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Summary: 

Equality and fairness in the distribution of income is something that each state sets 
itself as an imperative. However, we are witnessing inequality in this respect, which 
is manifested in various ways. What leads to inequality and that this inequality is just 
something that for decades occupied by economic thought. Defining the concept of 
inequality depends on the economic interpretation, as well as the ideological and 
intellectual attitudes of researchers. The differences in the ideological, intellectual 
and economic attitudes can cause different understandings of inequality, its 
significance and policies that are necessary to reduce inequality. Analysis of 
inequality focuses on the concept of inequality of outcomes or results of economic 
activity. A complementary concept is reflected in the analysis of inequality of 
opportunity or conditions. There are strong links between these two concepts. 
Inequality in the distribution of results is often derived from inequalities in the 
distribution conditions. 
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Rezime:  

Jednakost i pravednost u raspodjeli dohotka je nešto što svaka država postavlja 
sebi kao imperativ. Ipak, svjedoci smo nejednakosti po ovom osnovu, koje se 
manifestuju na razne načine. Šta dovodi do nejednakosti u raspodjeli i da li je ta 
nejednakost pravedna je nešto što decenijama okupira ekonomsku misao. 
Definisanje pojma nejednakosti zavisi od ekonomske interpretacije, kao i od 
ideoloških i intelektualnih stavova istraživača. Razlike u ideološkim, intelektualnim i 
ekonomskim stavovima mogu uzrokovati različita shvatanja o nejednakosti, njenoj 
značajnosti i politikama koje su neophodne da bi se nejednakost smanjila. Analiza 
nejednakosti se fokusira na koncept nejednakosti ishoda ili rezultata privredne 
aktivnosti. Komplementaran koncept ogleda se u analizi nejednakosti šansi ili 
uslova. Postoji čvrsta veze između ova dva koncepta. Nejednakost u raspodjeli 
rezultata veoma često proističe iz nejednekosti u raspodjeli uslova. 

 

Ključne reči: 

Jednakost, uslovi privredne aktivnosti, rezultati privredne aktivnosti, koeficijent 
varijacije, Gini indeks, Theil-ov indeks 
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No single topic in economics generates more controversy than incomne 
distribution and government policies for income redistribution. The market 
generates an unequal distribution of income. The government is poweful 
tool for redistribution, although it does not always redistribute from the rich 
to the poor.  

As scientists, economists have been reluctant to propose schemes for the 
redistribution of income. This is because value judgments are necessary to 
choose among alternative income distributions. However, many 
economists, philosophers and politicians have developed normative 
standarsd for thr distribution of income. Plato was explicit about such rule. 
He argued that no one in a society should be more than four times richer 
than the society's poorest member. In general, there are three major 
normative standards for redistribution: need, equality and productivity. The 
principale of pure communism as put forward by Karl Marx was „to each 
according to his needs, from each according to his abilities.― The 
productivity standard is also ofter referred to as the contributive standard. 
Ina a pure market system, this standard is marginal productivity. 

This paper will analyze the issue of equality and fairness in the distribution 
of the conditions and results of production in the case of the Republic of 
Srpska. Distribution of the conditions and results of production is viewed by 
sectors of the economy. Distribution of production conditions imply the 
gross fixed capital formation by sectors and the production results imply a 
net wages in individual sectors. Our goal is to show that there is inequality 
in the distribution of the conditions and results of production and that these 
disparities are not fair. To measure inequality we use the Gini index, 
coefficient of variation and the Theil's index. Fairness in the distribution is 
expressed through the contribution of individual sectors to real GDP and 
average productivity of employees in individual sectors. 

 

Defining the concept of inequality depends on the economic interpretation, 
as well as the ideological and intellectual attitudes of researchers. The 
differences in the ideological, intellectual and economic attitudes can cause 
different understandings of inequality, its significance and policies that are 
necessary to reduce inequality. Analysis of inequality focuses on the 
concept of inequality of outcomes or results of economic activity. A 

1. INTRODUCTION 

2.  MEASURING INEQUALITY 
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complementary concept is reflected in the analysis of inequality of 
opportunity or conditions. There are strong links between these two 
concepts. Inequality in the distribution of results is often derived from 
inequalities in the distribution conditions. 

