currency board system. In other SEE countries a managed float-
ing system with narrow band around the euro is applied (Belke, Zenki¢, 2007.).
The credibility of the Central Banks plays an important role in terms of monetary
stability in the transition countries (Coats et al., 2002.). In order to gain the neces-
sary credibility, the five SEE countries institutionally strengthened central banks
enabling them to act independently in order to conduct a policy ensuring monetary
stability in this region.

4 For example in 1998 CPI inflation was 20,6% in Albania, 32,4% in Montenegro and 305
in Serbia.
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High growth rates realized in the analyzed period with tax systems prima-
rily oriented toward consumption taxation, helped a group of SEE countries to
improve the stability of public finances. Public deficit was even lower when com-
pared to NMS countries® which, coupled with high growth of GDP and privatiza-
tion receipts in some countries, made it possible to reduce public debt in terms of
GDP share.

On the other hand, price convergence to EU levels and rising wages and
salaries negatively affected trade competitiveness of the SEE countries, resulting
in high current account deficits (11.2% of GDP on average). In Croatia and Serbia,
a rising share of foreign debt connected with significant amount of interest pay-
ments to external economies could present a serious obstacle for further growth
based on investment financed with foreign capital inflow. A high share of debt in
foreign currency and the euro-indexation of loans mean that monetary authorities
cannot resort to exchange rate depreciation as a tool for strengthening competi-
tiveness without threatening debt servicing (WIIW, 2010.). Other SEE economies
still have a significantly lower share of foreign debt in comparison to new member
states but persistent current account deficits could deteriorate their position in the
future, especially in an environment marked by slower global growth.

Low competitiveness of the SEE countries and rising unit labor costs, apart
from high current account deficits, resulted in high unemployment which on aver-
age exceeded 20% of the labor force. High GDP growth in period prior up to 2008
was not accompanied with significant labor market improvements. Rising overall
productivity through restructuring of privatized companies and the deindustriali-
zation process are factors behind relatively low demand for labor and persistent
unemployment.

Table 3 presents a comparison of unit labor costs in the SEE countries based
on purchasing parity standards. Average worker in Austria is more then twice ex-
pensive as average worker in the SEE countries according to PPS®. Labor costs
in the SEE countries increased almost 10 percentage points (in terms of Austrian
wages) in only four years which significantly deteriorated competitiveness of do-
mestic exporters. The highest growth of unit labor costs is recorded in Montenegro
(21.7 percentage points), but it is interesting to note the increase of 16.1 percent-
age points growth of unit labor costs in Bosnia and Herzegovina while in the same
period, unemployment rate is exceeding 40%. The slowest growth of unit labor
costs at purchasing parity standards are recorded in Croatia and Serbia.

> According to EBRD data, NMS countries in the analyzed period recorded a public deficit
of slightly below 3% GDP on average.
¢ According to market exchange rate the difference in wages is significately higher.
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Table 3.

UNIT LABOR COSTS, AUSTRIA=100, PPP ADJUSTED

2005 | 2006 | 2007 | 2008 | 2009 | Growth 2009-2005
Albania 227 | 23.1 | 338 | 30.2 | 28.0 53
Bosnia and Herzegovina | 313 | 392 | 41.7 | 470 | 474 16.1
Croatia 549 | 551 | 552 | 57.8 | 56.7 1.8
Macedonia 36.6 | 38.7 | 388 | 403 | 462 9.6
Montenegro 319 | 329 | 468 | 525 | 53.6 21.7
Serbia 30.5 | 333 | 395 | 448 | 336 3.1
Average 347 | 371 | 426 | 454 | 443 9.6

Source: WIIW (2010).

2.3. Impact of Global Crisis on SEE Economies

The period from 2000 to 2008 can be characterized as successful for the SEE
countries due to the narrowing development gap in comparison to the EU coun-
tries, but the recent global economic crisis had a strong negative impact on this
region. Due to persistent external imbalances and risk aversion of global inves-
tors, the SEE countries were not able to implement expansionary fiscal policies to
compensate for the drop in external demand.

