136 EKOHOMIKA TA YINPABJ1IHHS1 HALIOHAJIbHUM rocriogAPCTBOM

Slobodan Popovic', Jelena Toskovic?, Ivica Nikolic’
OIL PRODUCTION AS A POTENTIAL FACTOR OF ECONOMIC
DEVELOPMENT OF THE REPUBLIC OF SERBIA

The paper presents an overview of an industry that can have a development capacity in
Serbian economy. The observation in this study includes forecasts for the period 2014—2024, pri-
marily for agriculture. The authors have chosen to provide the fundamentals of agricultural fac-
tors, because they form the basis for food industry development. Namely, there is an interdepen-
dence of primary production of oil and food industry development. The main conclusion is that the
quality of raw materials produced in Serbia and a promising market create good opportunities for
better use of the existing capacity, basically in the processing industry at the national level.
Keywords: production of sunflower oil; Serbia; agriculture.

Cnoo6onan ITonosuy, pneﬂa TomkoBuy, Igiua HjKO.]II/l‘l
BUPOBHMUMIITBO OJII AK IOTEHHIMHUU ®AKTOP
EKOHOMIYHOI'O PO3BUTKY PECITYBJIIKA CEPBIA

Y cmammi naeedeno xapaxmepucmuky 2aaysi, aKa nOMeHUiliHO Moce HAdamu Cymmeeuii
nowmoex exonomiunomy poseumky Cep0ii, a marxoxc npedcmasieHo NPocHO3 PO3GUMKY Cilb-
coko020 2ocnooapcmea Pecnyoaixu Cepbia na 2014—2024 poxu. Onucani ciascvkozocnodapcoki
caxmopu € ocnosoro 0aa po3eUmMKy Xap4oeoi 2aaysi exoHomiku. 3okpema, cmilikuil 63ac-
M036’130K CnOCmepieacmvCst Midc NePEUHHUM GUPOOHUUMEOM COHSULHUKOBOT 0411 ma po36UmMKom
eciei xap4o6oi eaaysi. Skicmo cuposunu, wo eupobasecmoca y Cepoii, i nepcnekmueu po3eumxy
0aH020 PUHKY (DOPMYIOMb 3HAMHI MONCAUBOCHL 0451 6UBCOCHHA CIET 00POOHOI npomucao8ocmi Ha
PieeHb HauioHaabHoi eaxcaugocmi.

Karouosi caosa: supobnuumeo consunuxosoi onii; Cepbis; cinbeovke e0cnooapcmeo.
Puc. 4. Taba. 5. Jlim. 16.

Cnooonan Ilonosuu, Enena Tomkosuu, MiBuna Hm(ongm
IMPON3BOACTBO MACIJIA KAK ITIOTEHIIMAJIBHBIN ®AKTOP
DKOHOMMWNYECKOTI'O PABBUTHUS PECITYBJIIMKA CEPBUA

B cmamve dana xapaxmepucmuxa ompacau, KOmopas noMeHUUAAbHO MOXCem npuoants
CyuecmeeH bl Mmook IKoHomueckomy pazeumuro Cepbuu, a maksice npedcmagien npocHoO3
pazeumus écezo ceavckozo xozaiicmea Pecnybauxu Cepouu na 2014—2024 2006t. Onucannsie
CeAbCKOX035UICMBeHHbLIe YaKMOPbL AGAAIOMCA OCHOBOU 045 PA36UMUSL NUWEE0 OMPACAU IKOHO-
Mmuku. B wacmnocmu, ycmoiivueasn e3aumocesnszv Hadarooaemcs mexncoy nepeuMHbIM NPoU3600-
CMEOM NOOCOAHEHHO20 Macaa u pasgumuem eceil nuueeoli ompacau. Kauecmeo coipos, npouseo-
oumozo 6 Cepbuu, u nepcneKmuest pa3eunmusi OAHHOZ20 PbIHKA (HOPMUPYIOM 3HAYUMEAbHbLE 603~
ModcHOCHU 0451 8bl600a écell obpabamvléaroueil NPOMbLULICHHOCU HA YPOGEHb HAUUOHAALHOU
eaxcHocmu.

Karouesvie caosa: npouzsoocmeo nooconneunoeo macaa; Cepousi; ceabckoe Xo35aicmeo.