To measure inequality we use the descriptive approach based on axioms. 
In measuring inequality axioms describing the desired characteristics of 
measures of inequality. Axioms describe how would measure of inequality 
should behave. Using axioms may help to select the index of inequality. 
When the inequality index is chosen because it possesses the desired 
characteristics, it is said that the measure of inequality follows axiomatic 
approach. Will discuss the five basic axioms: 

 the principle of transfers (also known as the Pigou-Dalton principle)  

 scale invariance  

 translation invariance  

 the principle of population  

 decomposability  

The principle of transfers axiom requires the inequality measure to change 
when income transfers occur among individuals in the income distribution. 
In particular:  

 nequality indexes should fall with a progressive transfer, i.e. an income 
transfer from richer to poorer individuals;  

 Inequality indexes should rise with a regressive transfer, i.e. an income 
transfer from poorer to richer individuals.  

Scale invariance requires the inequality index to be invariant to equi-
proportional changes of the original incomes. Scale invariance means that 
income changes are distributionally neutral only if they occur in the same 
proportion for all individuals in the income distribution. Translation 
invariance requires the inequality index to be invariant to uniform additions 
or subtractions to original incomes. Translation invariance means that 
income changes are distributionally neutral only if they occur in the same 
absolute amounts for all individuals in the income distribution. The principle 
of population axiom requires the inequality index to be invariant to 
replications of the original population A very important axiom for inequality 
measurement is decomposability. So far, we have investigated inequality as 
«overall inequality» of a given income distribution. However, inequality may 
occur among different elements of income distribution (e.g., earned income 
or income from capital) or among different groups or sectors of population 
(e.g. workers, pensioners, agricultural workers, manifacturing workers, etc.). 
In any case, the decomposability axiom requires a consistent relation 
between overall inequality and its parts.  



Borović, Z., D. Milunović: Equality and fairness in the distribution of the conditions and results 
of economic activity in the Republic of Srpska 

238 |  

Industrija, Vol.40, No.4, 2012 

Gini is named after the Italian statistician and sociologist (Corrado Gini), 
and was first published in the paper'' Variability and Mutability''  in 1912. 
This index is very suitable for the measurement of inequality because it 
meets almost all of these axioms. The Gini index is based on the Lorenz 
curve. Lorenz curve is shown in Figure no. 1. 

 

 
Source: Sen, A. On economic inequality, Oxford: Oxford university press, 1996.  

Figure no. 1. Lorenz curve 
 

Gini index takes a value between zero and one. If the Gini index is zero 
then it is a perfect equality in income distribution (where all members of 
society receive the same income), if the index is equal to one then it is a 
perfectly unequal income distribution (one member of society appropriates 
all the income). Gini index is defined as the ratio of surface area above and 
below the Lorenz curve. Gini index can be calculated using several different 
but equivalent formula. One of the most popular methods for calculating the 
Gini index was developed by Pyatt, Chen and Fei (6, p. 10). According to 
these authors, Gini index is calculated as follows (6, p. 10): 

    (1) 

Where n is the number of the observed individuals,
 

 an average income, 

and cov (y, ry) is the covariance between the level of income, y, and rank 
individuals according to their income, ry, from the poorest (ry = 1) to the 
richest (ry = n). Gini index can be easily calculated using the following form 
(4, p. 71 ): 

2cov( , )yy r
G

ny
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   (2) 

Where n is the number of individuals, μ is the mean income, ri is the rank of 
the i-th individual, income and qi is income of the i-th individual. If we start 
from the assumption that the number of the observed individuals tends to 
infinity ( ), then the Gini index is calculated using the following 

formula (3, p. 5): 

  (3) 

Where F(y) is cumulative distribution function of income, i.e., the income 
generating function and μ is its mean. Because of simplicity and 
accessibility of data to calculate Gini index will use the formula (1).  