All macroeconomic indicators, apart from the current account deficit wors-
ened in 2009 compared to previous periods. Albania is the only SEE country with
positive economic growth during the global crisis. Drop of external demand has
limited impact on Albanian manufacturing industry because of the low share of
export of goods in GDP’. Due to domestic absorption growth (personal consump-
tion and gross fixed capital formation) and export of services, Albanian economy
was growing even in 2009, a period when most European countries recorded sig-
nificant drops in economic activity.

The highest negative growth rates were recorded in Croatia and Montenegro.
Economic performance in those two countries was worse than the EU 27 average
which temporarily stopped economic convergence. Other SEE countries have re-
corded lower negative growth rates but unemployment rose in each of analyzed
country.

" The share of goods exports in Albanian GDP was 8.5% in 2009, which is very low com-
pared to other SEE countries and NMS.
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Table 4.
KEY MACROECONOMIC INDICATORS
—THE IMPACT OF THE GLOBAL CRISIS
GDP growth | Public deficit Currzt;tﬁicitcount Foreign debt | Unemployment
Average Average Average Average
2005-08 2009 2005-08 2009 2005-08 2009 2005-08 2009 | 2008 | 2009
Albania 6.3 42 40 | -70] 97 -3 22 35 | 127 | 128
Bosniaand | 56| 501 12 | 30| 119 |78 21 | 20 | 406 | 43
Herzegovina
Croatia 42 58 21 291 70 | -55 71 95 | 137 | 16.7
Macedonia 4.7 20| 02 |-28] -62 -7 50 55 | 338 | 34
Montenegro 7.6 -5.0 25 20| 210 | -15 21 18 | 144 | 145
Serbia 5.8 29| -13 |50 -117 -7 64 74 24 25
Average 5.7 241 06 |-38] -112 | -76 42 50 | 232 | 243

Source: WIIW (2010).

Due to lower tax base and non-elastic government expenditures, a group of
the SEE countries recorded deteriorating stability in public finances. On the other
hand, current account deficit was reduced because of adjustments of domestic ab-
sorption. Despite lower current account deficits, the share of foreign debt in GDP
significantly rose in 2009. Therefore, improvements in trade competitiveness are
crucial for future macroeconomic performance of the SEE countries. The features
of international trade of the SEE countries are explored in detail in the next chapter.

According to EBRD (2009), significant cross-country differences regarding
the speed and shape of recovery are likely. The fastest growth can be expected in
internationally competitive economies with relatively sound pre-crisis banking
systems, as well as in some commodity producing countries, whose financial sys-
tems are smaller and were less affected by the crisis. The continuing credit crunch
is likely to act as the most significant brake on growth in countries with high non-
performing loans and weaker institutional frameworks for debt restructuring.

3. Empirical Analysis of Trade and Competitiveness

Prior to the empirical analysis of trade and export competitiveness of SEE
countries it is useful and interesting to make a brief insight into other related em-
pirical research and results.
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3.1. Recent Empirical Research

Recent empirical research on international trade of SEE countries, CEE®
countries, CIS® countries and other emerging economies are primarily focused
on the processes of the globalization, integration and liberalization of domestic
markets and their impacts on trade flows. Trade integration between most of the
largest CEE countries and the euro area is already relatively well advanced, while
some Baltic and SEE countries still have significant scope for trade integration
(Bussiere, Fidrmuc and Schnatz, 2005). Some results suggest that the low quality
of institutions in many SEE and CIS countries represents the biggest obstacle to
greater trade integration (Kucharéukova, Babecky, Raisre,2010).

Trade liberalization is important in some CIS countries, which maintain
restrictive policies to date, although the weight of trade liberalization depends
on the specification used. Geographical disadvantages resulting from distance
to major markets and from landlockedness for some of the CIS countries, par-
ticularly in Central Asia, are quantitatively less important than weaknesses re-
lated to the quality of institutions or the quality of infrastructure (Kucharéukova,
Babecky, Raisre,2010; Broadman, 2006). These findings also support the results
of Berkowitz et al. (2006), who argue that a country's ability to benefit from glo-
balization depends on the quality of its legal framework for contract enforcement
(Aghion, 2005, Rodrik, 2002, Babetskaia-Kukharchuk, Maurel, 2004).

