|

7/ “““\\\ A ECO" SEARCH

% // RESEARCH IN AGRICULTURAL & APPLIED ECONOMICS

The World’s Largest Open Access Agricultural & Applied Economics Digital Library

This document is discoverable and free to researchers across the
globe due to the work of AgEcon Search.

Help ensure our sustainability.

Give to AgEcon Search

AgEcon Search
http://ageconsearch.umn.edu
aesearch@umn.edu

Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only.
No other use, including posting to another Internet site, is permitted without permission from the copyright
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C.


https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
http://ageconsearch.umn.edu/
mailto:aesearch@umn.edu

EKOHOMMUKA EX= Vol. 63, july-september 2017, Ne 3

ISSN 0350-137X, EISSN 2334-9190, UDK 338 (497,1) P.1-12
Aliaksei Bykau ORIGINAL SCIENTIFIC ARTICLE
Department of Economics and Management, DOI:10.5937/ekonomikal703001B
Belarus State Economic University, Minsk, Received: Jun, 30, 2017
Republic of Belarus' Accepted: July, 15, 2017
Tatsiana Khvalko

Ministry of Economy of Belarus, Minsk, Republic of Belarus*

USING INPUT-OUTPUT TABLES TO MEASURE
THE CONTRIBUTION OF INDUSTRIES
TO THE TRADE BALANCE

Abstract

The Belarusian economy is in a state of balance since 2016: trade deficit and
gross foreign debt were reduced, the local currency strengthened. The problem is in
resumption of economic growth, while avoiding trade deficit. The role of structural
policy is to control the rate of growth of specific industries. Those industries that
provide trade surplus should grow faster.

Government was stimulated both investment and consumer demand in the period
Sfrom 2006 to 2014. As a result, GDP growth reached 5-12%, but subsequently the
gross foreign debt exceeded 75% of GDP.

We have found that economic growth stimulation through quantitative easing
in a small open economy usually leads to imbalances. Furthermore, imbalances
reach critical levels if exports declining. In 2016 the situation with exports was
extremely unfavorable for Belarus. Therefore, if government could not abandon
stimulation entirely, it should still apply it selectively, in order to avoid imbalances.
For this purpose, we propose to differentiate the industries in their contribution to
the trade balance.

We offer a tool for assessing the contribution of each sector of economy
(industry, or a product) to the trade balance. Baseline data are presented in the
Input-Output tables, and the methodology is based on the Trade in Value Added
(TiVA) indicators. Particularly, we line up the aggregate value chains for each final
product, distinguishing foreign and domestic value added in gross exports and final
demand for each industry.

The estimates of the Belarusian economy made it possible to divide the industries
into three groups, according to their contribution to the trade balance:

Group 1: Products that contribute trade surplus. Domestic value added
embodied in these products exceeds domestic final demand, taking into account
the intermediate and final imports. This group includes: petroleum products,
chemicals, transport services, business services (including software development).
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Group 2: Products creating trade deficit. Final demand for these products exceeds
domestic value added — they are construction services, as well as manufacturing
products: machinery and equipment, electronics and vehicles.

Group 3: Relatively neutral to the trade balance products, which include
garment, wood, retailing, and some others.

For instance, it was found that the construction industry creates $3,5-4,5 billion
of ‘met imports, while total gross imports equals $844-48 billion in 2012 — 2014. In
this period, petroleum products contributed approximately the same amount (if take
into consideration export margins) to the domestic value added embodied in gross
exports. In 2016 exports of petroleum products declined on a half. The volume of
construction works was also halved, that allowed avoiding trade imbalance.

Key words: Belarus, Input-Output tables, trade balance, value added.

JEL classification: F14, O12

KOPUIIREILE UHITYT-AYTIIYT TABEJIA
3A MEPEIHE JTOITPUHOCA UHAYCTPUJA
TPITOBUHCKOM BHJIAHCY

Ancrpakr

bBenopycka exonomuja je y cmarny pagnomedsice 00 2016. eooune: mpeosuncku
Oeghuyum u 8enuKuU cnobHU ye cy cmareet, a 0oomaha eanymaje ojavana. Ilpodrem
je noseharve npuspeonoe pacma, y3 uzbezasarbe mposunckoz deguyuma. Yioea
cmpyKkmypanHe NOaumuke je 0a KOHmpoluwie CMOny pacma CcneyuguyHux
unoycmpuja. Inoycmpuje koje 06esdehyjy mpeosuncku cyguyum mpebda oa pacmy
oporce.