Introduction. Contemporary society and economy, as well as the existing com-
panies are in the process of continuous transition and transformation. Social process-
es, particularly in the last decade have affected companies, demanding their quick
reaction and adaptation to new conditions of life and work. In addition, business is
conducted under growing uncertainty. The expansion of the financial crisis from the
United States to Europe could not be bypassed, even in the South-Eastern Balkans,
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including Serbia. We can see the expressive problems in Serbia, especially after the
1990s. The situation has the features of late transition, war economy, political and
economic isolation, hyperinflation, falling production, rising unemployment, politi-
cal turbulence, corruption growth, crime in all spheres of society etc.

Since 2000, the territory of Serbia has been in constant transition and transfor-
mation, and the period of development of Serbian economy could be described as the
continuous process of crisis development. In the last period, in economic terms,
failed privatization model has been identified. Public sector and public utilities in
particular are awaiting for transformation process, announced 14 years ago. Job loss
in the industrial sector of Serbia is possible to solve partially with the employment of
manpower in the agroindustrial sector. In this paper, this sector is represented by the
oilseeds production or raw materials processing in oilseeds manufacturing in Serbia.

It is necessary to consider oil production as an industry in the context of the
overall situation in the economy. Therefore, all those involved in macroeconomic
decision-making, should take into account the entire set of circumstances in which
economic activities are conducted (socioeconomic conditions, economic environ-
ment), which may impact the production (Curovic, 2014). Impacts on oil production
as the industry can be twofold, i.e. climatic conditions and agricultural policy. When
climatic conditions are concerned, it should be taken into account, that agricultural
production is specific in terms of land as a limited resource and that the climatic fac-
tor is also a big limitation on which one can have only partial impact (seeding struc-
ture, irrigation etc.). Agricultural policy is of great importance for the development of
oilseed production. Often, the impact of agricultural policies is equal to the impact of
climatic conditions (Curovic, 2014).

The goal of the entire food industry of the Republic of Serbia should be reaching
a higher processing level in agricultural production. That would mean that approxi-
mately 50% of production is for the domestic market and the rest should be export-
ed. Thus, this activity can undoubtedly have a positive impact on the GDP growth.

Literature review. Start of transition in Serbia in 2001 was without apparent
vision of further economic development. Given estimates are that if there was a con-
stant increase in production annually by 10% since 2000 for 21 years it would return
Serbia to 1989, still with 550 bln USD lost. If the growth was 8%, then it would take
another 9 years, and future damage would be 1150 biln USD (Economic Policy in
2000). In addition, there was an increase in import dependence, without tradable
product and services and with extreme non-competitive structure of the economy as
a whole (Drakulic, 2013).

In such conditions, it is necessary to observe oil production as the economic sec-
tor in the context of overall economic situation. Macroeconomic decision-making
has to take into account the overall situation in which the country's economy oper-
ates. Furthermore, socioeconomic conditions, economic environment, and other
relevant characteristics could have a major impact on oilseeds production (Curovic,
2014). In transition countries like Serbia investors are not interested in setting up pro-
duction, instead they are interested in distributing products from other countries.
Thus, the limits are in credible economic and political institutions (Backovic, 2013).

Material and methods. The authors have analysed the production of sunflower edi-
ble oil, taking into account the impact of macroeconomic and other inputs in Serbia.
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In the analysis, we used publicly available data obtained from the Ministry of
Agriculture, National Bank of the Republic of Serbia and the released agricultural
development strategy for the period 2014—2024. Also, we used 2014 Industrial Plant
Business Community data. The data were processed and presented to show the effects
on oil production and food industry as a basis for the processing of primary raw
oilseeds and adding greater value to the economy of the country. The aim of the
research on macroeconomic factors in oil production of Serbia is to highlight the
opportunities for development. Oil production should be seen as an activity in
which there are opportunities for the development from crop production to process-
ing.

The activity is measurable by its effects on exports, while inactivity and omis-
sions can be measured by import of products. The contribution of this and similar
studies is measurable in terms of correcting views on growing industrial sunflower and
other oilseeds, especially in the context of the importance of their processing into
final products. The contribution of this study concercus the on shift to a higher pro-
cessing level in the food industry of Serbia, and not selling agricultural products in
their raw materials to other countries.