Damijan, Sousa, Lamotte (2006) try to evaluate the evolution of tariffs and
nontariffs barriers, faced by SEE countries and estimate their effects on manu-
factured trade. They find that exports are increasing in all sectors during the pe-
riod 1996-2000, while bilateral tariffs are decreasing. However, this liberalization
process exhibits small effects on trade. On the other hand, Damijan, Sousa and
Lamotte (2006) find that nontariff barriers are increasing during the period. Trade
liberalization should not be treated as exogenous (Trefler, 1993). Domestic firms,
competiting with SEE exporters, may have increased their lobbing activity for
greater protection. The result is that nontarrif barriers increase and hurt exports of
SEE economies. In this context, large estimates of nontarrif barriers on export of
manufactured goods have been found.

Apart from the effects of integration and liberalization on trade flows, the
analysis of trade specialization and diversification still remains a significant sub-
ject to the economic research. Some recent empirical research compare trade spe-
cialization and trade diversification among different groups of transition econo-

8 CEE is the abbreviation for Central-east European.

® CIS is the abbreviation for Commonwealth of Independent States. It is a regional organi-
zation whose participating countries are former Soviet Republics, formed during the breakup of the
Soviet Union.



G. BUTURAC, Z. LOVRINCEVIC, D. MIKULIC: Macroeconomic Performance, Trade and Competitiveness... 493
EKONOMSKI PREGLED, 62 (9-10) 483-507 (2011)

mies. In that respect, Landesmann (2008) shows that the CIS export structures
are characterized by an exceptionally high degree of concentration and a very
strong specialization in trade with the EU. They have remained heavily dependent
upon fuel and raw material exports with little movement into either up-stream (i.e.
processing) stages or diversifying away from their current structures or speciali-
zation. On the other hand, the NMS!® economies show a much more diversified
export structure, there is more evidence for upgrading.

Concerning applied methodology it is useful to mention the results of the
recent empirical research on foreign trade specialization and international com-
petitiveness of Greece, Portugal, Spain and Turkey (Yilmaz, 2008). The empirical
results show that Greek economy was not fully able to exploit the economic ad-
vantages of being a member of the “Single Market”. Since 1981, interestingly, the
Greek economy was not able to diversify its export structure from research and la-
bor-intensive manufactures to more sophisticated commodities. On the other hand
Portugal and especially Spain have improved their trade performance. Spain's ex-
ports are still based on traditional sectors such as non-fuel primary commodities,
resource and labor-intensive manufactures, but it is replacing these traditional sec-
tors with scale-intensive and science-based manufactures. Also, results indicate
that the Turkish economy is showing a remarkable performance in the export of
commodities and it has already been challenging the economies of Greece and
Portugal, and is trying to catch up to Spain in the coming decades.

3.2. Methodology

The empirical analysis of changes in the trade and competitiveness of se-
lected south-eastern European countries was calculated using the following indi-
cators:

 trade entropy index (TEI) for the analysis of the dispersion and concentra-
tion'';

* revealed comparative advantages (RCA) for the analysis of comparative
advantages'?;

10" NMS is the abbreviation for New Member States (the 10 member states that joined the EU
in May 2004)

" Other widely known indexes for the analysis of trade dispersion or concentration are called
Index of trade concentration or Hirschman index and Herfindahl index of concentration (Havlik,
Landesmannn, Stehrer, 2001;Boromisa, Miki¢, 2003; Landesmann, 2008)

12 Apart from the Balassa index, the most commonly used indicators for the analysis of com-
parative advantages are: the Lafay index and the Bender index (Bender, 2001; Buturac, Teodorovié,
2010; Lafay, 1992; Zaghini, 2005).
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* Grubel-Loyd Index (GL) for the analysis of intra-industry trade'?;
* the indicator of export competitiveness'*;
e the indicator of export similarities (ES)".