Bnaoa je cmumynucara u unéecmuyuony u AuYHy NOMPOULFLY y NEPUody 00
2006. 0o 2014. zo0une. Kao pezynmam moea, pacm BJ[I1-a je docmuzao 5-12%,
anu je, nocieduuno, yKynuu cnosmnu oye npemawuo 75% B/I1-a.

Omxpuau cmo 0a CMuMyIUcare eKOHOMCKO2 pacma nomohy KeanmumamueHux
onaKwiuya y Maioj OmeopeHOj eKOHOMUjU OOUYHO 00800U 00 HepasHomedxice.
Lmasuwe, nepagHomedica 0ocmudice KPUMUYHU HUBO, AKO ce U3603 cmarbu. Y
2016. cumyayuja ca uzgosom je buna ekcmpemHo HenogosbHa 3a bBenopycujy.

Cmoea, ako 61ada He Modce Oa Yy NOMNYHOCMU YKUHE HOOCMUYarbe
(cmumynucaroe) ekoHoMuje, mpebaio 6u 0a noocmuyarse eKoHoMuje npumerbyje
celleKmueHo Kaxko Ou ce usbecie HepasHomedce. 3a 08y C8DXY, Npeoascemo
oughepenyuparoe UHOYCMPUja NO HUXOB0M OONPUHOCYY MPSOBUHCKOM OULAHCY.

Ipeonasxcemo aram 3a npoyeny OONPUHOCA CBAKOZ CEKMOpA eKOHOMuUje
(uHoycmpuje, unu npouzsoore) mpeosunckom ounancy. OcHosHu nodayu cy
NPe3eHmosany y uHnym-aymnym mabeiama, a mMemoooniocuja ce 3acHUsd Ha
unoukamopuma the Trade in Value Added (TiVA). Ilocebno ucmuuemo yKyntu
(acpecamuu) nanay épeoOHOCMU 3a C8AKU (QUHATHU NPOU3800, pasnukyjyhu, npu
mom, oomahy u cmpary 000amHy 8peHOCm y VKYNHOM U3803) 00 (PUHATHE MPaXtCHe
30 C8aKY UHOYCHIPUJY.
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Ilpoyene 6enopycke exonomuje omozyhune cy da ce unoycmpuje nooene y mpu
epyne, npema rwuxo8om OONPUHOCY MPOBUHCKOM OULAHCY:

Ipyna 1: Ilpouzsoou (unoycmpuje) Koju OOnpuHOCce MmpeoSUHCKOM Cyduyumy.
Jlomaha dooammua epednocm cadpacana y o8uUM npouzsoouma npesazuiazu oomahy
Gunanny mpasxcry, yumajyhu y oo3up unmepmeoujarHu (mehynpouzeoouu) u
Gunannu (kpajrou) yeos. Osa epyna ykmwyuyje: Hagpmue oepusame, XeMuKauuje,
yeiyee mpancnopma, nociosHe yciyze (Vkawyuyjyhu paseoj cogpmeepa).

I'pyna 2: Ilpoussoou koju 00800e 0o mpzosurckoz depuyuma. Qunana (VKynHa)
MPadzCHA 3d 08UM NPOU3BOOUMA Npesasunasu oomakhy oooamy epeonocm. Peu je o
2pahesuHCKUM YCayeama u UHOYCIMPUjCKUM NPOU3800Ma KAo wmo Cy: MawuHe u
onpema, enekmpoHUKa U 603uUla).

Ipyna 3: Ilpoussoou Koju He ymuuy Ha MpPeOBUHCKU OUNAHC YKbYUY]Y o0ehy,
0pB0, ManLoNpooajy u CIU4HO.

Ha npumep, omxpumu cmo Oa epahesuncka undycmpuja cmeapa 3.5-4.5
MPUIUOHA 001Apa Hemo y803d, 00K YKynHu (bpymo) y8o3 usHocu 44-48 é6unuona
Odonapa y nepuody oo 2012. oo 2014. V osom nepuoody, nagpmmuu Oepusamu
donpunenu cy nPUbIUNCHO V UCIOM UZHOCY (aKo y3emu ) o03up u3e03 mapaice)
Odomahoj 0odamHoj 8peoHocmu yKmwyuenoj y opymo uzeoszy. Y  2016. uz603
Hagmuux Oepusama je cmarer 3a 50 oocmo. Obum epahesunckux paoosa je,
maxolje, npenonosmbet, yume je us0ecHym mpeosuHcKu oegpuyum.

Kayune peuu: benopycuja, unnym-aymnym mabene, mpeosuHcKu OULaHC,
0odamua 8pedHoCcm.

