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POST-CRISIS REALLOCATION OF GROWTH FACTORS
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The global recession has once again confirmed the economic principle stating that economic growth is
not attainable unless there are continuous structural changes. The transition models of the reallocation of
growth factors have demonstrated how inefficient they were when the recession struck. A research into the
transitional growth of productivity has shown that productivity has primarily been based on an “intra-
sectoral profit”, not on the so-called “reallocation effect”. The entire area of SEE is faced with systemic
macroeconomic imbalances primarily of a structural character. On the other hand, a comparative analysis of
the reform experiences shows that transitional scores depend both on the speed of the undertaken reforms
and the starting position. Studies have clearly demonstrated that sustainable economic growth was higher in
those transition economies in which reforms were pursued faster than in those that pursued the strategy of
incremental development. The crisis brought to the fore the significance of industrial policies that had been
sidelined both in theoretical and practical terms. The focus of the post-crisis reallocation of growth factors in
the new model of economic growth should be on structural changes steered towards the productive export
sectors of the manufacturing industry.
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INTRODUCTION

The transition model based on the privatization of
social assets is faced with the crisis of its legitimacy
(Candeias, 2010). The recession blows have intensified
the negative effects of the privatization process
(huge unemployment, high social costs, and worse
work conditions), changed the social interpretation
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of privatization efficiency, and increased the critical
distance. The further privatization of public goods
is encountering a rather strong resistance. The crisis
of the legitimacy of the privatization process stems
from the widely-known example of the catastrophic
privatization of the English railways, whose network
would eventually be taken over by the state again.
While transition countries are developing new models
of the privatization of the state sector despite an ever-
larger number of annulled privatization processes,
alternative concepts are being developed and specified
throughout Europe.
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The transition area of SEE is faced with ever fiercer
macroeconomic imbalances and the recession tide, and
thus is striving to redefine its development models as
fast as possible. The pre-crisis models of the reallocation
of growth factors have created a big development gap
and structural imbalances. All the post-crisis models
of the reallocation of growth factors are based on
industrial policies. Optimal industrial structures
differ from the development degree of a country (Lin,
2010) as comparative advantages of various industries
depend on a development stage (there are temporary
and latent comparative advantages).

By exemplifying the Serbian economy, the research
paper aims to: a) shed light on the trend and effects
of macroeconomic and structural imbalances, b)
discuss what its productivity growth is based on, i.e.
whether its transition productivity growth is based on
the “productivity effect” or “the reallocation effect”,
¢) describe the quality of labor redistribution, and d)
list the basic parameters of the post-crisis structural
transformation and reallocation of the factors of the
economic growth of Serbia’s economy.

The main hypothesis presented in the paper is that the
transformation model has not been conducive to the
sectoral reallocation of resources and that the transition
growth of the productivity of the Serbian economy has
not been based on the reallocation effect, which is the
main prerequisite for an adequate labor redistribution
and structural changes. The methodological analytical
instrument set is completed with representative
macroeconomic indicators, the projection of economic
growth is based on the quantifications of the new
model of economic growth, while, for the purpose
of carrying out an analysis of productivity, the well-
known Syrquin’s methodology of productivity growth
has been applied.

ECONOMIC GROWTH AND
MACROECONOMIC IMBALANCES

The global economy is in a hazardous zone again. As
different from 2009, this time the heart of the problem
lies in the euro-zone. Namely, in many developed states
of Europe, their economic growth is burdened with
high public deficits and debts, rising market tensions,
the intensification of financial turbulences, and an ever-

weaker trust in the financial system, which all has an
impact on investments and consumption, and results
in urgent fiscal consolidation actions suppressing
domestic demand and export activities.