The dispersion and concentration of export and import structure are analyzed ap-
plying empirical calculations TEI indicator (,,Trade Entropy Index*‘) which is calcu-

(1)
lated according to the following expression: | . = bij In kb—} ; 0<bij <% E bij =1
] ]

1j

where b is the share of the export of individual product / in total export of manu-
facturing j. The same is valid for imports. The higher value of the indicator re-
veals a higher level of export dispersion, i.e. a lower level of export concentra-
tion. Conversely, the lower value of entropy index means lower dispersion, i.e.
higher concentration. A high concentration or low dispersion implies a high share
of product or several products in total export structure. Otherwise, low concentra-
tion or high dispersion reveals the fact that none of the products has significantly
higher share in export structure relative to other products.

The RCA indicator is used for the analyses of comparative advantages. The
methodology for calculating the RCA indicator was originally developed by Bela
Balassa (1965). Later, numerous derivations originated from this indicator. The
RCA indicator is useful for the purpose of comparing comparative advantages for
individual product groups'®. The RCA indicator is calculated by the formula:

( n
X_ L i
RCA=In[—'}x —-L %100
M n

SM

i=1

X is defined as the value of exports, while M is the value of imports. Index
i is the product group classified according to SITC. A positive value indicates

13 There are various indicators for the analysis of intra-industry trade: Balassa index, Aquino
index, Bergstrand index and Glejser index. The analysis of intra-industry trade in this paper is based
on Grubel-Loyd index (GL). It is a very common index in other recent empirical research (Gree-
naway, Milner 1986;Briilhart, 2000; Dixon, Menon 1997; Kaminski, Ng, 2001).

14 Export competitiveness can be analyzed by applying various indicators: export product dy-
namics index, export specialization index, export share index (Havlik, Landesmann, Stehrer, 2001;
Landesmann, 2008; Yilmaz, 2008; Zaghini, 2005).

15" The most used indicators for the analysis of export similarities are Finger and Kreinin
Index of Export Similarities and Complementary Index from Michaely (1994).

16" See more details about the use of RCA indicator in Balassa (1965), Lafay (1992), and for
transition economies Kaminski and Ng (2001), Yilmaz (2005), Buturac (2005).
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that the country has comparative advantages in the corresponding product group.
Conversely, a negative sign for the RCA indicator implies that there are no com-
parative advantages. An alternative for RCA indicators is the Lafay’s RCA index.
Compared to Balassa’s RCA indicator, Lafay’s index takes in regard the flows of
trade inside each sector of the economy, GDP as well as exports and imports for
each group of products."”

The GL index shows the level of intra-industry trade specialization. The
methodologies and calculations of the GL index were developed and applied by
Grubel and Lloyd (1975)."® For individual product groups the GL index is calcu-
lated using the formula:

*100

i(xi+Mi)—i|Xi—Mi|

GLi =
Y (X + M)

i=1

GL, is the value of the Grubel-Lloyd index for product group i. is defined as the
value of exports, andis the value of imports. The coefficient can vary from O to 1.
The closer it is to 1, the higher the degree of specialization in intra-industry trade.
A lower value of the coefficient shows that the country has a higher level of spe-
cialization in inter-industry trade.

Export competitiveness is analyzed applying the indicator of competitive-

ness'. It is the ratio between exports of the product, i, to observed market ¢ and
total imports of this product from the market c:

Ici(a,c)=wx

E IM, (c)

i=1

100

EX (a, ) is the export of the product, i, of country, a, to the market c. The

n
total import product, i, from market, c, is El IM, (C)
1=

Export Similarities - ES indicator shows the level of similarities in the struc-
ture of exports between two countries. It is calculated using the following for-
mula:

17" See more details about the use of Lafay’s index in Lafay (1992).

18 See more details about the use of index of intra-industry trade specialization in transition
economies in Kaminski and Ng (2001).

19 See more details about indicators of competitiveness in Yilmaz (2008).
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EX, (ac)+ EXi(bc)r

ES(ab,c)= E[Exi(ac)_ i

”| 2

ES indicator is used for measuring the different structures of exports of country
a and of country b in country c. EX (ac) describes a part of export products i of coun-
try a in country c in total exports of country a in country c. In this way the indicator
is calculated assuming values in the interval from O to 1. The closer the ES indicator
is to 1, the more similar the structure of exports between two countries is.’

