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ARTICLE INFO ABSTRACT

The importance of foreign trade and its impact on the
economic growth have been the subject of numerous
studies. There is no doubt that exports have a multiplier

effect on the growth of gross domestic product, but

economists are constantly interested in what the foreign
trade multiplier is and why it is not higher. This paper
deals with the analysis of foreign trade of Bosnia and
Herzegovina, its geographical and production structure
and concentration, as well as the causes of high and

continuous deficits. The analysis indicates potential op-
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portunities to improve the poor production structure of
foreign trade and ways in which foreign trade, and es-
pecially exports, could increase in order to improve the
foreign trade balance. The analysis is especially fo-
cused on determining the foreign trade multiplier, and
the results show the great importance of exports for eco-
nomic growth. It also aims to emphasise how to im-

prove export potential of Bosnia and Herzegovina in the

future.
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1. INTRODUCTION

The importance of foreign trade for the functioning and development of every
country in the world is not in question. No country, small or large, developed or
less developed, can produce all that is needed to meet the demand of its popula-
tion or economy. However, the level of importance is not the same for different
countries. It depends on the size of the country or its market, the diversity and
volume of resources available to the country, the level of economic development,
economic structure, as well as the economic policy pursued by the country, and
trends in the world market.

The benefits of foreign trade in terms of supplying the domestic market with
products and services that are not produced in the country is evident. There is a
high level of agreement that foreign trade has a positive effect on the growth and
development of countries. This is especially pronounced for the impact of ex-
ports on output growth and national income. Exports cause the increase in pro-
duction greater than the one placed abroad, which is determined through a for-
eign trade multiplier (Maklup, 1950).

The main reason why a country has the potential benefits of trade is that trade
increases the choice of economy, which means that it is always possible to dis-
tribute income so that everyone makes a profit from trade (Samuelson, 1962).
Foreign trade is a potential source of gains for all if trade gains outweigh losses,
regardless of the possible impact on income redistribution. A better way to esti-
mate overall gains from trade is to set a different question: could those who make
gains from trade compensate losses to those who suffer from them, and again be
in a better position? If so, then trade is a potential source of gain for all (Krugman
and Obstfeld, 2009). Trade growth and export orientation have a positive effect
on production, economic growth and prosperity. As a result, world trade growth
is faster than production growth (Stiglic and Charlton, 2005).

However, the impact of foreign trade on economic growth is not the same in all
countries and under different conditions. The benefits of international trade lib-
eralization are not the same for all countries. If the foreign trade is important for
every country in the world, then due to economies of scale and the introduction
of new technologies, the same foreign trade is even more important for smaller
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and lower developed economies (Krugman and Obstfeld, 2009). The openness
of economy is measured by the share of foreign trade in its gross domestic prod-
uct. According to this criterion, small economies are more dependent on foreign
trade and their degree of openness is generally higher than in large countries.
Thus, for 2018 the openness rate of Sudan was 22%, Brazil 29%, USA 27%,
Japan 37%, China 38%, India 43%, Russia 51%, Germany 89%, while this rate
was in Slovakia 190%, Ireland 211%, Malta 269%, Singapore 326%, Hong Kong
376% and Luxembourg 487%." With 96% openness of the economy in 2018,
Bosnia and Herzegovina was on the 60th place on this list. Greater openness
requires a higher level of trade liberalization, which small highly developed
countries are especially interested in.

However, the high level of openness of the economy, which implies the high
level of liberalization of foreign trade, should be harmonized with the level of
economic development of the country and the competitiveness of its business
entities. Excessive openness of the economy and exposure to strong foreign com-
petition at the low level of development usually results in a high foreign trade
deficit. Weak domestic industry finds it difficult to cope with strong foreign com-
panies on the domestic market, so goods that can be produced in the country are
often imported, for the production of which there are resources, and high sophis-
ticated technology is not necessary. This fact indicates the possibility of applying
the policy of import substitution, bearing in mind that it has certain advantages,
but also disadvantages (Salvatore, 2009). The advantages are that the domestic
market for industrial products already exists and that it is easier to protect the
domestic market from import competition than to win abroad. The disadvantages
are that in the absence of foreign competition, domestic companies do not have
enough incentives to become more efficient. Then the limited domestic market
does not allow the use of the advantages provided by economies of scale, which
with the technological development of import substitution becomes more com-
plex and expensive.

History teaches us that some countries, using export orientation, have made ex-
cellent results in terms of economic development. Taught by the negative expe-
riences of countries that followed the policy of import substitution, in the 60s

I'Source: https://www.theglobaleconomy.com/rankings/trade_openness/
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Taiwan, Singapore, Korea and Hong Kong made a turn towards export orienta-
tion, while other developing countries followed the strategy of import substitu-
tion until the debt crisis of the early 1980s. Export-oriented industrialization has
significant advantages, which are reflected in the fact that it is not limited by the
domestic market, it allows taking advantage of economies of scale, and export
production requires and encourages efficiency in the whole economy. On the
other hand, there are two very serious disadvantages which are reflected in the
fact that it can be very difficult for developing countries to develop export-ori-
ented industries due to strong competition from well-known and efficient indus-
tries in developed countries. Another reason is that developed countries often
have a high level of effective protection for their labor-intensive industries, for
which developing countries already have or may soon gain a comparative ad-
vantage (Salvatore, 2009).