Table 1 Estimated real growth of GDP

2010 2011 2012 2013
Euro-zone 1,9 1,5 0,5 1,3
EU-27 2,0 1,6 0,6 1,5
USA 3,0 1,6 1,5 13
Japan 4,0 -0,4 1,8 1,0
China 10,3 9,2 8,6 8,2
World 5,0 3,7 3,5 3,6

Source: EC, European Economic Forecast, 2011

The growth of domestic demand lags behind the
GDP growth in the majority of developed economies
in Europe. External demand is in decline in almost
all of Europe and will probably continue to develop
in accord with global slowing-down (IMF, 2011). The
global financial markets are struck by the expansion
of debt crises from European countries and thus the
global economy is shifting to the trajectory of lower
economic growth.

Problems of the largest economy in the world: The
European Union is the largest economy in the world,
its GDP being 16.2 billion dollars, which means it is
bigger than both the American and the Chinese ones.
However, 77% of the GDP is accounted for by services
and only 20% by the industry. Besides, recession blows
are caused by the deficit of the current account of the
balance of payments, which is a problem that is getting
worse day after day because of an ever-higher trade
deficit. The EU has a huge trade deficit with China,
which is a consequence of the EU’s strategy to turn to a
knowledge-based economy and exporting knowledge.
So far, this tactic has lacked in successes while, on the
other hand, the EU has lost its industry (Menciger,
2011).

Within the EU, a group of economies (Denmark,
Germany, Poland, The Netherlands, Sweden,
Switzerland, and Turkey) are practically out of
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the recession owing to a substantial growth of the
manufacturing industry, the second group (Greece,
Ireland, and Portugal) are in a deep debt crisis, while
in the third group, the growth in 2011 was lower than
the average growth prior to the crisis. Some of these
economies have problems with the rising instability of
the market and rising liabilities (Italy and Spain).

Other
countries
29,2%

India 2% %

Russija 1,9%

EU 25,8%

Japan 8,7%

China 9,3%

Graph 1 Structure of the global GDP 2010

Source: IMF, 2011

How the recession affects the transition economies of SEE:
The economic recovery from the effects of the global
crisis of 2008/2009 in the SEE countries started in 2010
only to continue in early 2011. However, since the
second quarter of 2011, the economic situation has
deteriorated and the recovery is uncertain because of
turbulences in the euro-area that create huge risks in
the SEE countries. The main risk for the SEE countries
is that the crisis in the euro-area might deepen (Aghion,
Harmgart, & Weisshaar, 2010) and adverse effects on
exports and capital flows might become stronger as the
moderate growth of 2010 was achieved largely owing
to exports to the countries of the euro-zone. The crisis
of the European banking and a substantial reduction in
the inflow of capital might strike hard those economies
that are highly dependent on the import of capital, as
is the case with Serbia.
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Graph 2 Crisis impact on economic growth -GDP/pc

Source: IMF, 2011

The negative effects of the debt crisis in the euro-area
might reflect on the SEE economies through:

¢ Trade with the EU (thus impacting exports and
economic growth);

* Foreign direct investments (investors from the EU
are the largest source of FDI's);

* The presence of foreign banks (almost all foreign
banks from the EU, with a high share of banks from
Greece and Italy);

* Remittances (the countries of the euro-area present
a major source of remittances).

SERBIA’'S DEVELOPMENT GAP

The economic growth and development in the previous
decade were aimed at creating institutional and
material prerequisites for a stable development. Given
the “development gap” that emerged in the last decade
of the twentieth century, the average growth rate of the
GDP achieved in the time period 2001-2010 (the one of
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3.7%) was not sufficient to help eliminate the lag — the
development gap. During the pre-crisis period (until
2008), the problem of the unfavorable structure of the
creation and usage of the GDP had not been resolved
as domestic demand had constantly been rising faster
than the output. The problem further caused the rising
of the external trade deficit (lower supply of goods
designed for exports and higher demand for imported
goods) and, consequently, the deficit of the balance of
payments current account. The deficits were covered
from the inflow of foreign capital (a surplus in the
financial section of the balance of payments). Over
the past decade, the external debt of the country has
continually been rising.