3.3. Analysis of export and import trends

The periods of transition were characterized by a process of accelerated
opening and integration of south-eastern European countries into the international
market. Therefore, in this introductory part of the empirical analysis basic indica-
tors and trends in international trade and rising trade openness are presented. In all
analyzed countries, trade rose rapidly relative to the rate of growth in GDP, which
has resulted in a considerable growth in the share of trade in GDP. It is evident
that, besides Albania and Serbia, Croatia has a lower level of openness measured
by the total share of trade in GDP (Graph 2). In all countries the share of import in
GDP is considerable higher than the share of export in GDP.

Graph 2.
THE SHARE OF EXPORTS AND IMPORTS IN GDP IN 2008
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Herzegovina

| ® Export/ GDP @ (Export + Import)/GDP |

Source: wiiw Handbook of Statistics, 2009.

» For details about the concept of the ES indicator see in Finger and Kreinin (1979).
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The growth of openness and liberalization of domestic markets had strong
impacts on import growth. In all countries export growth was recorded, but it was
less than import growth (apart from Albania and Serbia). Average annual export
and import growth rates from 2002 to 2008 were the lowest in Croatia (Table 5).

Table 5.

BASIC INDICATORS OF EXPORTS AND IMPORTS

Country Annual Annual Relative Export Import Share
average average | deficit? | concentration | concentration | of top 3
export import (2008) (TEI) (TEI) export
growth growth rate (2008) (2008) markets
rate?! (2002-2008) (2008)
(2002-2008)
Albania 21.85 19.55 -0.59 3.08 3.60 79.0
Bosnia and 5.60 7.05 041 326 333 459
Herzegovina
Croatia 448 523 -0.37 3.38 3.32 453
Macedonia 6.44 8.93 -0.29 2.75 3.32 43.7
Montenegro 18.35 24.14 -0.66 2.13 3.65 738
Serbia 26.85 2232 -0.35 3.60 3.32 343

Source: COMEXT, own calculations.

It is clear that the movements in exports and imports of goods determined
corresponding movements in the balance of trade.

Croatia had a high level of export concentration in 2008. It is opposite from
the results in 2007 (Nacionalno vijece za konkurentnost, 2009). The main reason
for these tendencies lies in fact that shipbuilding industry has significant part in
total export structure. The export value of this industry is highly dependable on

21 Average annual export growth rate is calculated using the formula:

AAGR, | = ( XV 100
)

where X = the value of export, T = final year, n = number of year

22 Relative deficit is defined as

, where x is the value of merchandize export, and m the
X+m
value of merchandize import.
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business cycle and it can have strong impacts on higher or lower export concentra-
tion in some year.

All economies face a trade deficit. It is interesting that the relative deficits of
Bosnia and Herzegovina, Croatia and Serbia were in 2008 at approximately the
same level. Montenegro had the highest relative deficit.

3.4. Comparative advantages and intra-industry trade”

The results show that the period before the economic crisis, from 2002-2008,
was characterized by an increase in the volume of international trade. Increasing
market openness and liberalization favored dynamic import growth. At the same
time there was no significant growth of exports. Openness of the economy in-
creased primarily due to increasing imports as a share in GDP. In contrast, a com-
parison of the share of exports in GDP of the south-east European countries with
those that joined the EU in 2004, shows that the countries of south-east Europe
are still poorly competitive with regard to export orientation. The key question is:
does an increase in trade volume and openness correspond to positive changes in
trade structure? A positive change in the trade structure implies a change of com-
parative advantages towards higher value added sectors and products as well as a
higher level of trade specialization. The comparison of comparative advantages
for selected south-east European countries is analysed by the RCA indicator. The
empirical results are displayed in table 6.

A common characteristic for all countries is the presence of comparative
advantages in low value added sectors. Also, there is no correlation between the
values of the RCA indicator and the share of individual products in the total ex-
port structure. In most countries leading export products do not have comparative
advantages. The exception is Macedonia.