The form subject of this paper is oil production in the Republic of Serbia, the
production of primary agricultural oilseed crops and processing to a higher level of
primary production finalization. The purpose is to give a fuller picture of the oil
industry in the Republic of Serbia, its position in a broader context, first of all, among
the countries of the southeastern Balkans.

State regulated framework, strategic guidelines and policies based on the EU acces-
sion by Serbia. Development objectives and priorities for agriculture should be in
accordance with the principles of sustainable development and the new role of this
sector. Further development should include a variety of Serbian rural areas and large
regional differences in production systems.

This best can be seen in the organization of agricultural production in Vojvodina,
in the plain part, and in comparison to organization of production in the highlands of
Central Serbia. The analysis of these two organizations system of agriculture showed
that there is a huge difference and completely different approaches to agricultural
production. Therefore, developed agricultural strategies must also offer solutions for
a fairer and more equal distribution of budget funds to all potential users.

For the widest framework of government operations to make sense, the agricul-
ture strategy should define:

1) directions for future development of agriculture;

2) support model that would lead to accelerated development of the agrifood
sector;

3) directions for future reforms in agricultural policy.

In the future the Republic of Serbia shall enter the phase of European integra-
tion, complying the adopted strategy of the Republic of Serbia with European model
of agriculture.

The impact of macroeconomic factors on the oil production in Serbia. The aim of
the research is essentially to show the influence of several macroeconomic factors on
agriculture in Serbia. The impact of the majority of macroeconomic factors on oil
production is great. In addition, it also indicates the opportunities and points for pos-
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sible development. Oil production should be viewed as an activity where there are
chances for development.
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Figure 1. The broadest framework of agriculture organization in Serbia
complied with the EU in the long term, authors’

Serbia has already built capacities, for beyond the needs of the domestic market.
Serbia is one of the largest producers of oilseeds in the region of Western Balkans. It
is also the area with the largest processing capacities which are connected to the raw
material base of primary agricultural production. The capacities of oil industry enable
the maximum annual processing of approximately 900,000 tons of sunflower, 500,000
tons of soybeans and 250,000 tons of rapeseed. The average level of sunflower pro-
cessing in the last 10 years in Serbia was at the level of only 40% of the available
capacities, and for soybeans — 70%. The tradition in processing lasts for several cen-
turies, especially in northern part of Serbia. In recent years in professional literature,
great attention is paid to the sustainable development concept. Sustainable develop-
ment should be viewed with full consideration of environmental friendly activities
(Danea et al., 2013; Popovic et al., 2014; Boanca et al., 2014). In addition, econo-
mic costs and the price of environmental protection must be taken into account in all
market economies (Radosavljevic et al., 2014). The impact of most macroeconomic
indicators in this paper, which can significantly affect the condition of the entire
Serbian economy is dtudied using the statistical methods, see Table 1.

Table 1. Macroeconomic indicators for Serbia, 2004-2012,

authors’ calculations

Indicators The observation
2004 | 2005] 2004 200f 2008 2009 2010 2011 2p12

Real GDP growth, % 9.3 5.4 3.4 5.4 3J8 -3.5 1.0 1.61.5
Consumer prices, % 13.fy 177 6.6 11.0 g.6 6.6 10.3.0 [712.2
Unemployment, % 184 208 20p 18{1 136 16.1 19.23 22.4
Current account . R N

balance, % of GDP -13.8|1 -8.8| -10.1 -17. -21p 66 67 -9|2 -8.3
Budget deficit, % -0.3 0.3 -1.9 -1y 1) 314 -37-42 | -5.0
Public debt, % 55.3 52.7 377 315 292 347 4458.74 59.2
External Debt, % 498 60.] 60P 602 646 7.7 8497.5| 85.6

In addition to the indicators that represent the position of Serbia, the authors
cinsidered the progress indicators and the competitiveness of other countries starting
from the times of the Great Depression (2008—2010). The countries bordering with
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Serbia are considered, among which Croatia and Hungary became members of the
EU and all other countries were previously member states of Yugoslavia, except
Albania.