The development “transition gap” of Serbia is
characterized by the following macroeconomic
imbalances:

* A high share of domestic consumption in the GDP;

* Aninadequate volume and an unfavorable structure
of the gross fixed capital formation, as well as the
share in the GDP (around 20%);

* A rising budget deficit;

* A high foreign trade deficit with an insufficient
volume and an inadequate structure of exports, as
well as an inadequate share in the GDP (around

30%);

o A constant deficit of the current account of the
balance of payments;

* A high share of the public debt in the GDP (around
45%) — the Budget System Law defines the upper
limit of the public debt (45% of the GDP);

* A constant rise and a high share of the external
debt in the GDP (73.6%). According to the World
Bank’s methodology, a country is over-indebted if
the share of its external debt in the GDP is larger
than 80%.

The gap: the output - domestic demand

The main characteristic of the structure of the GDP
usage is a high share of final consumption and an
inadequate share of the gross fixed capital formation.
During the pre-crisis time period, final consumption

was rising faster than economic growth and its share
in the GDP stood at as much as 98%, while the share
of investments was at about 20%, i.e. domestic demand
surpassed the total output by about 20%. The high-
level final consumption led to an increase in imports.

Due to an inadequate share of the export of goods and
services in the GDP (around 30%), the external trade
deficit rose, and so did the deficit of the current account
of the balance of payments. In the time period of the
crisis, a change to the relation between the output and
domestic demand occurred. In 2010, the investment
consumption and export demand increased, while final
consumption was still in the negative zone. Despite the
recovery of the investment activity, their share in the
GDP (19%) was still inadequate for a faster recovery of
the country.

Two key macroeconomic deficits

The transition period is marked by a rising deficit of
the consolidated balance of the state sector (the share
of the deficit in the GDP in 2006 was 1.6% and in 2011
it was at 4.5%), which was financed through borrowing
on the domestic and international capital markets.
Because of the recession blows in 2009, the deepening of
the deficit of the government sector occurred, induced
by the economic downturn (a drop in tax revenues),
which was to some extent alleviated in the second half
of 2010 (4.4%). The then current public consumption
was lower, which gave room for fiscal incentives, i.e.
subsidies and “soft” budget loans for the corporate
sector and households.

Throughout the entire transition period after 2001, the
economy has been faced with the external misbalance
caused by the rising external trade deficit financed
through loans from abroad. The inflow of foreign
direct investments was also partially funded through
the rising deficit of the current balance. In 2009, the
deficit of the current account considerably decreased
in comparison with the previous time period, due to
a decrease in the external trade deficit. The inflow of
foreign direct investments significantly decreased
in 2010 because of the economic crisis. The low level
of the inflow of foreign direct investments led to the
deterioration of the balance of payments developments
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given that their inflow partially covers the deficit of the
balance of payments current account.

STRUCTURAL IMBALANCES

Although the average economic growth over the
previous decade equaled 3.7%, it was not sufficient
to reach the level of 1990. A positive trend of rising
growth rates was interrupted by the end of 2008, when
the global economic crisis escalated (in 2009, a drop in
the gross domestic product equaled -3.5%). The GDP
of Serbia rose over the previous decade mostly owing
to the sector of services (an average annual growth
rate of the GVA was 7.3%), namely: information and
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Graph 3 Sectoral dynamics of economic growth

Source: 1zvestaj o razvoju Srbije 2010

communication (the growth rate of 15.1%), wholesale
and retail trade (9.8%), and financial activities and
insurance (6.1%). In the time period 2001-2010, the
industrial sector had no growth in fact (a zero growth),
ie. industry was hit the hardest by the recession (the
drop of the manufacturing industry in 2009 equaled
-11.8%).