In terms of entering the world market for many domestic companies, the situation
is even more unfavorable due to low competitiveness, but also numerous non-
tariff barriers that make it difficult for export to many markets. Although many
non-tariff barriers are regulated within the GATT and later the World Trade Or-
ganization, still some of them are often abused (Bjeli¢, 2008). Non-tariff barriers
resulting from various technical regulations or introduced by countries to protect
the health and safety of consumers often, in essence, serve to protect domestic
industry. These barriers hinder international trade and very often prevent pro-
ducers from less developed countries from entering developed markets. Coun-
tries that advocate the liberalization of world trade protect their markets precisely
through non-tariff barriers.

At the end of the last century, many studies that prove a significantly positive
relationship between export and GDP growth as well as the positive impact of
liberalization on trade and income were done. New theories of trade (the theory
of endogenous growth - P. Romer, R. Lucas, G. Grossman, E. Helpman), which
emerged from the late 80s and early 90s, have made significant progress in un-
derstanding the correlation between trade and growth, i.e. the impact of trade
policy on growth. The basic assumption is that increased yields are a major factor
in “endogenic” growth. ‘“Machines” of growth are “spreading knowledge”
(thanks to foreign trade and foreign direct investment) and the ability to imitate
foreign products, while import protection slows growth (Nikoli¢, 2005).
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The development of the theory of endogenous growth provides a convincing the-
oretical basis for a positive relationship between international trade and long-
term economic growth and development. This theory argues that reducing barri-
ers to trade in the long run will accelerate the rate of economic growth and de-
velopment by allowing developing countries to absorb technologies developed
in advanced countries much more easily and faster than with lower degree of
openness. Hence, reducing barriers to foreign trade increases the benefits of re-
search and development, promotes greater economies of scale in production, and
leads to faster introduction of new products and services (Romer, 1986).

During the 1990s, a large number of cross-country analyses were conducted and
possible with improvements in the growth theory and the availability of a large
amount of data, which showed the positive and significant relationship between
export-oriented policy and growth. Analyses of the channels through which for-
eign trade stimulates GDP growth prove that foreign trade encourages the accu-
mulation of new technologies and knowledge, and thus, through specialization,
increases returns on capital (Romer, Frankel, 1999). Many authors did not doubt
that the openness of the economy promoted economic growth and that there were
many other benefits from trade. However, some of them point to the fact that
there is a possibility that in many countries there will be “growth with impover-
ishment”, i.e. the worsening of terms of trade. Their view is that trade liberaliza-
tion stimulates growth in the world economy, as it creates the conditions for
economies to specialize through international flows of knowledge and innova-
tion, but at the same time some economies may specialize in areas where low job
skills are needed, or in slow-growing sectors, which reduces the initiative for
education and business development (Dowrick, Golley, 2004). There is a real
basis for some countries to specialize in being poor in the global environment.

In certain circumstances, the international trade affects productivity growth in
developing countries. In these countries, the productivity growth largely depends
on the ability to access technology from industrialized countries, and thus, the
international trade for developing countries is the most important channel of
technology transfer, which allows them to achieve faster productivity growth
(Choudhri, Hakura, 2000).
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Research in this area at the beginning of the 21st century was mainly focused on
the analysis of the impact of legislation, the quality of institutions and trade pol-
icy on the volume of trade and economic growth. After the economic crisis that
engulfed the whole world in 2008, the questions like what factors could improve
economic growth and overcome the difficulties that the world economy has
fallen into have become relevant again. Issues of the impact of foreign trade on
economic growth are now very current due to the disrupted trade relations of
major world players - US, China, Russia and the European Union, as well as
changes in integration processes, especially in the most developed regional eco-
nomic integration, the European Union and Eurasian Union and the North Amer-
ican Free Trade Area. Of course, these processes also affect the position of small
open economies such as Bosnia and Herzegovina.

2. ANALYSIS OF THE FOREIGN TRADE OF BOSNIA AND
HERCEGOVINA

2.1. Analysis of the foreign trade position of Bosnia and Herzegovina

Foreign trade is important for all national economies, and especially for small
open economies such as Boshia and Herzegovina. Foreign trade for B&H econ-
omy is important for its economic growth and development, given the limited
domestic capacity and market. International trade provides the economy of Bos-
nia and Herzegovina with the opportunity to place surplus goods and services on
foreign markets, as well as to procure the goods and services that are not pro-
duced at all or are produced in insufficient quantities in B&H.

Since exports in B&H participated in the total world exports with only 0.037%?
in 2018, from the point of view of international trade, it can be concluded that it
is really a small economy?. It is precisely small economies that are more depend-
ent on foreign trade than large economies. As an indicator of dependence on

2 Source: UNCTADstat. https://unctadstat.unctad.org/. Accessed on 01.03.2020.

% From the point of view of international trade, a small open economy refers to a country that has

a very small share in the total world trade, so its policies and activities do not affect world prices
and world trade trends.
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foreign trade and the involvement of individual national economies in the inter-
national division of labor, the rate of openness of the economy is used. Measured
by the share of foreign trade in gross domestic product, B&H openness rate is
relatively low for small economies. The rate of openness of the economy of B&H
by years in the period from 2006 to 2018 is shown in the following chart.

