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ANALYSIS OF COMPARATIVE ADVANTAGES OF SERBIAN
EXPORTS AT THE SECTORAL LEVEL?

Abstract

The aim of the paper is to analyze the position and comparative advantages of the
export sectors of the Republic of Serbia, using the RCA index, for the period from
2012 to 2017, both in the overall market and at the most important export destinations,
such as the EU and the countries signatory to the CEFTA agreement. The research
shows that the biggest potential is the “Animal and vegetable oils, fats and wax” sector;
as it has the highest comparative advantage. Of the sectors with the largest exports,
“Machines and transport devices” are distinguished, which on the CEFTA market has
a significant comparative advantage, which is a sector that includes high-tech products
and with its exports can significantly contribute to improving the structure of exports. A
drastic drop in comparative advantages is recorded in the “Food and living animals”
sector; as the largest part of the traditionally important agri-food sector. The analysis
used the available databases of the Republic Institute of Statistics of the Republic of
Serbia, using standard mathematical and statistical methods.
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AHAJIN3A KOMITAPATUBHUX TPEJHOCTH CPIICKOI'
N3BO3A HA CEKTOPCKOM HUBOY

ArqncTpakT

Lusmw paoa jecme ananusza nosuyuje u KOMRAPAMUSHUX NPEOHOCIU U3BO3HUX CEK-
mopa Penyonuxe Cpouje, npumenom PL]A unoexca, 3a nepuoo oo 2012. do 2017. zo-
OuHe, KaKo HA YeNOKYNHOM MPACUWIMNY, MAKO U HA HAJEAICHUJUM U3BO3HUM OeCUNA-
yujama xao wmo cy EY u semwe nomnucnuye [JEDTA cnopazyma. Hcmpadsicusarbe
nokasyje oa Hajeehu nomenyujan npedcmasna cekmop ,, Kusomurscka u Oumha ysoa,
macmu u 8ockosu ', jep uma najeely komnapamuery npeonocm. Q0 cekmopa ca naj-
UM U36030M, U306aja ce ,, Mawune u mpancnopmuu ypehaju ', koju Ha mpacuwimy
L[E®DTA ocmsapyje 3HauajHy KomMnapamusHy npeoHoCm, a paou ce 0 CeKmopy Koju
00yxX6amMa BUCOKO MEXHONOUIKE NPOU3B00E U CEOJUM U3B030M MOJICe OUMHO OONpUHe-
mu nobomswarLy CMpyKmype u3eo3d. Jlpacmuyian nao KomMnapamusHux npeoHocmu
benedxcu cexkmop ,, Xpana u dcuse dxcusomurse”, Kao najéehiu 0eo mpaouyuoHaiHo
8adICHO2 NOLONPUBPEOHO-Npexpambenoe cekmopa. Y ananusu cy kopuuihene pacno-
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Jooicuge baze nooamara Penybnuuxoe 3aso0a 3a cmamucmuxy Penyonuxe Cpouje, y3
npUMeHy CmaHOapoOHUX MAmemMamuiKux i Cmamucmuykux Memooad.

Kwyune peuu: PIIA unoexc, CMTK, u3z6031Hu cexmopu, KOMNapamueHe npeo-
HOCMU, U3603.

Introduction

Parallel to the reduction of trade barriers, which is a practical result of the
globalization process, the competitive position of countries in the world markets has
become increasingly important in affecting the countries’ growth and development
prospects (Ekmen-Ozgelik & Giizin, 2014, p. 18). In order to reduce the trade balance
deficit, as well as to increase the rate of economic growth, it is necessary to monitor the
comparative advantages, both of the overall economy and of its parts. The movement of
the trade balance is one of the basic indicators through which the level of competitiveness
is perceived (Puri¢ & Jerotijevi¢, 2015).

A comparative advantage can be analyzed at different levels of observation: at the
level of the national economy, economic sectors, branches, commodity groups. In the
survey, parts of the economy at the sector level are observed. According to the Standard
International Trade Classification (SITC) there are 10 export sectors of the Republic
of Serbia, whose comparative advantages will be considered using the RCA (Revealed
Comparative Advantage) index. At the macro level, the RCA index shows the success
of the economy in the international context and is most often identified with the notion
of competitiveness of the national economy exports, because it includes data on foreign
trade, which includes indirectly the availability of factors of production, as well as
government policy (Brankovi¢, 2015).