Very frequently used measure of inequality is the coefficient of variation. 
The coefficient of variation is a relative measure of variability that indicates 
how much percentage is the standard deviation from the mean. It is 
calculated by the formula: 

    (4) 

Where Kv is the coefficient of variation, σ is the standard deviation and μ 
has the same meaning as in the previous form. High values of this ratio 
indicate a high degree of variability in the data, ie a high degree of 
inequality. The coefficient of variation takes values from 0 to 1 (100%), but 
in extreme conditions its value can be greater than 1 (100%) at a hyper 
exponential series of data. This measure is recommended in comparing 
inequality two or more series of data. The coefficient of variation meets 
Pigu-Dalton principle. 

The inequality measures discussed above are each appropriate in certain 
circumstances.  The rationale for preferring Theil‘s T index is not that there 
is some inherent flaw in the other measures, but that Theil‘s T has a more 
flexible structure that often makes it more appropriate.  If a researcher 
always had access to complete, individual level data for the population of 
interest, then measures like the coefficient of variation or the Gini coefficient 
would usually be sufficient for describing inequality.  However, in practice, 
individual data is rarely available, and researchers are asked to make due 
with aggregated data. Proposed by Theil (1967), Theil‘s T index  derives 
from the notion of entropy in information theory. Theil index in particular 
satisfy the axioms of symmetry (anonymity), population replication 
(population homogeneity, replication invariance), mean independence 
(invariance to relative changes, scale invariance, homogeneity), the Dalton- 
Pigou principle of transfers (strong principle of transfers) and additive 
decomposability. The last property implies that an overall inequality 
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measure can be additively decomposed into its subgroups. Additive 
decomposability is the condition we impose when choosing our inequality 
measure. Theil‘s T index is calculated by the formula:  (7, p. 47): 

    (5) 

Where xi is the share of the i-th individual in the income distribution, and n 
is the number of individuals observed. H (x) is the entropy coefficient, and 
very often is marked with E (5, p. 39Theil's index can be decomposed in its 
two components to measure inequality between groups and within each of 
these groups. This is very important because in the paper is measured 
inequality in the distribution of the conditions and results of economic 
activity between the various sectors of the economy representing an 
independent group of individuals. Decomposition of Theil's index is done 
according to the following form (2, p. 9): 

    (6) 

The first term describes inequality within each of the K population 
subgroups. The second term measures inequality between these 
subgroups, using sk as the share of total income of subgroup k. The income 
share sk can be interpreted as the economic weight in the total population. 
Symbols have the following meanings: Tk-Theil's index in the k th group, y 
is the individual income, μk is the average income in the k th group, Nk is 
the population of the k-th group, yj is the total income paid in the k th group, 
μ is the mean income of the whole population, N represents the entire 
population, and yi is the total income.  
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For the measurement of inequality in the distribution of the results of 
economic activity will be used net wages in individual sectors of the 
economy, and to measure inequality in the distribution of the conditions of 
production will be used gross fixed capital formation in individual sectors 

3.1 Measuring of inequality in the distribution the results of 

production 

Individual or household income is defined as total revenue or cash acquired 
over a period of time, usually a year. Income is composed of income from 
employment, income from property (dividends, interest and rent) and 
government transfer payments. In the Republic of Srpska publicly available 
are only data on net wages of individuals while information on income 
arising from interest, rents and dividends are not publicly available. For this 
analysis will be used data on net wages in individual sectors. Economy of 
RS is divided into the  following activities: 

  А - agriculture, hunting and forestry; 

  B - fishery; 

  C - minning and quarrying;  

  D - manufacturing;  

  Е - electricity, gas and water supply; 

  F - construction; 

  G - wholasale and retail trade; 

  H - hotels and restaurants; 

  I - transport, storage and communication; 

  J - financial intermediation; 

  К - real estate, renting and business activities; 

  L - public administration and defense, compulsory social security; 

  M - education; 

  N - health and social work; 

3. MEASURING OF INEQUALITY IN THE DISTRIBUTION 
OF THE CONDITIONS AND RESULTS OF ECONOMIC 
ACTIVITY IN THE REPUBLIC OF SRPSKA 
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  O - other community, social and personal serice activities. 