Introduction

The Belarusian economy has been being in the recession since 2015 but during
previous 15 years its growth rates had exceeded the world average and reached 12% per
year. High growth rates of the Belarusian economy were provided either by favorable
conditions for exports when the demand for Belarusian products in foreign markets had
been increased (2000-2008) or by monetary stimulation of consumer and investment
demand in the domestic market (2006-2014).

The economic growth stimulation by the government resulted in trade imbalance,
which reached 15% of GDP in 2010, as well as an increase of the external debt. Payments
for servicing external debt worsened the current account even with the trade surplus
(Figure 1). Since 2015 when the economies of the main trade partners of Belarus - Russia
and Ukraine — have been being in a state of recession and the volume of Belarusian
exports to these countries has decreased, the need to move Belarusian economy to
balanced growth became obvious. Balanced economic growth means the one that does
not lead to trade imbalance and the growth of debts of the economy sectors.

EXEIEKOHOMUKA 3
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Figure 1: Payment balance and GDP growth rates in the Republic of Belarus.
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Program of economic and social development of the Republic of Belarus for 2016-
2020 (Chapter 5) has prioritized balanced development, the key terms of which include
deficit-free balance of payments and budget with a reduction in gross external debt
and inflation (About the statement of Program of economic and social development of
the Republic of Belarus for 2016-2020, 2016). And if we assume that the accelerated
development of certain industries leads to an increase in trade imbalances and accordingly
external debt while the development of other industries on the contrary reduces trade
imbalance, then one of the main tasks of structural policy is to regulate the economy
growth rates aimed to achieve a positive foreign trade balance.

Theoretical concept known as the Thirlwall’s balance of payments constraint
(Thirlwall, 2003) is used to estimate and predict the balanced growth of emerging
economies.

Thirlwall’s balance of payments constrained growth model postulates that the
balance of payments position of a country is the main constraint on economic growth,
because it imposes a limit on demand to which supply can adapt (Ghani, 2006). Later
evidence for Thirlwall’s law was found for Argentina, Brazil, South Korea, Malaysia,
and the Philippines (Gouvea, 2010).

Governments of emerging economies often meet decrease in exports and increase
domestic output to reach high economic growth. An increase in domestic output, by
increasing imports, can lead to a deficit in the balance of payments, which may require
either a fall in demand or a real exchange rate depreciation in order to ensure the
sustainability of the external deficit. Hence, an unsustainable external deficit sooner or
later requires a correction, which puts a brake on further output growth (Bajo-Rubio,
2014).

4 EKOHOMUKA X151
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Based on (Elliott, Rhodd, 1999) results, economic growth is not only constrained by
export and capital flows, but additionally is adversely affected by debt service payments
which rob the economy of much needed resources to promote economic growth.

All these negative effects appeared in Belarus after domestic output stimulation.
As any open less developed economy, Belarusian economy could not grow faster than its
equilibrium balance of payment grows (Kolesnikova, Luchenok, 2015).

Methodology of the study

Thirlwall’s model developed in 1970 and well known from his earlier publications
(Thirlwall, Hussain, 1982) based on the previously developed models of Harrod (1940™)
and Kaldor (1960™) (Celi G., Sportelli M., 2007). It assumes estimates of the income
elasticity of demand for imports and dynamic simulations of economic growth based on
initial data of exports and imports, investments and savings, etc. (McGregor P.G., Swales
J.K., 1986).

In this study we used the Input-Output tables and the Trade in Value Added (TiVA)
methodology as a data source and the basis for assessing the balance of economic
growth. Using this methodology and based on the information provided we calculated
the contribution to GDP and trade balance procured by each industry.

The Input-Output tables is a powerful toolkit for economic analysis that allows
estimating cross-sectorial correlation in the context of the basic macroeconomic
indicators. In previous years, it was used in Belarus principally for forecasting of
domestic output and final demand (Soshnikova et al, 2001). Gradually the nation standard
of Input-Output tables and the national industrial classifier were transformed closer to
the international standards described for example in (Yamano, Ahmad, 2006).

Since the fall of 1990s Input-Output tables began to used worldwide for
international trade analyzing by value added when the volumes of exports and imports
began to be estimated not in the prices of goods and services but by the value added
that each country buys and sells, produces and consumes in the process of international
cooperation.

The basics of the methodology of statistical accounting of international value-added
trade were published in scientific studies in the second half of the 1990s and since 2011
international organizations such as UNCTAD, Eurostat, OECD, WTO launched online
services with access to databases where the value added created and consumed in the
world has been distributed across countries and industries. The developed methodology
is based on interconnected Input-Output tables for each country and involves the use of
a set of indicators reflecting the degree of a country integration into global value chains
based on the ratio of own and imported value added in gross exports and final demand
(Bykau A., Kolb O., 2017).