% Empirical research of intra-industry trade began in the mid-1960s. The first results were
exposed by Balassa (1965). The most well known work on intra-industry trade was made by Grubel
and Lloyd (1975). This research was then followed by what we know today as the theory of intra-
industry trade (Krugman, 1980., 1981.; Lancaster, 1980.; Helpman 1981.). The role and significance
of intra-industry trade in the process of globalization and integration of transition economies on
international markets is becoming more important than previously. Research in the field of interna-
tional trade shows that intra-industry trade is the fastest growing segment in the international trade
of transition economies (Aturupane, Djankov, Hoekman, 1997.; Kaminski and Ng, 2001.). Also, an
increase of intra-industry trade specialization had an extremely positive impact on economic growth
in the most developed transition economies.
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Table 6.

499

COMPARATIVE ADVANTAGES AND INTRA-INDUSTRY TRADE
FOR THE FIRST FIVE PRODUCTS CONCERNING THE SHARE

OF EXPORTS IN TOTAL EXPORT STRUCTURE IN 2008

Albania %EXPORT RCA GL
64 Footwear 16.8 0.31 0.46
62 Clothing, accessories, not knit 14.6 0.14 0.74
61 Clothing, accessories, knit 11.1 0.05 091
72 Iron and steel 10.0 -0.15 0.72
27 Mineral fuels, oils 8.9 -0.50 0.25
Bosnia and Herzegovina %EXPORT RCA GL
27 Mineral fuels, oils 9.84 -0.57 0.40
76 Aluminum 9.77 044 0.51
84 Boilers, machinery 9.11 -041 0.54
73 Articles of iron and steel 8.13 -0.04 0.95
94 Furniture 7.69 0.29 0.66
Croatia %EXPORT RCA GL
27 Mineral fuels, oils 12.86 -0.50 0.50
89 Ships, boats 12.38 0.14 0.85
85 Electrical, electronic equipment 9.44 -0.25 0.73
84 Boilers, machinery 9.02 -0.45 0.54
44 Wood and articles of wood 4.16 0.19 0.79
Macedonia J%EXPORT RCA GL
72 Iron and steel 32.33 0.20 0.82
62 Clothing, accessories 16.90 1.35 0.15
73 Articles of iron and steel 5.98 043 0.62
26 Ores, slag and ash 4.92 0.06 0.95
62 Articles of apparel, knit or crochet 4.10 0.89 0.32
Montenegro %EXPORT RCA GL
76 Aluminum 43.15 0.16 0.62
72 Iron and steel 19.22 0.03 0.92
27 Mineral fuels, oils 9.59 -0.27 042
22 Beverages 4.92 -0.22 0.51
73 Articles of iron and steel 3.13 -041 0.23
Serbia %EXPORT RCA GL
72 Iron and steel 13.87 0.21 0.78
85 Electrical, electronic equipment 6.83 -0.32 0.67
84 Boilers, machinery 6.34 -0.65 041
39 Plastics and articles thereof 5.40 -0.26 0.73
74 Copper and articles thereof 4.20 0.23 0.76

Source: own calculations.
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Observing intra-industry trade specialization (GL), the results show that all
countries have a higher level of intra-industry trade specialization in labour-inten-
sive sectors: textiles, base metal, wood, footwear, skins and leather (Table 6). At
the same time, inter-industry trade prevails for capital intensive sectors and high
technology sectors: vehicles, chemicals, precision instruments.

The global economic crisis resulted in decreasing comparative advantages
and export competitiveness in most export products. During the crisis Croatia
shows a strong drop in exports of oil derivates, chemical products and machinery
and Bosnia and Herzegovina in aluminum?®. The most important Macedonian ex-
port products with comparative advantages (iron, steel, and articles thereof) are
hardest hit by the crisis. Other Macedonian export goods, such as textiles, are also
having a hard time on the European and regional markets. Total export competi-
tiveness for Montenegro is strongly dependent on the aluminum sector which is
recording a decrease of comparative advantages and export competitiveness dur-
ing the crisis.