Small economies are also more dependent on foreign trade than large economies.
Asa measure of the degree of dependence on foreign trade and the involvement
of individual national economies in the international division of labor, the econ-
omy openness rate is used. Measured by the share of foreign trade in gross do-
mestic product, for B&H as a small economy, openness rate is relatively low.
The openness rate of economy in Bosnia and Herzegovina per year in the period
from 2006 to 2018 is shown in the following chart.
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Graph 1: Volume of foreign trade, exports and imports of B&H as a percentage of GDP
in B&H, in the period 2006-2018. Source: Graphic presentation of the analysis by the
authors based on data on foreign trade and GDP of B&H from the Agency for Statistics
of Bosnia and Herzegovina.

The data shown in the previous chart indicate that the openness degree of the
B&H economy tends to grow. The openness rate ranged from 82.53% in 2006 to
88.13% in 2012, and to 93.20% in the last two years. The openness of the B&H
economy shows that it is highly dependent on other countries in the world. How-
ever, in relation to small developed economies whose rate is above 100% and
even 200%, the openness rate of B&H is low. The reason for this is that more
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developed countries record higher average export rates relative to GDP than it is
the case in B&H. The average export rate was around 30% of GDP in B&H,
which is significantly lower than the average import rate which was of around
50% of GDP.

In order to review the foreign trade position of B&H and to observe the basic
characteristics and long-term tendencies of foreign trade of B&H, the basic indi-
cators of foreign trade of B&H in the period 2006-2018 are analyzed below.

Table 1: The value of exports, imports, foreign trade balance, volume of foreign trade
of B&H in millions of BAM and coverage of imports by exports of B&H in %, for the
period 2006-2018

Exports, in Import, in  Foreign trade ~ Volume of for-  Coverage of im-
millions of millions of balance, in mil- eign trade, in mil- ports by exports,
Year  gam BAM  lionsof BAM lions of BAM in percentage

) 2 ®)=1)-@ 4)=1+@)  (G)=(1)/(2) * 100
2006  5.164,30 11.388,79 -6.224,49 16.553,08 45,35
2007  5.936,58 13.898,24 -7.961,66 19.834,83 42,71
2008  6.711,69 16.292,52 -9.580,83 23.004,21 41,19
2009  5.531,19 12.355,18 -6.823,99 17.886,37 44,77
2010  7.095,50 13.616,24 -6.520,74 20.711,74 52,11
2011  8.222,16 15.526,13 -7.303,97 23.748,30 52,96
2012  7.858,34 15.253,04 -7.394,70 23.111,38 51,52
2013  8.380,50 15.170,17 -6.789,68 23.550,67 55,24
2014  8.681,74 16.199,28 -7.517,54 24.881,02 53,59
2015  8.987,32 15.851,86 -6.864,55 24.839,18 56,70
2016  9.418,11 16.161,01 -6.742,91 25.579,12 58,28
2017 11.055,38 18.185,64 -7.130,26 29.241,03 60,79
2018 11.900,25 19.273,97 -7.373,72 31.174,22 61,74

Source: Agency for Statistics of Bosnia and Herzegovina. (2019). Foreign trade of B&H
in 2018. Thematic bulletin TB 06, retrieved from: http://www.bhas.gov.ba/, accessed
16.03.2020.

The value of exports and imports, and thus the total volume of foreign trade of
Bosnia and Herzegovina, has a tendency to increase in the observed period, ex-
cept for the decline in 2009. The total volume of foreign trade of Bosnia and
Herzegovina, in the observed period, decreased for the first time in 2009, when
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there was a decrease of 22,25% compared to the previous year. Then the exports
decreased by 17.59% and the imports by 24.17% compared to their values in
2008. This movement of foreign trade of Boshia and Herzegovina in 2009 is the
consequence of the global economic crisis, which through the reduction of for-
eign demand of countries that are the main foreign trade partners of B&H, af-
fected the volume of foreign trade in the form of declining values of B&H ex-
ports and imports.

The nominal value of exports and the volume of foreign trade in 2018 almost
doubled compared to their values from 2006. Although the total volume of for-
eign trade tends to increase in the observed period, such developments did not
significantly affect the improvement of the foreign trade balance of B&H. The
value of imports is higher than the value of B&H exports in all years of the ob-
served period, which shows that the foreign trade balance of B&H is continu-
ously in deficit.

The following chart shows the movement of the foreign trade balance of B&H,
i.e. the foreign trade deficit in the period 2006-2018, and the coverage of imports
by exports of B&H by observed years.
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Graph 2: Foreign trade deficit of Bosnia and Herzegovina in millions of BAM and as
the percentage of GDP, in the period 2006-2018. Source: Graphic presentation of foreign
trade indicators by the authors based on data from: Agency for Statistics of Bosnia and
Herzegovina (2019). Foreign trade of B&H in 2018. Thematic bulletin TB 06.
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The lowest foreign trade deficit was recorded in 2006, when its level was reduced
by about 16 percent compared to the previous year. On the other hand, the largest
amount of the foreign trade deficit was realized in 2008, when it amounted to
9.58 billion BAM, i.e. 37.54% of the GDP in B&H and 142.75% of the value of
B&H exports in that year. Although the foreign trade deficit was reduced in 2015
and 2016, its nominal value has increased in the last two years. In 2018, the for-
eign trade deficit in the amount of 7.37 billion BAM was recorded, which is only
slightly lower than the level recorded six years ago, when it amounted to 7.39
billion BAM. The aforementioned shows that the foreign trade balance, i.e. the
deficit of Bosnia and Herzegovina in trade with the world is high and continuous,
i.e. the foreign trade deficit is the long-standing problem of the B&H economy.