The transition period is marked by deteriorating
structural imbalances, i.e. a change of the structure
of the total newly-created value for the benefit of the
sector of non-tradable goods. The global recession only
further deepened the existing disproportions. The
sector of services managed to increase its contribution
to the GDP growth by 11.7 percentage points, while, on
the other hand, the share of agriculture in the GDP fell
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Graph 4 Sectoral structure of GVA

Source: 1zvestaj o razvoju Srbije 2010

Table 2 Growth rates of the GVA of industry (in %)

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010  Average
EU-27 0,9 -0,1 0,5 3,3 1,2 3,7 3,3 -2,0 12,1 6,1 0,4
Bulgaria 5,1 5,5 8,2 3,8 4,4 6,9 11,9 2,7 -6,3 2,3 4,4
Hungary 0,6 1,9 6,2 4,7 2,7 6,1 6,0 -0,1 13,1 8,9 2,2
Romania 4,8 5,5 4,4 7,6 2,6 7,2 5,4 1,9 1,4 5,1 4,3
Croatia 1,7 4,5 3,6 4,6 3,3 3,9 55 1,3 9,3 -1,6 1,7
Serbia -0.7 4,2 -2,6 3,9 0,5 2,5 4,1 1,2 -11,8 0,1 0,0

Source: EUROSTAT, RZS
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by 10.3pp and the share of the manufacturing industry
- by 59 pp. Given the importance of the industrial
multiplication factors, i.e. that one newly-created job
in the sector of industry produces up to 5 new jobs
in other sectors of an economy, the problems that the
Serbian economy is being faced with are becoming
apparent.

In comparison with the countries in the region, the
economic activity of Serbia over the past decade has
been at a low level. The economic growth of Serbia
considerably lags behind the economic growth of
Romania and Hungary, and somewhat less behind that
of Croatia and Bulgaria. The analysis of the GDP per
capita leads to a similar conclusion: most countries in
the region have a higher GDP per capita, and Croatia
and Hungary more than 2 times higher.

The situation is the most difficult in the manufacturing
industry. The tendency of crumbling shares of industry
in the gross value added in many developed countries
is not a rare phenomenon. However, differently from
them, all transition economies (with the exception of
Croatia and Serbia) boast of the constant high share of
industry in the GVA. In order for the trend of a relative
decline in the GVA of industry to be interrupted and
see a substantial growth, it is essential that numerous
structural reforms should be undertaken and gross

fixed capital investments (production investments)
be realized, while there is a need for high-tech and
export products to develop. The transition experiences
of others clearly show that almost all the countries of
SEE must build a new industrial structure.

SECTORAL REALLOCATION
OF GROWTH FACTORS

Economic growth is heavily determined by a
country’s ability to continually direct its resources
to dynamic sectors as a response to technological
changes and changes to consumer demand. This
process of adjustment is linked to structural changes,
i.e. the reallocation of funds (labor and capital) from
one business activity to another, from the low-level-
productivity sectors to higher-level ones. Economic
growth also leads to changes to the production
structure of an economy, while the reallocation
of capital and employees is an important factor of
productivity growth.

Over the last decade, the structure of the gross
value added of the Serbian economy changed for the
benefit of the sector of services, whereas the sectoral
contribution of the primary sector halved. The

Table 3 Sector reallocation of growth factors in the Serbian economy

Average annual growth

VA Employment rate 2002-2010
share change change share change change GVA Employment
2010 20012008 2008-2010 2010 20012008 2008-2010
Agriculture 9.2 -9.1 1.2 2.8 1.4 -0.3 0.3 7.9
Industry 221 -2.7 0.1 28.4 -9.2 -2.6 0.02 -6.5
Construction 4.4 2.2 1.1 5.5 0.3 -0.5 7.0 3.2
Trade 1.1 4.6 1.1 13.8 2.5 -0.02 9.5 -0.6
Transport 5.8 0.9 0.5 6.6 -0.2 0.1 3.0 3.0
Financial ac-
tivities and real 16.9 2.4 2.2 3.1 0.4 0.4 3.3 0.5
estate
Other services 30.6 6.5 0.6 39.9 7.7 2.9 3.6 0.6
Total 100.0 100.0 3.1 2.8

Source: Ministarstvo finansija Republike Srbije, 2011



E. Jakopin, Post-crisis reallocation of growth factors 85

structure of employees in Serbia’s economy is also
dominated by the sector of services. In comparison
with 2011, the share of employees of the service sector
rose from 49.6% to 63.4% in 2010. In relation to 2001, the
number of employees in the area of agriculture halved
(-52.4%), while the rate of the employment decline
in Industry exceeds the average of the economy by
almost two times (-43.0% vs. -22.7%). In industry and
construction, more than 345,000 employees were laid
off (in Agriculture around 41,000; in Services around
11,000).