Table 2. Analysis of progress in competitiveness (selected countries)

Index value Absolute growth Relative growth

2008 | 2009 2010 2010/2009 2010/20p8 2010/2009 2008/2
Hungary (EU)| 4.22 | 4.22| 4.33 0.11 0.11 2.6% 2.6%
Croatia (EU) 422 4.03 4.04 0.01 -0.18 0.2% -4.3%
Serbia 3.90| 3.77 3.84 0.07 -0.06 1.9% -1.5%
Montenegro 4,11 4.1 4.36 0.20 0.25 4.8% 6.1%
Bosniaand | 5 56 | 3531 370 0.17 0.14 4.8% 3.9%
Herzegovina
Macedonia 3.87| 3.95 4.02 0.07 0.15 1.8% 3.99
Albania 355 3.72| 3.94 0.22 0.39 5.9% 11.0%

Source: World Economic Forum (2010).

Based on the data in Table 2, the starting position of Serbia is slightly worse in
relation to the EU countries given in Table 2, as well as in relation to Montenegro,
while Serbia is above other former republics of Yugoslavia, and in a better position
than Albania. Globalization and liberalization as a European phenomenon, with the
financial crisis transferred from the US to Europe, directly affected even small coun-
tries like Serbia. In addition, Serbia is exhausted by enormous internal problems, so
the impact of major economies on it is huge. This finding is striking, domestic pro-
duction which has been created for decades is degrading since 2000 (Curovic, 2014).

Some authors point out that the value created for customers is responsible for
resource consumption and overall efficiency of a company (Novicevic, 2009). In all
the EU countries and the countries joining the EU, standardization and harmoniza-
tion is needed. And particularly the standardization of financial reporting, which
occurs as continuous process (Skaric Jovanovic, 2013). Reporting should be viewed
in the context of activities or industries. The interest of the state is reflected in the cre-
ation of favorable environment where all economic activities operate smoothly. This
directly affects the stability of the economy in the country. We should also point out
that the achievement of stability will lead to price stability in the country. In addition
to price stability in the broadest context, parity prices for agricultural crops and
industrial crops is important. In this paper, the emphasis is placed on industrial
plants, because they are the basis for the next phase of treatment, or the food indus-
try that creates higher income and greater value for the public. Future activities are
related to Serbia starting the process of integration of Serbia into the European Union
and the World Trade Organization. In order to ensure stable and long-term possible
benefits for domestic producers, the general activity should include European model
of support, with full respect of national conditions and priorities.

The new concept of agricultural policy. The new state approach to agriculture
should take into account:

- the need to reduce the lag in technological development from competitive
countries to enable more efficient agricultural sector coping with the effects of
global climate change;
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- the need to increase the efficiency of the food chain and the competitiveness
of the agri-food sector;

- providing stable incomes and business environment for farmers and other
rural entrepreneurs;

- realization of economic, environmental and social objectives of sustainable
development, in which multifunctional agriculture and rural development have a spe-
cial place;

- willingness to respond to the demands arising from the process of accession to
the EU.

In Table 3 based on the data of the Statistical Institute of Serbia the authors pres-
ent the macroeconomic indicators that show the share of agriculture in the national
economy of Serbia.

Table 3. Macroeconomic indicators of the share
of agriculture in the national economy

The observation
2004 | 2005| 2006| 2007 | 2008| 2009| 2010| 2011 | 2012

2.186|2.024(2.189| 2.443] 2.916| 2.320( 2.379| 2.873| 2.624

Indicators

GDP (current prices, min
EUR)

GDP in agriculture (% of
the total GDP) 135 118 11| 101 104 9.3 9p 145 101

Employees, ths / 839 70F 725 674 6pP2 H23 466 467.1

;hare'”mta'emp'oyme”t 232| 227 204 203 23p 238 242 212 2ho

ra’l‘rﬁ"gbg food products, | 659 | 732.d 992 | 1.214 1.328| 1.381 1.672| 1.920| 2.004

Share in total exports, % 2212 203 194 1B9 1738.2| 22.6| 22.94 23.}

Import offood products, | gaq | g25| 721| 600 754 71 896 1.qar13s
min EUR
Share in total imports, % 8.( 74 609 44 46 3.2 70| 7.7
Balance of trade in food B

industry, min EUR -59 | 110 271 618 574 670 776 919 9%6
Import coverage ratio, % 914 114.837.6|201.7)175.2| 194.2| 186.6] 191.8] 184.0
Source: authors’ construction based on the Stiddffice of the Republic of Serbia data.