Data on wages represent average for certain sectors which are obtained so 
that the total weight of the net wages paid divided by the number of 
employees in certain sectors. Since we use average values, It would be 
useful to posses data on individual deviations from the average wage in the 
individual sectors. Due to objective reasons, these data are not available. 
Using the average values in the analysis allows us to replace a large 
number of data with one indicator which replaces all data in the observed 
series. The available data represent average income of employees in 
individual sectors for the period 2001-2010. So we replace the individual 
data records of payment of employees in individual sectors. Data on trends 
in net wages and relative employment in individual sectors are given in 
Table. 1. (instead of net wages, employment and investment will be used 
label W, L and I, respectively.)  

 

Table no. 1. Average net wages and relative employment by sectors 
for the Serbian Republic in the period 2001-2010. In BAM 

S
e
c
to

rs
 

Years 

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 

W/L L% W/L L% W/L L% W/L L% W/L L% W/L L% W/L L% W/L L% W/L L% W/L L% 

A 259 4% 318 4% 338 4% 372 4% 399 3% 446 5% 516 3% 618 3% 605 3% 583 4% 

B 322 0% 252 0% 280 0% 355 0% 417 0% 446 0% 531 0% 680 0% 646 0% 631 0% 

C 260 2% 202 2% 244 2% 338 1% 411 1% 602 2% 689 2% 849 2% 893 2% 944 2% 

D 210 30% 235 28% 259 27% 303 25% 343 23% 379 35% 434 20% 490 23% 524 21% 551 20% 

E 427 4% 492 4% 517 4% 550 4% 614 4% 678 6% 701 3% 828 4% 927 4% 920 4% 

F 216 5% 266 6% 290 5% 340 5% 387 5% 418 8% 484 5% 536 6% 551 6% 555 5% 

G 242 15% 267 15% 288 16% 304 17% 341 18% 371 32% 429 20% 506 20% 547 21% 585 19% 

H 200 4% 208 5% 216 6% 261 6% 289 5% 349 10% 384 6% 457 6% 487 5% 531 5% 

I 394 7% 460 6% 520 6% 568 6% 599 6% 652 10% 676 6% 758 6% 792 6% 773 8% 

J 474 2% 554 1% 707 1% 863 1% 1015 1% 1088 2% 1200 1% 1219 2% 1260 2% 1221 2% 

K 366 1% 423 2% 459 2% 439 2% 483 3% 535 6% 618 4% 639 1% 629 4% 619 3% 

L 488 9% 565 9% 591 9% 663 8% 711 8% 773 13% 888 8% 1023 8% 1082 9% 1046 9% 

M 316 7% 341 6% 344 6% 390 7% 418 7% 458 12% 491 7% 832 7% 901 7% 885 8% 

N 381 7% 394 6% 425 6% 452 6% 475 6% 529 11% 614 6% 1109 6% 1037 6% 1018 7% 

O 294 2% 306 6% 336 6% 389 7% 409 8% 457 15% 514 9% 582 4% 644 4% 615 4% 

Source: Author calculations 
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Absolutely speaking, the highest level of average net salary was achieved 
in sectors E, I, J, L and N. Average wages in these sectors are in the whole 
period above average. Average net salary in this period grew at an average 
rate of 11%, while the fastest growth is achieved relatively by sector C of 
15% on average per year. Looking at the total amount of net pay across 
sectors, sectors D, G, and L generate the highest amount in a lump sum 
wage, on average, 18, 14 and 14% respectively in the period. These 
sectors, with the exception of the L sector employing the most workers, 
sector D 25% of employees on average during the period and sector G 19% 
of employees on average during this period. Sectors that have absolutely 
the highest average net salary, at the same time employing a minimum of 
workers. Thus sectors J, L and N on average in the period observed employ 
only 17% of total employment and average wages in these sectors is higher 
than average salaries by an average of 81%, 50% and 17%, respectively. 