The analysis of comparative advantages, intra-industry trade and trade spe-
cialization does not reveal an unambiguous conclusion for overall trade patterns.
On the one hand, there are sectors with comparative advantage, while on the other
hand there are sectors which do not have comparative advantage. At first sight
the unfavourable ratio on behalf of the sectors without comparative advantage
does not necessary lead to a conclusion about unfavourable trade structures. The
reason is a characteristic of small countries where it is expected that comparative
advantages and trade specialization will be found in a smaller number of sectors
and products. However, the results of the correlation analysis for all products at
the three digit level of SITC show that products with a higher level of compara-
tive advantage do not have a higher ratio between the unit value of exports and
imports. It points to unfavourable trade patterns.

3.5. Export Competitiveness to EU markets

The European Union is the most important export destination for all observed
countries. That is why in this part of the paper the emphasis is on the analysis of
export competitiveness to EU markets. As an indicator of export competitiveness
we use the ratio between the export share of individual product i to observed mar-
kets and total import of that product from observed market.

2% For example, exports of the aluminum producer Aluminij dropped by 60% year on year (Q
1 2009) (wiiw Country reports)
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Table 7.

THE INDICATOR OF EXPORT COMPETITIVENESS IN 2008

SITC | SITC Sections Albania Bosnia apd Croatia | Macedonia | Montenegro | Serbia
Herzegovina

o |Foodandlive 0.037 0.048 0459 | 0.110 0000 | 0.587
animals

| |Beveragesand 0016 0016 0429 | 1016 0016 | 0.159
tobacco

2 | Crude materials 0.121 0377 0680 | 0303 0025 | 0256

3 | Mineral fuels 0016 0.008 0058 | 0001 - 0.009

4 |Animaland - 0063 | 0088 ] ] 0705
vegetable oils

5 | Chemicals 0.002 0.061 0393 | 0024 0006 | 0346

¢ |Manufactured 0.069 0279 0518 | 0401 0121 | 0903
goodg

7 |Machineryand | o009 | 0097 | 0356 | 0022 0003 | 0.164
tra_nsport

g |Miscellaneous 0170 | 0310 | 0491 | 0287 0002 | 0279
articles _

g |Commoditiesand | oo | 5ops | 0075 | 0014 0003 | 0,097
transactions

Source: COMEXT, own calculations.

According to the indicator of competitiveness Croatia has the best position
to the EU 25 markets relative to the other observed countries. The obtained results
lead to the conclusion that Croatia has a significantly better position compared to
other countries in the following products: crude materials, mineral fuels, chemi-
cals, machinery and transport equipment and miscellaneous products (Table 7).
Serbia has the highest indicator of competitiveness for food and live animals,
animal and vegetable oils and manufactured goods. Macedonia shows the highest
level of export competitiveness in beverages and tobacco.

3.6. Export Similarities

The paper so far has analyzed changes in basic trends, comparative advan-
tages, intra-industry trade and trade specialization. However, now we discuss the
question of export similarities, analyzing whether the observed countries have
complementary or competitive export structures.
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Table 8.
MATRIX OF THE ES INDICATOR IN 2008
Albania PII?» osmia apd Croatia | Macedonia | Montenegro | Serbia
erzegovina

Albania - 046 0.25 0.64 0.15 045
Bosnia and 0.46 - 0.36 0.57 0.55 0.56
Herzegovina
Croatia 0.25 0.36 - 0.24 0.06 041
Macedonia 0.64 0.57 0.24 - 0.23 0.80
Montenegro 0.15 0.55 0.06 0.23 - 0.24
Serbia 045 0.56 041 0.80 0.24 -

Source: own calculations.

The empirical results displayed in table 8 show that the most similar export
structures are found in Serbia and Macedonia. The values of the ES indicator for
most countries are closer to O than to 1, which reveals a conclusion that most of
the observed countries have complementary export structures. This kind of situ-
ation offers a strengthening of mutual economic cooperation and joint efforts on
the international markets especially in the circumstances of the global economic
crisis. Even though there is a constant growth in international trade between the
SEE countries, the efforts towards enhancing all levels of economic cooperation
are still on the agenda.