Basing on the given macroeconomic indicators for the period 2008—2012 we can
conclude that:

- GDP in agriculture is expressed in current prices of the beginning of observa-
tions, i.e. 2008, and decreased by approximately 292 min EUR;

- the share in total employment decreased at the end of 2012, and compared to
2008 it was lower by about 2.9%, having a negative impact on the overall employment
rate in Serbia, and we can say that the agricultural sector instead of receiving the
unemployed from other sectors, also had a decline in employment;

- export of agricultural products at the end of the period was higher by about 1.6
times;

- the largest positive balance can be seen from the ratio of coverage of agricul-
tural and food industries in trade balance, which at the beginning of the observation
period was 574 min EUR, and amounted to 956 min EUR in 2012, representing a
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nominal increase of 382 min EUR, and this is the data which any government that
wants prosperity of the economy must take into account;

- the export-import ratio was positive throughout the observation period of
2008—2012.

In order to fully display the importance of oil production for Serbia, the authors
collected and analyzed the data related to the area under major field crops, capturing
in particular the area under oilseeds, to get a true picture of the importance of
oilseeds. The presentation is given in Table 4.

Table 4. Area of major field crops in the Republic of Serbia

& Years 2004] 2004 2006 20407 2008 2009 2010 2p11 2012
< o | Totalgrain| 2,003| 1,941 1,853] 1,900| 1,899 1,912) 1,837 1,865 1,896
g E Wheat 636 563 540 559 48¢Y 568 484 493 481
< o Corn 1,200 1,22Q 1,170] 1,202| 1,274 1,209| 1,230| 1,258 1,269

~ | Oil-seeds 308 331 341 31% 350D 340 392 355 338

Source: authors’ construction based on the Stiddffice of the Republic of Serbia data.

Oilseeds production can be developed, increasing the areas to be sown, which is
the basis for yield increase as can be seen in Table 5, which shows production of major
field crops in Serbia in the period of 2004—2012.

Table 5. Production of major field crops in the Republic of Serbia

S Years 2004 2004 2006 2047 2008 2009 2010 2Dp11 2012
< o | Totalgrain| 9,926 9,58$8,349| 6,213 8,833 8,982 9,273| 9,066 5913
g § Wheat 2,758 2,007 1,875] 1,864| 2,095 2,068| 1,631| 2,07¢ 1,911
< o Corn 6,569 7,038 6,017 3,905| 6,158 6,396| 7,207| 6,480 3,532

~ | Oilseeds 760 722 827 628 85J7 711 944 L7 467

Source: authors’ construction based on the Stisbffice of the Republic of Serbia data.

A display of the substantial decline in grain production can be seen which was
approximately 4 min tons at the end of the period. In the same period the overall
decline in oilseeds production was 93 mln tons. This suggests that the drop in oilseeds
production was much smaller than that of grain, which means that farmers were
interested in oilseeds production, not only because of crop rotation, but also because
of economic benefits. There is a real need for soybean products in Serbia. The
demand for these goods is real and increasing the production and processing of soy-
beans for domestic markets Republic of Serbia would have great benefits, about
50 min USD annually.

In addition to the major effect, an increase in livestock production could be also
expected, especially in pig production. Instead of livestock products exporter in some
years, the Republic of Serbia is becoming an importer. In the substitution of imports
of meat and meat products, oil production might be a factor of development, because
of the increase of the processing oil industry role, due to the products in the form of
oil which can be mixed in different fattening livestock species. Besides soy process-
ing, by-products are formed which again can become raw materials for livestock feed
or concentrates used by livestock enterprises in poultry nutrition and livestock.