Such an analysis is also significant from the point of view of changing the
production and export structure in order to increase exports, and in particular to increase
net exports. The factors that contribute to movements in RCA are economic: structural
change, improved world demand and trade specialization (Batra & Khan, 2005, p. 5).

The aim of the study is to identify the most propulsive sectors of the Serbian
economy (compared with foreign countries and the entire economy), as well as those
with the highest RCA index, for the EU and CEFTA market, as the most important export
markets. The modified version of this index (RCA,) will be applied for the analysis of
comparative advantages in all export sectors, while the so-called “the net export index”
(RCA)) is used in the analysis of the entire economy (foreign trade).

Methodology

One of the most useful tools in assessing the comparative advantages of the
economy and the export sectors is the RCA index. Since it encompasses international
flows, apart from being a measure of the comparative advantage of exports, it can be said
that it is an indicator of external competitiveness of the economy:. It is often also referred
to as the index of net exports, because according to the most commonly used and at the
same time the simplest form, it represents the ratio of the balance (surplus or deficit) and
the sum of foreign trade exchange of the economy (Jefferson Institute, 2003):
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where:

RCA, —index of comparative advantages of the economy j,
X,— export of the economy j,

M, - importing the economy ;.

In this way, comparative advantages are seen at the level of the entire economy. The
index can range from -1 to +1. If the index is positive, the economy realizes comparative
advantages; otherwise, negative values mean that there are no comparative advantages,
i.e. the presence of comparative disadvantages in the international market.

The measurement of competitiveness and comparative advantages based on
different theories (Rikardo, Hecksher-Ohlin) creates a number of difficulties that
primarily relate to the coverage of a large number of factors of comparative advantage
as well as the difficulty of measuring and comparing these factors across countries and
sectors (Bozi¢ & Nikoli¢, 2013, according to: Utkulu & Seymen, 2004). The RCA index
application overcomes many problems in measuring comparative advantages, but the
disadvantage is that this index does not show the main sources of these advantages
(Bozi¢ & Nikoli¢, 2013). He was formulated by Balassa in 1965, and has been in use
for more than five decades, although he has undergone some modifications. The original
formula included only export flows, so it is often disputed for this reason (Greenaway &
Milner, 1993).

RCA, the index is used in the analysis of comparative advantages at lower levels
of observation. The formula to be used in the research includes a sectoral level and
includes certain trading partners in the analysis (Balassa, 1965; Utkulu & Seymen, 2004;
Birovljev, Matkovski & Cetkovié, 2015, Bozi¢ & Nikoli¢, 2013):

x5
X
RCA, =—!
2 Mj
M,
where:

RCA, - index of export comparative advantages of the sector i of the economy j,
X, —export of the sector i of the economy j,
,— import of the sector 7 of the economy j,
X — total exports of all sectors of the economy j to countries £,
M, - total imports of all sectors of the economy j from countries ¢.

In fact, RCA index of open comparative advantage is the ratio of the relative share
of the value of export of sector in total export of the country in a particular market and the
relative share of the value of import of sector in the value of total import of a country from
that particular market (Bozi¢ & Nikoli¢, 2013, p. 17). In the literature, this formula is most
often used in the consideration of the comparative advantages of the agricultural sector.

In this paper, the RCA, index will be calculated for all 10 sectors of the economy,
according to the Standard International Trade Classification (SI7C) of the Republic
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Institute for Statistics of Serbia. According to this classification, they are marked with
one-digit numbers, from 0 to 9, and they are the following sectors:
0 — Food and live animals,
1 — Beverages and tobacco,
2 — Crude materials, inedible, except fuels,
3 — Mineral fuels, lubricants and related materials,
4 — Animal and vegetable oils, fats and waxes,
5 — Chemicals and related products, not elsewhere specified,
6 — Manufactured goods classified chiefly by material,
7 — Machinery and transport equipment,
8 — Miscellaneous manufactured articles,
9 — Commodities n. e. s. in the SITC Rev. 4.

The minimum value of this index is 0, and in the range 0 to 1 denotes the existence
of comparative disadvantages. The higher value of the index indicates that the export
sector has more comparative advantages in the international market: if the index is
greater than 1, this means that the sector achieves comparative advantages, the index
value of over 2 shows significant, and above 3 exceptional comparative advantages.
This is a modified RCA index - RCA, index, which, unlike the original, includes data on
total and sectoral imports. Also, unlike the RCA | index, it measures the relative export
potential, i.e. the comparative advantages of the sector in relation to the total economy.