One of the key indicators in value-added trade assessment is the indicator
“domestic value added embodied in gross exports” calculated on the basis of direct costs
(the Leontief matrix) using a special recursive procedure (Cappariello R., 2012). The
indicator allows estimating of the share of value added in the gross output of the final
output not only in this industry but also in other related industries integrated into the
production chain within the national economy.

EXEIEKOHOMUKA 5
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The contribution of exports to GDP and economic growth of the Belarusian
economy is quite a topical problem because of a high openness of the economy and the
need to overcome the trade deficit. First estimations have been made by Gotovskiy and
Gutsol (2007), and then Belousov (2016), Grichik (2016), Bykau and Kolb (2017) have
improved methodology using TiVA indicators like ‘vertical specialization’ or ‘domestic
value added embodied in gross exports’.

Then we have come to the conclusion that using this methodology allows us to
divide the produced gross added value into two parts both in the whole national economy
as and in the context of separate industries:

- gross value added in the export of products;

- gross value added created due to domestic sales in the consist of final products

used for final consumption and gross capital formation.

Estimating the contribution of the second of the mentioned above components to
GDP allows to specify a quantitative relationship between domestic demand and trade
balance, broken down by industry. Total demand in the domestic market can be estimated
in the cost of consumed goods and services. This cost includes the full value of domestic
end-use products for the domestic market as well as the cost of consumer imports. The
value of domestic final consumption products in turn can be divided into value added of
national origin and intermediate imports in the composition of products. Thus the total
demand in the domestic market conditionally includes the following components:

- import of final products;

- import of intermediate products in the whole production chain within that part
of the final production produced in the national economy which is sold on the
domestic market;

- domestic value added in the composition of domestic final products sold on
the domestic market.

We suppose homogeneity of products of one sector consumed in the domestic
market as a part of the total demand and also exported. Homogeneity means the same
import capacity and correspondingly equal shares of the domestic value added in the
gross output in products of one industry supplying on domestic market and on exports;

In Belarus the main method of GDP estimating is production method while the
income method contains statistical discrepancies. Therefore it is possible to establish
the link between the foreign trade balance and the elements of GDP using the income
method to estimate the total demand for the national economy and in the context of its
industries. The estimated foreign trade balance will differ to real balance on the amount
of statistical discrepancies.

In accordance with this method, the gross value added produced in the economy is
equal to the sum of final consumption, gross capital formation and net exports. It means
the value of net exports as the difference between exports and imports, is determined by
the equality (1)

X —M = GDP— (FC+CF) — ¢ (1)

Where
X is exports;
M is imports,

6 EKOHOMUKA EEX3]



©JlpywtBo ekoHomucra “Exonomuka” Hun http://www.ekonomika.org.rs

GDP is gross domestic product;
FC is final consumption;

CF is gross capital formation;

€ is statistical discrepancies.

Then we assume that the gross value added is formed from the value added in exports
and value added created due to the sale of final products in the domestic market. In turn the total
demand in the domestic market, equal to the final consumption and gross capital formation,
consists of demand for domestic and foreign final products. Domestic final products include both
value added and intermediate imports. Considering that we represent equality (1) in the form of
formula (2) which relates the foreign trade balance to the elements of value added and imports:

X —M = (VAD + VAE) — (VAD + IFD + IFF) + MG — ¢ (2)

Where

VAD is domestic value added created due to the sale in the domestic market;
VAE is domestic value added embodied in exports;

IFD is import component of domestic final products sold in the domestic market;
IFF is imports of the final products;

MG is transport, trade and tax margins.

All indicators of formulas (1) and (2) are initially calculated in basic prices. For
the transition to market prices, it is necessary to distribute margins on the domestic
market and export margins to value added and final demand. Then it is possible estimate
the contribution of the supply of goods and services (the first summand) and the demand
on goods and services (the second summand) to the trade balance:

X — M = (VAD + MGd + VAE + MGe) — (VAD + MGd + IFD + IFF) —¢ (3)

Where
MGd is transport, trade and tax margins on the domestic market;
MGe is transport, trade and tax margins in exports;

There are several important preliminary conclusions that follow from formula (2) and
characterize the relationship of the foreign trade balance with the elements of GDP and final
demand:

1. Total demand in the domestic market is in fact the main factor in the imports
growth and the build-up of external debt in the national economy. On the
one hand, ready-made final products are imported to meet the needs of the
domestic market. But even if it is replaced by domestic products imports
can not practically be reduced to zero since any kind of domestic products
contains a certain share of intermediate imports.