The movement of relative indicators of the foreign trade balance shown in the
previous chart indicates the reduction of the foreign trade deficit in relation to
exports and GDP in B&H. In 2018, the foreign trade deficit as the percentage of
exports amounted to 62%, which is twice lower than the rate recorded ten years
ago. On the other hand, in the last three years the foreign trade deficit as the
percentage of GDP was around 22% of GDP in B&H, which was about 15 per-
centage points less than ten years ago. Despite the improvement of the mentioned
relative indicators, they do not show that the foreign trade balance has improved.
Such movement of relative indicators is primarily the result of the nominal
growth of the B&H exports value and GDP, while the level of foreign trade def-
icit ranged from about 6 to 7 billion in almost all years of the observed period,
except for 2008.

In order to analyze the ability of the B&H economy to achieve and maintain the
balance of foreign trade, following chart shows the movement of the coverage
of imports by exports ratio for B&H in the observed period. The same chart also
shows the movement of annual nominal growth rates of exports and imports.
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Graph 3: Coverage of imports by exports and annual nominal growth rates of exports
and imports of Bosnia and Herzegovina in the period 2006-2018, in percentage. Source:
Graphic presentation of foreign trade indicators by the authors based on data from:
Agency for Statistics of Bosnia and Herzegovina (2019). Foreign trade of B&H in 2018.
Thematic bulletin TB 06.

The annual nominal growth rate of exports is higher than the annual nominal
growth rate of imports in almost all years of the observed period. Higher export
growth rates compared to import growth rates contributed to the increase in the
coverage of imports by exports of Bosnia and Herzegovina. The coverage of im-
ports by exports in 2018 was 61.74%, which is slightly more than ten percentage
points than its value in 2012, when it was recorded at the level of 51.52%. Based
on the previous chart, it can be concluded that the indicator of the coverage of
imports by exports for Bosnia and Herzegovina in the last ten years, except for
the decline in 2012, recorded growing tendency.

2.2. Analysis of production and geographical structure and concentration
of foreign trade of Bosnia and Herzegovina

Despite the fact that there is an agreement that the high and chronic foreign trade
deficit is one of the key economic problems of Bosnia and Herzegovina, not
enough attention is paid to the analysis of structural problems of the B&H econ-
omy and the structure of its foreign trade. In order to get a clear picture of foreign
trade position of B&H in trade with other countries in the world, in addition to
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the previous analysis of foreign trade indicators, the production and geographical
structure of foreign trade of B&H in 2018 was analyzed.

The production and geographical structure of foreign trade of Bosnia and Herze-
govina have not changed significantly in recent years. The following table shows
the production structure of exports and imports of Boshia and Herzegovina for
2018 by product groups in accordance with the Harmonized Commodity De-
scription and Coding System of the World Trade Organization.

Table 2: Analysis of the production structure of B&H exports and imports in 2018

Product group In millions BAM Percentage of  Sectorial Relative
participation  coverage of competitive-
imports by  ness of the

Export Import  Balance Export Import  exports sector
Animals and products of ani-
mal origin 170.69 54455 -373.86 143 283 31.34 50.77
Products of plant origin 224.42 757.82 -53340 189 393 29.61 47.96
Food products 319.32 1576.19 -1,256.87 2.68 8.18 20.26 32.81
Products of mineral origin 1,299.55 2,979.41 -1,679.86 10.92 15.46 43.62 70.64
Chemical industry products
or related industries 99195 1,786.47 -79453 834 9.27 55.53 89.93
Plastics and rubber 41515 1,25491 -839.76 349 6.51 33.08 53.58
Leather and fur 191.65 44891 -257.26 161 233 42.69 69.15
Wood and wood products 801.68 291.27 51041 6.74 151 275.24 445.78
Pulp, paper and paperboard
and their products 324.71 45434  -129.63 273 2.36 71.47 115.75
Textiles and textile products 627.19 123253 -605.34 527 6.39 50.89 82.42
Footwear, hats, caps and
similar products 757.03 343.03 41399 636 178 220.69 357.43
Base metals and base metal
products 2,289.35 2,203.20 86.15 19.24 11.43 103.91 168.30
Machinery, apparatus, me-
chanical and electrical de-
vices 1,437.05 2,664.19 -1,227.13 12.08 13.82 53.94 87.36
Vehicles and their parts and
accessories 370.78 135464 -983.86 312 7.03 27.37 44.33
Various products 1,227.11 469.81 75731 1031 244 261.20 423.04
Other product groups’ 45262 91270 -460.08 3.80 4.74 49.59 80.32
TOTAL 11,900.25 19,273.96 -7,373.70 100.00 100.00 61.74

Source: Calculation and presentation of analysis by the authors based on data on trade in
B&H for 2018 of the Agency for Statistics of Bosnia and Herzegovina.