Productivity measured with the ratio of the GVA
and employment in 20012010 increased by 5.6%.
The application of Syrquin’s methodology involves
the disaggregation of productivity growth to two
segments, namely: the intra-sectoral profit (the first
addend) and the inter-sectoral employment shift (the
second addend). The first is the so-called “productivity
effect” because of changes to productivity that occur
within each of the sectors; the second concept rests on
the “reallocation effect”, i.e. depends on the movement
of workers through sectors that differ by productivity.
The methodology is based on the identity equation
(Syrquin, 1984):

3 =zi:90 I:(j\(1 —fj)+(9§)—si))]:i]

&, - productivity growth in an entire economy

X - the growth rate of the GVA of the i sector

L - the growth rate of the employment of the i sector
0 - the share of sector i in the GVA

¢ - the share of sector i in employment.

The productivity effect with a negative pre-sign shows
that the productivity rise is higher than the rise in the
output, ie. the output goes down at the rate higher
than the rate of the fall of employment. By analogy,
the effect of the reallocation lower than zero can be
a consequence of two factors: either the employment
growth rate is negative or the share of employment
is higher than the share of the output. Generally
speaking, the sectors whose share of the GVA was
higher than the share of employment had the most
dynamic growth.
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The decomposition of productivity growth also
specifies a sectoral contribution to growth. The rise in
the productivity in Serbia during the time period 2002-
2010 was determined by the rise in the productivity of
the service sectors (services total 63%; Trade, Transport
and Financial and real estate activities 40.4%), while
Industry contributed with 33%.
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The transition productivity growth in the time period
2002-2010 of 5.6% is based on “the productivity effect”,
ie. an intra-sectoral profit. The contribution of labor
reallocation amongst the sectors is marginal at an
overall level (-0.01%). In the early transition years, a
surplus of employees was a characteristic of all the
sectors of the economy, and the resolution of this
problem through the process of the privatization of
social assets, the restructuring of large systems and
public companies, and the realized structural reforms
has not led to an adequate labor reallocation.

The reallocation effect had a positive impact on
the productivity growth of the following sectors;
Industry, Construction, Trade, Transport, and
Financial, insurance and real estate activities, while
the reallocation effect was negative in the sectors of
Agriculture (as a consequence of the negative growth
rate of employment) and Other services (due to a larger
share of employment than the share of the GVA).

In the post-crisis period (2009-2010), the GVA and
employment registered negative growth rates (an
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Source: Author's calculations on the basis of APR

average annual drop of -1.2%, ie. -2.6%). Due to
a steeper drop in employment than the GVA, the
productivity rose by 1.5%. The greatest contribution
to the productivity growth in the post-crisis period
was made in the sectors of Industry (44%) and
Financial, insurance and real estate activities (23%).
The productivity growth in industry was based on the
reduction in the number of workers. In comparison
with 2001, the number of employees in this sector went
down by more than 320,000 employees. The economic
crisis further accelerated the incomplete process
of the transition and restructuring of companies -
employment in industry in 2010, compared to 2008,
went down by about 58,700 workers i.e. by -13.3% (in
the economy, by 73,820 i.e. -5.2%). The reallocation effect
in this recession period gains momentum - a portion
of dismissed workers was absorbed by the service
sector. The average annual growth rate of employment
in the time period 2009-2010 in the sector of Financial,
insurance and real estate activities equaled 5.2%. The
GVA rose at a rate lower (+3%) than employment, which
produced a moderate rise in the productivity of this
sector as the intra-sectoral profit was negative (-0.37%).
In the post-crisis period, productivity only fell in the
sector of Construction.