 

Table no. 2. Inequality in the distribution of the results of economic 
activity 

Nejednakost u distribuciji rezultata privredne aktivnosti 

Years 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 

G (W/L) 0,16 0,18 0,19 0,18 0,18 0,17 0,16 0,21 0,21 0,2 

G (W) 0,46 0,42 0,41 0,41 0,39 0,38 0,37 0,41 0,39 0,39 

Kv (W/L) 33% 34% 34% 33% 31% 30% 29% 33% 31% 28% 

Kv (W) 92% 83% 81% 80% 77% 72% 72% 80% 76% 75% 

Source: Author calculations 
 

The Gini index is calculated on the assumption that there are fifteen 
individuals where each individual represents a single sector of the economy 
(thus neglected the weight or importance of each sector). According to the 
Gini index, based on the average salaries inequality in the distribution is 
very small. But this conclusion is wrong. The analysis was conducted on the 
basis of data on the average net wages paid by sector. Data on the average 
salary replaces several thousand individual data on net wages paid in 
certain sectors. The Gini index calculated based on the total amount of net 
salary suggesting that there is a high degree of inequality in the distribution 
of net wages in individual sectors. As can be seen from the table no. 2. 
there is an extremely high degree of variability in the average wages paid 
by sector and total wages in individual sectors, expressed in a very high 
coefficient of variation. Inequality measured by the Gini index would be 
even higher if the calculation was based on the data set which would 
include information on the amount of revenue based on property. 
Unfortunately, a complete and detailed data is not available for objective 
reasons. In addition to the aforementioned shortcomings of average data, 
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analysis of the distribution of net wages by sector leads to wrong 
conclusions for another reason. This deficiency is reflected in the 
calculation of average net wages. Average net wages are calculated by 
weighted arithmetic mean, and the weights are the number of employed 
workers. The number of workers varies both in this period, and between the 
sectors themselves. We will complete the analysis with data on Theil's 
index. Data on Theil's index are presented in Table no. 3. 

 

Table no. 3. Theil's index for Republic of Srpska 

Years 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 

T -0.0067 0.099 -0.02 -0.025 -0.032 -0.032 -0.044 -0.072 -0.06 -0.04 

Source: Author calculations 
 

Theil's index is negative for all investigated years except in 2002. A 
negative sign means that is more sectors of the economy which have 
negative component of Theil's than those who have a positive. Negative 
Theil's component for each sector means that the sector has a share in the 
distribution that is less than its fair share. Sectors that have more 
participation in the distribution of income in relation to participation in 
employment, achieve positive contributions. In contrast to these sectors, the 
sectors that have a lower share in the distribution of income from the 
participation in the total number of employees generate negative 
contributions. Except for minor fluctuations it can be said that the Theil's 
index in the period observed a decreasing in the negative sense. This 
means that more and more sectors with negative contribution to Theil's 
index, which means increasing inequality in income distribution. Extremely 
high negative contribution throughout the considered period generates 
sectors A, D and F. These sectors are important for the continuation of 
work. 

3.2 Measuring inequality in the distribution of conditions of 

production in the Republic of Srpska 

Distribution of conditions of production is very important for the outcome of 
economic activity. The result of the economic activity is largely conditioned 
by the distribution of conditions of production. Production conditions implies 
the realized investments in individual sectors. Table no. 4. provides insight 
into the distribution of conditions of production for the Repulic of Srpska. 



Borović, Z., D. Milunović: Equality and fairness in the distribution of the conditions and results 
of economic activity in the Republic of Srpska 