4 As a criterion for presenting the product group, the participation percentage of foreign trade of

every product group in the B&H’s total foreign trade for 2018 was used. In accordance with the
stated criteria, “Other product groups” collectively present the groups of products that have had up
to 1% share in the total foreign trade of B&H.
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By analyzing the share of each individual product group in the total exports of
B&H in 2018, it can be concluded that the product group “Base metals and base
metal products” had the largest share in total exports with 19.24%. The export
of “base metals and base metal products” in 2018 amounted to 2.29 billion BAM,
i.e. it accounted for almost one fifth of the total export of B&H. In addition to
this product group, significant share in exports had the product group “Machin-
ery, apparatus, mechanical and electrical devices” with almost 12%, “Products
of mineral origin” with about 11% and “Chemical industry products” with more
than 8.3% of total B&H exports. These product groups are important for foreign
trade of B&H since their exports account for slightly more than half of B&H
total exports.

On the other hand, the analysis of the imports production structure according to
the Harmonized System, shows that the group ‘“Products of mineral origin” had
the largest share with 15.46% share in the total import of B&H in 2018. This is
followed by the group of products “Machinery, apparatus, mechanical and elec-
trical devices” with a share of 13.82%, and “Base metals and base metal prod-
ucts” whose share was 11.43% in total imports of B&H.

Almost all product groups of Bosnia and Herzegovina are net importers, i.e. their
imports are higher than their exports. The only product groups whose foreign
trade of B&H has a surplus are “Wood and wood products”, “Footwear, hats,
caps and similar products”, and “Base metals and base metal products”.

Based on the analysis presented in the previous table, it can be concluded that
the coverage of imports by exports is very unfavorable for “Food and agricultural
products” (products of plant and animal origin). More precisely, the coverage of
imports by exports for these product groups was up to 30%. Positive coverage of
imports by exports, i.e. higher exports than imports was achieved for the follow-
ing product groups: “Wood and wood products” with 275% and “Footwear, hats,
caps and similar products” with 220%. This shows that for these product groups
the value of exports was much higher than the value of their imports. Positive
coverage of imports by exports was also achieved for the product group “Base
metals and base metal products” (103.91%).
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The coefficient of relative coverage of imports by exports shown in the previous
table point out the relative competitiveness of each product group. The men-
tioned coefficient is obtained by comparing the coefficient of coverage of import
by export of a certain group of products and the coefficient of coverage of import
by export in total for all products of B&H. The highest value of this coefficient
was achieved for the group of products “Wood and wood products” (445.78),
then for the group “Footwear, hats, caps and similar products” (357.43), as well
as “Base metals and base products metals” (168.30) and “Pulp, paper and paper-
board and their products” (115.75). These groups of products with the values of
the coefficient of relative coverage of imports by exports above 100, given their
higher competitiveness compared to other product groups, could be carriers of
exports of the B&H economy.

The coefficient of production concentration of exports, calculated by the Gini-
Hirschman method®, for 2018 was 31.44. This coefficient has shown that the
structure of B&H exports consists of the large number of different products.
Also, the coefficient of production concentration of imports, which was 30.36
for 2018, was obtained by the same method. The obtained coefficient of produc-
tion concentration of imports has shown a high differentiation, i.e. diversity in
the types of imported products.

The low level of production concentration, i.e. high production diversification is
the indicator of production structures and levels of economic development.
Lower level of production concentration reduces the vulnerability of the econ-
omy to external shocks related to certain sectors. On the other hand, the low level
of production concentration of exports could be the indicator of the fragmented
structure of production or the low level of specialization, i.e. the absence of stra-
tegic export products (Krajisnik, Tomas$,2014).

The production structure of B&H exports has shown that the dominant place in
total exports is occupied by groups of products that are resource-intensive and

5> The production concentration coefficient by Gini-Hirschman method is calculated as the square

root of the sum of the squares of the share of exports of product divided by the total exports of all
products of Bosnia and Herzegovina in a given year. For a more detailed explanation of the meth-
odology see: Krajisnik, M. (2014).

72 http://www.ae.ef.unibl.org/


http://www.ae.ef.unibl.org/

(ACE) Acta Economica, Vol. XVIII, No. 32, 2020. (59 - 84)

labor-intensive, with the low newly added value and the low degree of finaliza-
tion. The analysis of exports according to statistical procedures has shown that
almost 30%, i.e. almost one third of the total exports of B&H in 2018, were cat-
egorized as export after inward processing, i.e. the so-called “lohn jobs”. Based
on the abovementioned, it can be concluded that the production structure of ex-
ports of Bosnhia and Herzegovina is unfavorable.

The following chart shows foreign trade of B&H with countries that are the main
foreign trade partners of B&H. Foreign trade of B&H with Germany, Croatia,
Italy, Serbia, Slovenia, Austria, China and Russia accounts for about 60% of total
foreign trade of B&H.
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Graph 4: Value of exports, imports and foreign trade balance of B&H in thousands of
BAM, by main foreign trade partners, in 2018. Source: Graphic presentation of foreign
trade indicators by the authors based on data from: Agency for Statistics of Bosnia and
Herzegovina. (2019). Foreign trade of B&H in 2018. Thematic bulletin TB 06.

The countries to which Bosnia and Herzegovina exports most are Germany with
14.63% of total exports, Croatia with 12.30%, Italy with 11.37% and Serbia with
10.52% of total exports of B&H. The analyses of the countries from which B&H
imported most have shown that in total B&H imports, imports from Germany
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with the share of 11.92%, followed by Italy with 11.26% and Serbia with 10.74%
of total B&H imports in 2018 were dominant.®

The data that was shown in Chart 4 indicate that the foreign trade position of
Bosnia and Herzegovina is very unfavorable since B&H has the negative foreign
trade balance with its main foreign trade partners. The coverage of imports by
exports with Germany and Croatia is about 76%, and with Serbia and Italy about
60%. The highest coverage of imports by exports in 2018 at the level of 151.71%
was achieved with Austria and Slovenia with 115.27%.