The research covers a six-year period, from 2012 to 2017.

Results and discussion
At the beginning of the analysis, the value of the RCA, index for the entire
economy of the Republic of Serbia will be calculated. Based on Chart 1, it can be seen
that the net export index has been steadily growing since 2012 (especially in 2013),

while a smaller decline was recorded in the last year of the analysis.

Chart 1: RCA, index of the Republic of Serbia for the period from 2012 to 2017
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Source: Calculation and presentation of author based on data from the Republic

Statistical Office, 2018.
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Looking at the geographical structure of exports, most of the exports (average
from 2012 to 2017) go to EU countries - 64%, 19% to CEFTA countries, while the rest
of 17% goes to other export destinations.

Chart 2: Geographical structure of exports of the Republic of Serbia
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Source: Calculation and presentation of author based on data from the Republic
Statistical Office, 2018.

As the EU and CEFTA are the most important Serbian export markets, the RCA,
index for both markets will be examined according to the Serbian export sectors. Bearing
in mind the results of the analysis from Table 1, it is concluded that sector 4, “Animal and
vegetable oils, fats and waxes”, achieves the highest level (exceptional) of comparative
advantages in the foreign market. In particular, the RCA, index is high (when it comes
to this sector) in the CEFTA market. Sector 8, “Miscellancous manufactured articles”,
achieves significant comparative advantages in both economic destinations of exports.
The solid results are also shown in the sector 0, which is the main part of the agri-food
sector. Except for the sector 9, which recorded a very low share in total exports (1%
on average), the lowest RCA index on the CEFTA market was recorded in sector 3,
“Mineral fuels, lubricants and related materials”, while the EU market is the lowest in
the sector 5, “Chemical and related products”. This is a very high import dependency
of these sectors, because most of the products do not find adequate domestic substitutes
(e.g. oil and petroleum products, some chemical products). Generally speaking, the
CEFTA market achieves significantly higher comparative advantages in relation to the
EU market (according to the calculation of the author 4.19 versus 1.04, the average for
the period from 2012 to 2017), due to significantly higher net exports.
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Table 1: RCA, index of export sectors of the Republic of Serbia for the

EU market and CEFTA
» RCA,, @ (2012-2017)
Sectors, SITC, Revision 4
EU CEFTA
0 - Food and live animals 2,24 1,57
1 — Beverages and tobacco 0,96 1,45
2 — Crude materials, inedible, except fuels 1,64 0,40
3 — Mineral fuels, lubricants and related materials 0,51 0,37
4 — Animal and vegetable oils, fats and waxes 3,63 15,64
fp;cgi};ilmicals and related products, not elsewhere 0.43 143
6 — Manufactured goods classified chiefly by material 1,11 0,65
7 — Machinery and transport equipment 1,16 2,29
8 — Miscellaneous manufactured articles 2,15 2,10
9 — Commodities n. e. s. in the SITC Rev. 4. 0,02 0,07

Source: Author's calculation based on data from the Republic Statistical Office, 2018.

According to Chart 3, the export structure of the Serbian economy is such that the
largest average share is realized by sectors 6 and 7, which together account for half of
the total export value. Starting from 2013, export of sector 7, “Machinery and transport
equipment”, exceeds the export of manufactured goods, mostly due to the export of road
vehicles. This is a basic tendency when considering the participation of the sector in the
total value of exports of the Republic of Serbia from a temporal aspect.

Chart 3: Structure of the Republic of Serbia exports by sector
(average 2012-2017)
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Source: Calculation and presentation of author based on data from the Republic
Statistical Office, 2018.

Since sectors 6 and 7 are absolutely dominant, it is necessary to take a closer look
at the movement of the RCA index in these sectors. In addition to these, the sectors 0
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and 8 fall into the, so-called, export-oriented sectors of the economy of the Republic of
Serbia.