245 |  

Industrija, Vol.40, No.4, 2012 

Table no. 4. Investments by sector and employee for Repulic of Srpska 

S
e

c
to

rs
 Years 

2004 2005 2006 2007 2008 2009 2010 

I % I/L I% I/L I% I/L I% I/L I% I/L I% I/L I% I/L 

A 2% 2,2 2% 2,4 3% 3,6 2% 3,4 2% 4,8 3% 5,8 3% 4,8 

B 0% 0,7 0% 1,3 0% 2,0 0% 2,1 0% 6,3 0% 1,7 0% 0,2 

C 2% 5,1 4% 10,7 3% 7,6 1% 3,9 2% 6,1 1% 4,4 2% 5,6 

D 14% 1,9 16% 2,8 15% 2,9 15% 4,1 17% 5,1 17% 4,9 13% 4,0 

E 21% 18,1 13% 13,0 11% 11,7 7% 10,9 5% 9,9 9% 14,3 11% 17,0 

F 6% 3,9 4% 3,4 4% 3,0 4% 4,1 5% 6,1 4% 4,0 4% 4,4 

G 14% 2,8 17% 3,8 15% 3,1 15% 4,1 18% 6,2 14% 4,1 14% 4,4 

H 1% 0,4 1% 1,0 0% 0,3 1% 0,7 1% 1,0 2% 2,2 1% 1,2 

I 13% 7,2 16% 10,7 9% 5,8 8% 6,5 13% 15,0 11% 11,0 9% 6,8 

J 6% 19,5 3% 12,4 5% 16,5 3% 11,6 3% 15,3 2% 6,4 3% 7,2 

K 3% 4,2 3% 3,0 2% 2,1 3% 4,4 3% 15,0 2% 2,8 3% 5,4 

L 12% 4,9 17% 8,9 28% 13,9 36% 24,5 25% 21,3 27% 18,6 29% 18,7 

M 2% 0,9 2% 1,2 2% 1,1 1% 1,1 1% 1,4 2% 1,6 1% 0,8 

N 1% 0,8 2% 1,2 3% 1,6 2% 1,9 3% 3,4 4% 3,5 5% 4,5 

O 1% 0,6 2% 0,9 1% 0,5 1% 0,6 1% 1,9 1% 2,3 1% 1,6 

Source: Author calculations  
 
 

Data on average investments are presented in thousands. The maximum 
amount of investment is made in the sector L. averaged 25% of total 
investments in this period, which amounts to 15 800 BAM per employee on 
average. Followed by D and G sectors that have received an average of 
15% of total investment, which amounts to 3.7 and 4.1 thousand of 
investments per employee. Sectors D, G and L have significant participation 
in the distribution of net salaries and outside the sectors L significant share 
in total employment. 

Inequality measured by the Gini index (for total and average investment) is 
very high at 0.46 and 0.54% for the average and total data by sectors 
respectively. The Gini index based on the overall data show a slight 
increase, while the same indicator based on the average data shows a 
slight decline. This is because the average data is influenced by the number 
of employees by sector. The coefficient of variation indicates an extremely 
high degree of variability, that indicates a high degree of inequality in the 
distribution of conditions of production. 
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Table no. 5.  Inequality in the distribution of conditions of production. 

Inequality in the distribution of conditions of production 

Years 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 

G (I/L) na na na 0,55 0,46 0,5 0,49 0,39 0,4 0,43 

G (I) na na na 0,51 0,49 0,55 0,6 0,55 0,55 0,55 

Kv (I/L) na na na 123% 90% 101% 110% 77% 85% 93% 

Kv (I) na na na 96% 96% 111% 138% 112% 112% 113% 

Source: Author calculations  

 

 

Fairness means that all members of the economic system should equally 
bear the burden and the equally enjoy the benefits that the system provides. 
Previous analysis indicates the existence of inequality in the distribution of 
the conditions and results of economic activity. The question is are the 
inequalities in the distribution fair. Fair differences are the result of different 
contribution of individual sectors to economic growth. The contribution of 
individual sectors to economic growth depends on the productivity of labor 
and capital in the individual sectors. The subject of analysisis a productivity 
of labour in certain sectors, ignoring the productivity of capital. To measure 
the productivity of workers shall be used average labour productivity. 
Average labor productivity is expressed by the formula: 

     (7) 

Where APL is the average product of labor, Q is the volume of production 
and L represent workers. This measure shows how much on average 
products produce one worker. The average productivity of labor depends on 
the marginal productivity of labor and the volume of capital per worker. 
Growth of  average labor productivity in the individual sector compared to 
other sectors means that this sector contributes more to economic growth 
than and it is a fair to participate in a higher amount in the distribution of the 
conditions and results of production. Instead of production volume in the 
sequel we shall use the gross value added (GVA) at constant prices an it 
will be marked with Y. The Table no. 6. contains the share of individual 
sectors in real GVA and the average productivity of labour.  