The sector of services was the most resistant to
the effects of the economic crisis — employment in
comparison with 2008 was up by 2,036 workers (+0.2%),
while the average annual growth rate of the GVA of
the services in the time period 2009-2010 was +1.2%
(in Industry, there was a drop of -5.9%). The rise in
employment in the service sector in the time period
of the crisis (2008-2010) was determined by the rise
in the number of workers in the six knowledge-based
service sectors, namely: Financial and insurance
activities; Expert, scientific and technical activities;
Administrative and secondary service activities;
Health care and social protection; Art, entertainment
and recreation, and Education, which neutralized the
decline in employment in the sectors of Wholesale
and retail trade (10,430), Transport and storage (3,152),
Accommodation and nourishment services (2,781),
Information and communication (821), and Other
service activities (661).

The continuation of the reforms in the sector of public
companies, resolving the status of large industrial loss-
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makers, as well as the introduction of new technologies
and professions, required by a modern market
economy, suggest that the reallocation of employment
to the tertiary sector and its positive effect on the rise
in the overall productivity of Serbia are yet to come.

POST-CRISIS STRUCTURAL
TRANSFORMATIONS

The recession waves in the time period 20092011 led
to the downward corrections of the macroeconomic
growth projections of the main aggregates by 2020;
however, the idea that it is essential structural changes
and macroeconomic policies conducive to industrial
development that should be undertaken was only
reiterated as a development imperative. The modified
projections of the major macroeconomic aggregates of
the Post-crisis model (USAID, 2010) of the economic
growth and development of Serbia in the time period
20112020 are based on an average rate of economic
growth for 2012-2020 of 4.3%. In terms of structural
changes, the growth of the tradable economic sector
(industry, construction, and agriculture) would, on
average, be at 4.6% at an annual level, while the sector
of services would have a somewhat lower average
growth of 3.7%. The key parameters that could impact
structural changes in the economy are:

* A substantial rise in investments (the share in the
GDP to go up from 19.7% in 2012 to 24% in 2020);

* A considerable rise in exports (the share in the GDP
to go up from 35.9% in 2012 to 58.3% in 2020);

¢ A reduction in the external trade deficit (the share
in the GDP to go down from 14.9% in 2012 to 11.3%
in 2020);

* Areduction in the deficit of the current transactions
in the balance of payments (the share in the GDP to
go down from 8.4% in 2012 to 4.5% in 2020).

The speeding-up of the economic growth is projected
for the time period 2015-2020 (an average growth rate of
the GDP is 5%) and it is based on a considerable boost
of the investment activity (coupled with a larger share
of tradable goods in the structure of the GDP), exports,
and consumption. In order to see the share of the gross

fixed capital formation in the GDP rise to 24% in 2020,
it takes for an average real rate of investment growth to
be at 8.5% (in 2012-2020). The growth would be twice
as big as the GDP growth, and much faster than the
growth of overall domestic demand.
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The assumptions of the reduction in the foreign trade
deficit indicate that a boost in exports will be essential
in the time period to come as well as that it will be a
substitute for the lacking foreign capital that will be
ever more difficult to attract. An average growth rate of
exports in the time period 2012-2020 would be at 11.7%,
while an average growth rate of imports would be at
9.4%. With such developments of exports and imports,
the external trade deficit would equal 11.3% of the GDP
at the end of the period.

The growth of final consumption in the following
period is linked to a considerable rise in investments.
A lower rise in final consumption ensures a rise
needed in investments. Taking into account the
assumption of the reduction in the deficit of the current
transactions in the balance of payments, it is assumed
that internal demand will rise more slowly than the
GDP. An average estimated growth of consumption is
2.9%; however, final consumption in 2011-2014 would
stagnate (personal consumption would rise moderately
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and public consumption would slightly go down); only
after 2014 are higher growth rates likely to appear — an
average growth rate of personal consumption in the
time period 2015-2020 would be 4.4% and an average
growth rate of public consumption 3.2%. In the time
period 2012-2020, one could expect to see a decrease in
the share of public consumption in the GDP (of 3.1%).
The share of final consumption in the GDP would go
down from 95% in 2011 to 86.4% in 2020.