4. Conclusion

SEE countries have significantly reduced the development gap in terms of
EU 27 average in terms of GDP measured by purchasing power parity standard
in the period 2000-2010. Confirming economic theory, less developed countries
in initial transition phase have a potential for higher growth, and that is the factor
behind a rapid “catching-up” process in Albania and Montenegro. In spite of these
positive processes, the recent global economic crisis had a strong negative impact
on this region. An exception is Albanian economy which was growing even in
2009, a period when most European countries recorded significant drops in eco-
nomic activity. On the other hand, the highest negative growth rates were recorded
in Croatia and Montenegro.
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Apart from the relative success in “catching up” with EU countries in last
period, SEE countries recorded significant progress in assuring macroeconomic
stability in terms of price stability and improvement of public finances. On the
other hand unemployment and trade competitiveness are areas with unsatisfactory
results. Common characteristic for all analyzed countries is the existence of com-
parative advantages and trade specialization in low value added products: iron and
steel, footwear, clothing, wood.

In all countries the global economic crisis resulted in decreasing compara-
tive advantages and export competitiveness in most export products. Most of the
observed countries have complementary export structures. It reveals the conclu-
sion about great possibilities of a strengthening of mutual economic cooperation
and joint efforts on the international markets especially in the circumstances of the
global economic crisis.

Although there are certain macroeconomic differences leading to a dif-
ference in the depth of the crisis among the countries in the region, there are a
number of common features for them, both internal and external in character. For
the countries in south-east Europe a revision of the current development model
should be on the agenda. The priority should be given to the endogenous facts
of development with the objectives of better utilization of resources at hand. For
most of these countries due to their double deficits (budget deficits and current ac-
count deficits) there is a need to introduce harsh austerity programs parallel with
focusing on structural adjustments, and increasing the role of the real sectors of
economy, with the objective of increasing the levels of competitiveness of those
economies. External factors revealed by the crisis should be aimed at a better
functioning and strengthening of institutional mechanisms of the coordination of
economic policies as well as from the European integration process.

The circumstances of the global economic crisis imply a need to bring down
government expenditure and also a reduction of the budget deficit. A reduction in
personal consumption and the need to stop the growth of government spending
indicate that in the forthcoming period the only and major sources of economic
growth are an increase of investments and exports. Tax reduction is one of the
preconditions for competitive repositioning and for the increase of investment
activities, which could result in higher rates of economic growth. Without them it
is impossible to solve serious structural issues and the high rate of unemployment.
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MAKROEKONOMSKA OBILJEZJA, TRGOVINA
I KONKURENTNOST ZEMALJA JUGOISTOCNE EUROPE

SazZetak

Svrha je ovoga rada analizirati makroekonomska obiljeZja odabranih zemalja jugo-
isto¢ne Europe promatrajuéi rast BDP-a, inflaciju, nezaposlenost i ukupnu gospodarsku
konkurentnost s posebnim naglaskom na ucinak globalne gospodarske krize. Kao klju¢ni
aspekt ukupne konkurentnosti, analizirane su promjene u strukturama medunarodne trgo-
vine odabranih zemalja jugoistocne Europe. Razdoblje od 2000. do 2008. je bilo uspjesno
za zemlje jugoistocne Europe zbog smanjenja jaza u razini gospodarskog razvoja u od-
nosu na zemlje EU, ali globalna je gospodarska kriza imala negativne ucinke na zem-
lje regije. Unato¢ tome, u 2009. kada je vecina europskih zemalja zabiljezila znaCajan
pad gospodarske aktivnosti, gospodarstvo Albanije je zabiljeZilo rast i to zbog povecane
domace potraznje i izvoza usluga. S druge strane najvece su negativne stope promjene
BDP-a zabiljezile Hrvatska i Crna Gora. U svim je zemljama globalna gospodarska kriza
rezultirala smanjenjem komparativnih prednosti i izvozne konkurentnosti u veéini izvoz-
nih proizvoda. Veéina promatranih zemalja ima komplementarne izvozne strukture. Takva
situacija, posebno u uvjetima globalne gospodarske krize, nudi moguénosti jacanja uza-
jamne gospodarske suradnje i zajednickih nastupa na medunarodnim trZiStima.

Kljucne rijeci: makroekonomska obiljeZja, trgovina i izvozna konkurentnost, zemlje
jugoistocne Europe