4. ANALYSIS OF FAIRNESS IN THE DISTRIBUTION OF 
INCOME IN THE REPUBLIC OF SRPSKA 
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Table no. 6. Real GVA by sectors and the average productivity of 
labour for the Republic of Srpska 

S
e
c
to

rs
 Years 

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 

Y% Y/L Y% Y/L Y% Y/L Y% Y/L Y% Y/L Y% Y/L Y% Y/L Y% Y/L Y% Y/L Y% Y/L 

A 19% 57,6 19% 64,6 16% 60,8 15% 70,2 17% 91,2 16% 102 17% 114 16% 109 14% 107 13% 101 

B 0% 6,4 0% 8,75 0% 4,92 0% 5,63 0% 7,51 0% 11,1 0% 13,7 0% 20,9 0% 17,5 0% 15,1 

C 2% 12,6 2% 13,5 1% 13,1 2% 19,4 2% 24,6 3% 38,5 2% 26,9 2% 30,6 2% 31,9 2% 30,5 

D 12% 5,11 11% 5,58 11% 6,21 11% 7,25 12% 9,95 13% 12,2 11% 12,4 11% 11,8 11% 13,7 12% 16,6 

E 7% 20,5 5% 17,3 5% 20,1 7% 28,1 7% 31,1 7% 36,6 5% 33 6% 36,7 6% 43 6% 44 

F 7% 16,4 7% 16,7 6% 17,6 6% 19,1 6% 21,1 5% 22,1 6% 26,6 8% 32,7 7% 31,8 6% 34,9 

G 8% 6,88 10% 9,36 12% 12 14% 13,9 14% 14,5 13% 14 15% 16,5 15% 18 15% 19 15% 21,6 

H 2% 6,03 2% 6,84 2% 6,2 2% 6,71 2% 7,08 3% 9,42 2% 6,82 2% 7,64 2% 7,96 2% 10,4 

I 8% 15,2 8% 18,3 9% 23 9% 25,6 9% 27 8% 27,4 8% 27,9 8% 34,2 8% 33,8 8% 27,7 

J 3% 21,5 3% 27,8 3% 37,8 3% 43,1 3% 44,5 3% 52,5 3% 51,4 3% 55 4% 49,6 3% 46,9 

K 14% 123 14% 92,7 15% 100 14% 99,7 13% 72,9 12% 66,7 13% 69,1 11% 196 10% 71,2 11% 93,5 

L 11% 14,9 11% 17,7 12% 20,9 10% 20,8 9% 22,6 10% 26,7 11% 29,5 11% 31,3 12% 34,9 12% 37,4 

M 5% 9,12 4% 8,55 4% 9,18 4% 9,22 4% 10,2 4% 10,8 4% 12,1 4% 13,4 5% 17,8 5% 18,7 

N 5% 9,06 4% 9,83 4% 10,3 4% 10,7 4% 11,7 4% 11,7 4% 13,9 4% 16 6% 25 5% 22,2 

O 1% 12,5 1% 3,45 1% 3,26 1% 3,63 2% 3,77 2% 3,76 2% 4,07 2% 9,85 2% 14,9 2% 18,5 

Source: Author calculations  
 

The biggest contribution to economic growth is created by sectors A, C, G, 
D and L and an average share of these sectors in the real GVA for period 
was 16%, 13%, 13%, 11% and 11% respectively. Sectors G, D and L, 
generate a significant share of the total investments, while sectors A and K 
have an average share of total investment of 3% on average. Based on 
these data it can be said that the distribution of the conditions of economic 
activity is to some extent unfair. Looking at the total sum paid net salary 
sectors, D, G, and L generates a significant portion of 18, 14 and 14% on 
average per year respectively. While sectors A and K have very little 
participation in total sum of paid net wages of 3% on average per year. On 
the basis of these data it can be said that the distribution of results of 
production to some extent unfair.  