The key macroeconomic policies should be in line
with the new macroeconomic model of economic
growth, primarily regarding the fiscal, monetary,
investment, and employment policies. An industrial
policy is particularly accountable when the realization
of structural changes in the manufacturing industry is
concerned.

The primary objective of the industrial policy is to
prop structural changes and all the activities that help
the more efficient functioning of the market and the
creation of a more favorable business environment,
whereby direct interventions are only permitted in
the cases of deficient markets (Chang, 2009; Haraguchi
& Rezonja, 2011; Jakopin & Bajec 2012). Government
intervention measures, undertaken as part of the
industrial policy, must be of a limited term, ie. they
must be prevented from deforming market relations
extensively after having fulfilled their function.
Through special intervention programs, the state
should influence the establishment of a new industrial
structure - through the mechanisms of the state aid, it
will stimulate the development of the export-oriented
and competitive sectors as well as those generating a
high value added, namely:

¢ Food industry

* Industry of transport equipment
e ICT

* Metal complex

* Health industry

A well-coordinated industrial policy involving
balanced horizontal and vertical measures in the listed
priority industrial areas should resultin a multiplicative
impact on an overall industrial development based
on the knowledge and application of innovations,

particularly in the area of the activation of the
development potentials of the leading export-oriented
companies. The new industrial structure should be
included in the modern market flows more efficiently
primarily because of: a) opportunities for the creation
of new, permanent jobs; b) a rise in exports; c) the
creation of new technological-production chains; and
d) the development of competitive industrial clusters
(Jakopin, 2010).

CONCLUSION

The recession has validated the findings on the
regularity of the market cycles and on systemic
macroeconomic imbalances. For a number of years, the
transition economies in SEE have been overheated and
faced with rising current account deficits, increasing
indebtedness, and imbalanced exchange rates.
Macroeconomic effects are apparent: all the countries
are faced with a higher external debt. Systemic
imbalances, primarily those of structural character,
have surfaced.

Serbia lags behind reform processes a lot (it is even
below the average of the SEE countries), particularly
in the key segments such as: the privatization and
restructuring of large enterprises, the competitiveness
policy, and infrastructural reforms (EBRD, 2011;
WEF, 2011). Only structural reforms can lead to a
higher efficiency (Porter, 2008) and a faster economic
growth (e.g. the Baltic States and Poland, as they have
completed more rapid structural reforms). Resulting
from unrealized structural changes, the biggest
problem is a high unemployment rate that represents
a special burden from the social and development
perspective (Jakopin, 2010).

The key issue from the aspect of structural changes is:
has the transformation model of the Serbian industry
contributed to the sectoral reallocation of resources as
an important source of growth and a deciding factor in
boosting overall productivity? What was the transition
growth of productivity based on? The productivity
growth was mainly based on the “productivity effect”,
ie. an intra-sectoral profit, while the “reallocation
effect” was marginal in all the sectors, except for the
sector of services (in Romania, the contribution of the
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reallocation effect was 0.57%, in Croatia 0.38%, and in
Slovenia 0.19%). The minimal impact of the reallocation
of labor can be ascribed to the fact that reallocation
within the sectors still prevails over reallocation
among the sectors. The structural changes undertaken
through the process of the transformation of the social
capital and the restructuring of large systems and
public companies have not led to an adequate labor
reallocation.

Taking into account the research results, the creators of
the economic policy should put structural changes to
the economy and an increase in labor productivity that
will be based on the reallocation element in the center
of the new model of economic growth. This is essential
as the Serbian economy is about to see the ‘second
generation’ of reforms, amongst which the most
important one is the reform of the public sector and the
restructuring of vitally important public companies. In
the medium run, the greatest accountability rests on
industrial policies.

The structural changes in the majority of transition
economies have contributed to the growth of the
industrial output and exports, and the lifting of the
entire industry to a higher level. The major role in
the process of boosting exports was played by the
EU market, not only because of the geographic and
location factors but also for the fact that the new EU
member states have comparative advantages in this
market. The analyses suggest that accession to the EU
had a positive effect on the speed of structural changes
in all transition economies.
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