Processing of oilseeds and the prices for some crops and sunflower. As one of the
largest producers of oilseeds in the region, Serbia is also the area with the greatest pro-
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cessing capacities in the CEFTA region. The capacity of oil industry enables the
annual processing of 885,600 tons of sunflower, 482,000 tons of soybeans and 247,000
tons of rapeseed. The average level of sunflower processing in Serbia was at the level
of only 40% of available capacity, and soybeans — 70% in the last 10 years. The qual-
ity of raw materials and promising market (primarily soybeans processing) open up
good opportunities for fuller use of these capacity. Compared to neighboring coun-
tries, the price for herbal products in Serbia are lower. Price competitiveness is par-
ticularly pronounced in grain and industrial crops, while in vegetable and fruit pro-
duction is only valid for certain products and certain years. Graphical representation
of the selling prices of wheat, sugar beet and sunflower are shown in Figures 2—4,
which is related to the period 2005—2011 in the Republic of Serbia.
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Figure 2. The sales price of wheat (EUR/ton) at the surveyed countries,
constructed by the authors based on the Statistical Office of the Republic of Serbia data

During the entire period of observation, the state did not provide the direct sup-
port for oilseeds production. Only in 2004 and 2005 in a small volume the state helped
the production of pumpkin oil. In the coming years, the state through premiums has
not supported this production. This shows a realistic picture of the state's influence in
the branch. This review gives a picture of state support and can be used for further
researches, especially in terms of food industry development.

Conclusions and recommendations. Serbia represents a regional leader in oilseeds
production. Some of the important indicators related to the installed capacity of oil
industry are presented in the paper. For example, the annual maximum processing is
approximately 900,000 tons of sunflower, 500,000 tons of soybean and 250,000 tons
of rapeseed. The average level of sunflower processing was at a level of only 65% of the
available capacities in Serbia in the last 10 years.

Serbia capacities and potential for export development. However, it should be
noted that in the period from 2004 to 2012 the Republic of Serbia did not help this
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industry through price support measures, as well as through premiums. Primary agri-
cultural production of sunflower and soybean is the basis for the development of ma-
nufacturing. The contribution of this article is that it provides a realistic descriprion
of macroeconomic factors of influence on the development of oil production.
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Figure 3. The sales price of sugar beet (EUR/ton) at the surveyed countries,
constructed by the authors based on the Statistical Office of the Republic of Serbia data
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Figure 4. Selling prices of sunflower (EUR/ton) at the surveyed countries,
constructed by the authors based on the Statistical Office of the Republic of Serbia data

Despite the relatively inactive attitude of the state towards the oil industry, it has
made exports, for example, of sunflower oil annually for about 100 min USD. Future
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events are going in the direction of increasing trade sanctions by the EU to Russia.
This is also a chance for the export of all food products from Serbia, which is not yet
in the EU.

Increasing oil production is only possible if primary agricultural production sig-
nificantly increases. This will happen if there is a clear plan of the state, which will
bring its incentives. The capacity of the processing industry of the Republic of Serbia
is more than sufficient for the quantities produced, which is an opportunity for the
development of the whole of agriculture, and the economy in general.

The aim of the paper is to show to the professional public the importance of
industrial crops, particularly sunflower and soybeans for the economy of Serbia. This
points to the importance of establishing a wider range of crops that the country can
have as a basis for final products manufacturing. The objective of the study is to high-
light the importance of industrial plants not only from the agronomic point of view
(due to crop rotation), but also from the economic one, as it can significantly improve
the results of the whole economy. Processing capacities in Serbia are most active in
the whole area of the Southeastern Balkans, being a comparative advantage of Serbia.
Serbia benefits from growing industrial crops in favorable conditious, there are pro-
cessing facilities already constructed for processing of the entire quantity produced in
comparison with neighboring countries.

Production of oil in Serbia should be viewed in the context of the global produc-
tion of oil. Since 2000 production of oil in the world is on the increase, with approxi-
mately 60% growth, however, the sown areas increased only by about 30%.
Consumption is growing constantly in all the countries in the Southeastern Balkans
and in most European countries. Based on these data we can clearly point out that
there are great chances for the Republic of Serbia in primary production of oil crops.
And the economic effects can be achieved by processing them into products of high-
er level of processing. Manufacturing activities in this case will directly influence the
GDP of Serbia.

Finalization of primary production of oil plant species increasing the employ-
ment rate. This leads to absorption of surplus labor from other sectors of the econo-
my. In addition to obvious direct impacts, in this paper the authors also pointed out
other sides of improving the country's GDP.
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