The coefficient of geographical concentration of exports, which was calculated
by the Gini-Hirschman method as well as the coefficient of production concen-
tration, in 2018 was 74.88. This coefficient has shown that B&H exports
achieved lower market diversification of partner countries, i.e. B&H exports to
the relatively small number of countries. Also, the coefficient of import produc-
tion concentration of 62.65 was obtained by the same method. The obtained co-
efficient of geographical concentration of imports also has shown the high geo-
graphical concentration, which indicates that the number of countries from which
B&H imports is relatively small.

The analysis of the geographical structure of B&H exports and imports have
shown that the main foreign trade partners of B&H are EU member states. EU
member states participated with 73% in the total export of B&H and with 60.5%
of the total B&H import. Such high participation of the EU as the foreign trade
partner in B&H foreign trade indicates the high dependence of the B&H econ-
omy on the movements in the EU countries with which the largest volume of
foreign trade is realized.

The high geographical concentration of B&H exports and imports increases its
dependence on the small number of countries as foreign trade partners, and thus
its vulnerability to external shocks, i.e. economic and political developments in
those countries. Given that the level of geographical concentration of exports is

6 Source: Agency for Statistics of Bosnia and Herzegovina.2019). B&H foreign trade in 2018.
Thematic bulletin TB 06.
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higher in relation to the geographical concentration of imports, dependence of
B&H on export markets is higher than on import markets.

Given the size of the B&H economy in terms of international trade, its poor eco-
nomic structure and low level of economic and technological development, the
high openness degree of the B&H economy with highly liberalized foreign trade,
the B&H economy is exposed to strong foreign competition. All of the above-
mentioned leads to the poor foreign trade performance of the B&H economy in
trade exchange with other countries in the world. The success of a national econ-
omy in foreign trade with the world largely depends on the international com-
petitiveness of its domestic companies. The B&H economy was ranked as 107th
in 2008, while according to the latest ranking, B&H was ranked as 92nd out of
141 ranked economies in the world.” Although the ranking of B&H based on the
Global Competitiveness Index has improved in recent years, it is the worst in
relation to all countries in the region and in relation to main foreign trade partners
of B&H (Krajisnik, Popovi¢, 2019).

Considering the high openness degree of the B&H economy with the low level
of its global competitiveness, it is clear that Bosnia and Herzegovina has the poor
foreign trade position. Despite the increase in the coefficient of import coverage
by exports, the poor foreign trade position of B&H is reflected in the chronically
high foreign trade deficit and poor geographical structure due to the high level
of export and import concentration, as well as the poor production structure of
foreign trade in which groups of products with the low degree of finalization and
low newly value added predominate.

3. MATERIALS AND METHODS

This research deals with the analysis of foreign trade and the impact of exports
on economic growth in B&H. Establishing interrelationships and connections of
two or more observed phenomena is the subject of regression and correlation
analysis, with the aim of quantitatively expressing the average regular relation

7 Source: World Economic Forum. (2020). The Global Competitiveness Report 2019, retrieved

from: https://www.weforum.org/reports/global-competitiveness-report-2019, accessed: 01.03.2020.
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of observed phenomena by the regression equation (if in reality it existsas such!),
as well as the degree and direction of their interconnectedness. If only the two
phenomena are observed, then this analysis is reduced to a simple regression and
correlation analysis (Komi¢, 2000). The relationship between movement of ex-
port and GDP will be analyzed using the simple linear regression analysis. For
this purpose, foreign trade and exports will be explanatory variables, while GDP
will be a dependent variable, as follows:

Y = f(FT, X) (1)

In order to establish the average regular quantitative relationship between the
two observed phenomena, it is necessary to determine the parameters of simple
linear regression. The simple linear regression model can be written as:

Y, =B, +BX% +&, i=12,.,N (2)

where:

Y, meansdependent variable, in this analysis, gross domestic product —
GDP;
X; means independent variable, in this analysis, export and volume of

foreign trade;

[, and S, are unknown constants or regression parameters;

&; is a stochastic member or a disorder, or accidental error and

N means the size of the base set.

Since the analysis will be done on the sample, and not on the whole basic set,
because the available data do not allow it, the estimated simple linear regres-
sion function will be used, based on the sample, which is defined as follows:

Y, =b; +bx, ®)

In the given relation,\?i denotes the value of the dependent variable which is ex-

actly on the best-adjusted regression line, while bo and bz are the estimates of the
unknown regression parameters of the basic set.
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The estimates of the parameters in the regression equation are obtained on the
basis of the least squares method, which implies minimizing the squares of the
vertical linear deviations of the original data from the regression line. In this way,
a system of normal equations for determining parameters in the regression equa-
tion is obtained (Lovri¢ et al. 2006), and the solution of the above system of
equations enables direct calculation of parameter values in the regression equa-
tion, as follows:

BOREORIN
() @

b, = y—b, X. (®)

The parameter bo shows the expected value of the dependent variable Y, if the
independent variable X has the value of zero, while the parameter b: shows the
average change of the dependent variable with a unit increase of the independent
variable.