2. Thus the foreign trade balance does not depend on the absolute quantity of
the value added in the composition of the final products sold on the domestic
market (VAD): in the formula (3) this indicator is reduced. It also does not
depend on margins on the domestic markert which redistribute but do not
create incomes. Therefore for balanced economic growth it is more preferable
to increase the consumption of domestic products with a minimum import
component. Such products as a rule are services.

EXEIEKOHOMUKA 7
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3. The foreign trade balance does not depend on the import intensity of the products
exported: in formula (2) this indicator is absent. Indeed, the exported domestic
products consist of the domestic value added and intermediate imports. At the
same time the outflow of money from the economy to purchase intermediate
imports as part of the exported product is compensated by the influx of cash
receipts from the export of this product. Therefore even in case of an extremely
high import intensity the exported product allows the creation of value added.

Mentioned above preliminary conclusions in general correspond with the
conclusions of other researchers of aggregated value chains in the Belarusian economy,
made using the Input-Output tables (Grichik M., 2016).

Results and conclusions

The target result of the developed methodology is the dividing of the contribution
to the result of foreign trade by industries of the economy. The use of the balance of
payments data does not allow this because there is no information on domestic value
added in exported products i.e. there is no relations between industries in it.

The Figure 2 shows the results of calculating the equivalent of the foreign trade
balance for each industry using the formula (2). As it was mentioned above, trade balance
does not depend on margins on the domestic market but depends on export margins
especially for product with high margins, e.g. petroleum products.
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There are three groups of products in the Belarusian economy could be allocated:
Group 1: export-oriented products for which output significantly exceeds the
final demand in the national economy taking into account intermediate and final imports.
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In 2014 such group includes petroleum products, chemicals, transport services, other
mineral products, metals and real estate transactions®.

Group 2: products domestic demand for which is the main source of imports in
the national economy:. It is construction as well as all groups of technical manufacturing
products (machinery and equipment, electronics and vehicles);

Group 3: Other products (industries) that are relatively neutral to the result of
foreign trade.

The criterion or the main condition for the balanced economic growth is the
foreign trade surplus. Actually, it was near zero in 2014 but due to statistical errors, the
estimated trade balance is surplus. Naturally this does not mean that any industry should
be in trade surplus but it is important the trade deficit for the products of Group 2 to be
compensated by the trade surplus for the products of Group 1.

Thenational economy is characterized by a certain specialization in the international
trade and this specialization can be fairly clear defined by the products of group 1. In our
case as it turned out this is not machinery including automobile and tractor-building as it
was many years before and still generally accepted. Belarusian economy has deepened
specialization on the primary raw materials processing (petroleum products, fertilizers,
plastic and rubber, metals, wood products, building materials).

The share of technical manufacturing products in the total production volume and
value added is quiet high but the domestic demand for it slightly exceeds production
capacity. The share of equipment, vehicles and electronics in the total production volume
has been declining for a long time, and Belarus is gradually losing its competitive
advantage in this product, which is extremely important for industrial and innovative
development of the economy.

It is believed that investment in construction can revive the economy in a state
of recession due to the flow of income to related industries as well as the growth of
total final demand and gross capital formation. Perhaps in large and relatively closed
economies this rule works but in a small open economy in Belarus about 25% of the
gross output in construction is intermediate imports including metals, fuel and energy.
Increased investment in construction leads to GDP growth but also causes an increase
in intermediate imports and debts of the economy sectors. It is no coincidence that in
the conditions of the recession of 2016 the amount of financing for construction and
installation works has been reduced (Bykau A., Khvalko T., 2017). This not-quite-
popular solution slowed the recovery of economic growth but allowed to avoid trade
imbalances.

Obviously the growth of a small open economy only due to the stimulation of
domestic demand can not be balanced. To compensate the decline in exports that occurred
in 2015 - 2016, we should look for new export opportunities in industries traditionally
oriented on domestic market, for example health care and education. It is obvious that the
promotion of products of these industries for export requires a lot of effort.

The proposed methodology thus provides and summarizes information for
extensive analysis of the sectoral structure of the economy linking economic growth with
the results of foreign trade in the context of industries. Mentioned above conclusions

* The industry of "Real estate transactions, rental and services to consumers" includes software
development services, which make a significant contribution to the export of services in Belarus.

EXEIEKOHOMUKA 9
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characterize it as a useful tool for macroeconomic analysis with wide possibilities for
subsequent application.
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