Based on the following chart, where we see four sectors with the highest export
in Serbia’s most important export market, it can be noted that the RCA, index of the
“Miscellaneous manufactured articles” sector in the last year of the analysis is the highest,
which means that it is a sector that should be significantly encouraged. The negative
fact is that the “Food and live animals” sector in the EU market, in the observed years,
“lost” significant comparative advantages. The other two sectors, 6 and 7, have an index
slightly above 1 on the EU market, but the sector 7 having a mild tendency of growing.
The results show that the mentioned sectors, except sector 0, recorded growth in relation
to the initial value of the RCA, index in 2012. Tendencies on the CEFTA market, also
for the most important export sectors, are shown in Chart 5. “Machinery and transport
equipment” have exceptional comparative advantages, starting from 2016, which can
contribute to the transformation of the economic structure. This is a very positive fact,
since this sector is currently the highest value of imports in the Republic of Serbia, but
also with the highest share in the export of the Republic of Serbia. Unlike sectors 0
and 5, whose RCA, index values are constantly greater than 1, sector 6, “Manufactured
goods classified chiefly by material”, achieves a comparative disadvantage that should
be overcome by an adequate economic policy.

Chart 4: The RCA, index trends in the most important export sectors in the EU market
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Chart 5: The RCA, index trends in the most important export sectors in the CEFTA
market
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Table 2 gives an analysis of the RCA, index for the export sectors that have
significant comparative advantages, or where this index is greater than 2. The basic
observation is that Sector 4, as the sector with the maximum RCA, index, achieves
an increasingly comparative advantage from year to year. In addition, this sector, in
both markets in observed years, is in the group of sectors with significant comparative
advantages. The negative fact is that there is a trend in the EU market to reduce the
participation of the sector with a positive RCA, index in Serbia’s total exports. The rest
of the tendencies, as well as the minimum and maximum values and the value of the
median of the RCA, index, can be seen in Table 2.

Table 2: Overview of the Serbian export sectors, which have significant comparative
advantages on the foreign market according to certain characteristics

EU CEFTA
2012. 2017. 2012. 2017.
Sectors :il::glr): " ! ’ ? ’
where RCA, | Sector codes 0,2,4,8 4,8 4,8 4,7
> f (:‘t;tl‘f:;’;‘;;‘t’;’ in 38,75% 14,90% 15,23% 16,77%
Min 0,06 0,02 0,08 0,16
Max 5,07 2,41 15,50 52,61
Median 1,24 1,19 1,23 1,47

Source: Author s calculations
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Conclusion

A comparative advantage is the ability of the country to take adequate participation
in the foreign market. It is generally estimated based on the value of exports in the
specific market. The aim of this paper was to identify the most important sectors of the
Serbian economy from the point of view of the RCA, index, as a tool applied in the study.

The basic problem of the research was the consideration of the export comparative
advantages of the economy of the Republic of Serbia, and especially its parts - sectors.
The analysis was conducted for all exports, as well as for the most important export
markets such as the EU and CEFTA. These are groups of countries where 83% of total
exports are sold.

The RCA, index for the entire economy was growing until 2017, when a decline
was recorded. However, it is still in the zone of negative values, which speaks of the
absence of comparative advantages of the Serbian economy as a whole. Sector 4,
“Animal and vegetable oils, fats and waxes”, have the highest comparative advantages
in the foreign market, so this should be used because this sector accounts for only 1% of
total exports.

Sectors 6 and 7 occupy the largest share in the structure of exports. However,
sector 6, “Manufactured goods classified chiefly by material”, and on the EU and
CEFTA markets, does not achieve significant comparative advantages, while sector 7,
“Machinery and transport equipment”, on the CEFTA market has recorded significant
comparative advantages, thus representing an exceptional export potential in this market.
This is particularly important, because it is a sector that consists of products with a higher
unit export price and which can influence strong industrial and economic development.

The negative fact is that there is a constant decline in the comparative advantages
of the sector 0, “Food and live animals,” so that by 2017, it ceases to achieve significant
comparative advantages in the international market. In addition, in the EU market, the
situation is such that the RCA index worsens. Compared to 2012, in 2017, sectors with
significant comparative advantages account for only 14.90% of total exports - a decrease
of almost 24 percentage points. A constant level of comparative advantage is observed
in the CEFTA market.

In order to further increase the RCA index, it is necessary to reduce the import
dependence on oil derivatives and inputs used in the automotive industry, while economic
policy makers should support the agricultural sector more significantly (especially the
production of beverages and tobacco), which, along with the IT sector, can be a key
factor in increasing the net export.
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