For the needs of the analysis, the econometric program EViews was used, by
applying the least squares method. This method is simple and reliable because it
mutually excludes positive and negative errors. The analysis also contains the
standard deviation, mean, maximum and minimum value, distribution asym-
metry and measure of serial distribution tendency. Regression analysis provides
the estimate of the significance of the following variables: probability (p), t-sta-
tistics, standard estimation error, and coefficient of determination r2. The statis-
tical basis consists of data from the Agency for Statistics of Bosnia and Herze-
govina in the period from 2006 to 2018. The relatively short time data series in
the regression model is conditioned by the limited availability of relevant data.

4. EMPIRICAL ANALYSIS OF THE IMPACT OF EXPORTS ON
ECONOMIC GROWTH

Exports represent foreign demand for domestic products and their realization
leads to the funds inflow and income growth, which increases domestic demand.
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Therefore, the link between export trends and gross domestic product is quite
expected. The trends shown in the following chart confirm this assumption.
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Graph 5: Trends of GDP, foreign trade and exports of Bosnia and Herzegovina. Source:
Graphic presentation of the analysis by the authors based on data on foreign trade and
GDP of B&H from the Agency for Statistics of Bosnia and Herzegovina.

Regression analysis shows that there is a very high direct relationship between
exports and GDP because the correlation coefficient (r) is 0.96. Table 3 shows
the results of the regression analysis of exports and GDP. The analysis shows
that the coefficient of determination (r?) is 0.917939, i.e. the changes in GDP are
determined by the variations in exports with 92%.

Table 3: Results of regression analysis of exports and GDP

Dependent Variable: GDP
Method: Least Squares
Date: 03/28/20 Time: 12:54
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Sample: 2006 2018
Included observations: 13

Variable Coefficient Std. Error t-Statistic Prob.
C 13247.99 1255.079 10.55551 0.0000
EXPORT 1.676805 0.151163 11.09267 0.0000
R-squared 0.917939 Mean dependent var 26784.08
Adjusted R-squared 0.910479 S.D. dependent var 3537.135
S.E. of regression 1058.311 Akaike info criterion 16.90737
Sum squared resid 12320248 Schwarz criterion 16.99429
Log likelihood -107.8979 Hannan-Quinn criter. 16.88951
F-statistic 123.0472 Durbin-Watson stat 1.174527
Prob(F-statistic) 0.000000

Regression equation Y = 13.247,99 + 1,676805 * EXPORT shows that every
increase in exports by 1 million BAM leads to the increase in GDP by 1.68 mil-
lion BAM. It is clear that foreign trade multiplier of the impact of exports on

GDP growth is very pronounced in B&H.

Regression analysis of the foreign trade volume and GDP shows that there is a
pronounced direct relationship, and that the change in GDP is determined by
variations in foreign trade with 90%, because the coefficient of determination
R2is 0.903986. Based on coefficients along with variables in Table 4, it could be
seen that the estimated regression equation is Y = 7.569,27 + 0,821375 * OBIM-
STR, which confirms that, unlike exports, imports do not have the multiplier
effect on GDP growth, but that the economy of B&H is import dependent.

Table 4: Results of regression analysis of foreign trade volume and GDP

Dependent Variable: GDP
Method: Least Squares
Date: 03/28/20 Time: 12:58
Sample: 2006 2018
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Included observations: 13

Variable Coefficient Std. Error t-Statistic Prob.

C 7569.274 1914.610 3.953429 0.0023

OBIMSTR 0.821375 0.080711 10.17679 0.0000

R-squared 0.903986 Mean dependent var 26784.08

Adjusted R-squared 0.895258 S.D. dependent var 3537.135

S.E. of regression 1144.755 Akaike info criterion 17.06441

Sum squared resid 14415100 Schwarz criterion 17.15132

Log likelihood -108.9186 Hannan-Quinn criter. 17.04654

F-statistic 103.5670 Durbin-Watson stat 1.616160
Prob(F-statistic) 0.000001

For the analysis of the impact of exports on economic growth, the analysis of the
impact of the export growth rate on the GDP growth rate is particularly interest-
ing. Regression analysis shows that the correlation coefficient (r) is 0.66 and
there is a pronounced direct relationship between the rate of change in exports
and the rate of change in GDP. Table 5 shows the results of the regression anal-
ysis of the export growth rate as explanatory, i.e. independent variable and GDP
growth rate as dependent variable.

Table 5: Results of regression analysis of export growth rate and GDP growth rate

Dependent Variable: GDP
Method: Least Squares

Date: 03/28/20 Time: 13:04

Sample: 2006 2018
Included observations: 13
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Variable Coefficient Std. Error t-Statistic Prob.
C 2.714532 1.402919 1.934917 0.0791
EXPORTSR 0.243335 0.084768 2.870599 0.0152
R-squared 0.428284 Mean dependent var 5.152416
Adjusted R-squared 0.376310 S.D. dependent var 5.098122
S.E. of regression 4.026192 Akaike info criterion 5.764158
Sum squared resid 178.3125 Schwarz criterion 5.851073
Log likelihood -35.46702 Hannan-Quinn criter. 5.746292
F-statistic 8.240337 Durbin-Watson stat 0.993267
Prob(F-statistic) 0.015225

The analysis shows that the coefficient of determination R? is 0.428284, i.e. the
GDP growth rate is determined by the export growth rate with 43% without in-
cluding other factors that affect GDP growth. The results of the F-test (8.24),
standard errors (0.08) and probabilities of 1.5% confirm the significance of the
export growth rate in explaining the GDP growth rate.
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Graph 6: Relationship between export growth rate and GDP growth rate. Source:
Graphic presentation of the analysis by the authors.

The regression equation Y = 2.714532 + 0.243335 * EXPORTSR shows that any
increase in the export growth rate by 1% leads to the increase in the GDP growth
rate by 0.25%. This analysis also indicates that the GDP growth rate would be
halved if there were no exports from Bosnia and Herzegovina.
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5. CONCLUSION

Bosnia and Herzegovina is one of the small economies and therefore foreign
trade is considered very important for its development. The degree of openness
of economy of Boshia and Herzegovina, regardless of the growing trend, is still
relatively low and amounts to 93%. The main characteristic of foreign trade in
Bosnia and Herzegovina is reflected in the continuing deficit, which, despite the
downward trend, is still high. Therefore, increasing exports is very important for
the economic growth of Bosnia and Herzegovina. The production structure of
exports is unfavorable because products of the low stage of processing with low
newly added value are dominant in B&H export. The production concentration
export coefficient is also low. On the other hand, the coefficient of geographical
concentration of exports is high and amounts to 74.8, which indicates the high
dependence of economy of Bosnia and Herzegovina on the economic trends in
the main foreign trade partners. Regression and correlation analysis has showed
that there is a very high direct relationship between export trends and GDP, and
that changes in GDP are determined by variations in exports with 92%.Also, the
results of analysis have shown that the foreign trade multiplier of the impact of
exports on GDP growth is high and amounts to 1.68. The analysis of the impact
of the volume of foreign trade on GDP has shown that the economy of Bosnia
and Herzegovina is import dependent. The analysis of the impact of the export
growth rate on the GDP growth rate has shown that the correlation coefficient
(r) is 0.66 and that there is a pronounced direct relationship between the rate of
change in exports and the rate of change in GDP. Also, the results of analysis
have shown that the rate of economic growth in Bosnia and Herzegovina is de-
termined by the rate of export growth of 43% excluding other factors that affect
growth. Without diminishing the importance of the influence of other factors on
economic growth, it can be concluded that increasing exports and improving the
structure of foreign trade is extremely important for the future development of
Bosnia and Herzegovina. In order to achieve that, it is necessary to use the po-
tentials offered by fast-growing markets, increase the export of products with
higher newly added value, and to achieve that it is necessary to change the eco-
nomic structure and increase the competitiveness of domestic producers.
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YTULAJ U3BO3A HA EKOHOMCKHU PACT Y BOCHU 1
XEPHEI'OBUHUA

1 Munenko Kpajumrauk, Yausepsutet y bamoj JIynn, Exonomcku dakynrer
2 busbana I'ojkoBuh, ®@uckanuu casjet Pemy6nuke Cpricke
3 Coma Jocunosuh, Yausepsuret y beorpamy, Mammacku ¢akynret
4 Cama [lonoBuh, ®uckannu casjet Penmyonuke Cprcke

CAXETAK

O 3HayYajy CHoJbHE TPrOBUHE M HbEHOM YTHIIa]y HAa €KOHOMCKH pacT ypalheHa cy
OpojHa UCTpakuBama. Hema nuimeme na M3BO3 UMa MYJITHILIUKATABHH edeKaT
Ha pact OpyTo gomaher npou3Bo/a, Al eKOHOMHUCTE CTAITHO 3aHUMAa KOJIMKH je
CHOJFHOTPTOBMHCKH MYJTHIUIMKATOP M KOjU Cy pasjiosu Aa OH He Oyne Behwu.
OBgaj pan ce 6aBU aHATM30M CIIOJbHE TProBHHE bocHe u Xeplierosune, leHe Te-
orpad)cke ¥ TIPOU3BOIHE CTPYKTYPE M KOHIICHTpAITHje, Kao M Y3pOIrMa BHCOKOT
¥ KOHTHHYHpaHOT Jedunurta. AHaiau3a ykasyje Ha MOTEHIMjaTHe MOryiHOCTH
1no0OoJbIIaka JOLIE MPOU3BOIHE CTPYKTYPE CIIOJbHE TPrOBUHE U HAYMHE HA KOjU
ce CIOJHLHOTPrOBHUHCKA pa3MjeHa, a OCeOHO M3B03 Moxe nosehaT kKako Ou ce
MOTIPAaBUO CITOJFHOTPTOBHHCKU OmiIaHC. AHanm3a je moce0HO ycMjepeHa Ha
yTBphHBaE CIIOJbHOTPrOBUHCKOT MYJITHILTUKATOPA, a PE3yJITATH MOKA3yjy Be-
JIMKY 3HA4aj M3B0O3a 3a EKOHOMCKH pacT. Takole ce mokyIiaBa ykazaTh Ha Ha-
YHHE KaKko OW ce U3BO3HM NoTeHIrjanu bocHe 1 Xeplerosune mro 60Jbe UCKO-
puctunm y Oynyhem nepuony.

KibyuyHe pujeun: crojbHa TProBHHA, U3BO3, eKOHOMCKU pact, BJIII, bocHa u
XepueroBuHa.
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