The analysis shows that the most productive workers are in sectors A, K, S 
and D. Sectors A and K have very little participation in the investment and 
average net wage. Division J has has very little participation in average 



Borović, Z., D. Milunović: Equality and fairness in the distribution of the conditions and results 
of economic activity in the Republic of Srpska 

248 |  

Industrija, Vol.40, No.4, 2012 

investments and has an average net salary, which is 11% higher than the 
average salary on average. The distribution of the conditions and results of 
economic activity for the sector D is fair. 

 Theil's index is also used to measure inequality in productivity. Theil‘s index 
for measuring inequality in productivity is expressed by the form (1, p. 9): 

  (8) 

Yi represents the GVA of the ith sector, Y is the total GVA, Ei is 
employment in the ith sector, E is total employment, xi is the average 
productivity of sector I and  is the average productivity of the entire 

economy. Theil's index for the analysis of productivity is shown in Table no. 
7. 

 

Table no. 7. Inequality in worker productivity for the Republic of 
Srpska 

Years 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 

T 0.45 0.43 0.4 0.39 0.35 0.35 0.34 0.41 0.24 0.21 

Source: Author calculations  

 

The analysis shows a decreasing trend of inequality in productivity between 
sectors. The largest positive contribution having sectors A, K, L, E and J. 
This result is a consequence of the greatest productivity of workers in these 
sectors.  

 

Based on this data it is clear that there is a high degree of inequality in the 
distribution of the conditions and results of economic activity. The Gini index 
for total paid net wages and the coefficient of variation indicates a high 
degree of inequality in the distribution. Theil's index indicates high inequality 
between different sectors. Very significant negative contribution is 
generated by sectors A, D and F. These sectors have a participation in the 
distribution that is treated as unfair. Also, keep in mind that these sectors 
contribute to the growth of the physical volume of production and the growth 
of real GDP. The most significant positive contribution is generated by 
sectors E, J, L and N, except E, these sectors are not productive, they do 
not create new value, they belong to the service sector. When it comes to 
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5. DISCUSSION AND CONCLUSION 



Borović, Z., D. Milunović: Equality and fairness in the distribution of the conditions and results 
of economic activity in the Republic of Srpska 

249 |  

Industrija, Vol.40, No.4, 2012 

the distribution of the conditions of economic activity Gini index and the 
coefficient of variation showed an extremely high degree of inequality. The 
highest level of technical equipment of labor by capital (I/L) have sectors L, 
J and E and very low level of technical and technological equipment having 
sectors A, D and F. E sector is one of the capital-intensive sectors, and it is 
logical that there is a very high degree of capital equipment . 

For evaluation of economic system is very important to determine are the 
inequalities fair. By analyzing the productivity of individual sectors we found 
that inequality in productivity between sectors decreased and that the 
greatest positive contribution have sectors A, K, L, E and J, significant 
negative contribution have sectors D, G, O, N and H. From sectors with the 
largest positive contribution only sectors A and E creates new value. The 
sectoral analysis clearly indicates that for sector A distribution is a highly 
unfair. Observed sector has the most productive workers and the lowest 
participation in the distribution of the conditions and results of economic 
activity. Sector N has a high share in the distribution of net wages, but has a 
negative contribution to productivity, ie. it is not fair to  have a high 
participation in the distribution of economic activity. However, due to the 
nature of the activity of sector N is our opinion that this sector should have a 
much larger share in the distribution of production conditions. As for the 
sectors L, E and J distribution is fair. These sectors have a significant 
contribution to productivity, they achieve high income and have a high level 
of technical equipment of labor by capital. Sectors D and F generate a very 
low technical and technological equipment of employees, very low 
contribution to productivity and a lower proportion of the net salaries. 
Seemingly, fair, and equitable distribution. 

Economic systems are imperfect and the state should apply policies that will 
lead to the reduction of inequality and increase fairness. Market system of 
Republic of Srpska is far from perfect. Government activities only contribute 
even more to the imperfections. Sectors that are supposed to be the 
carriers of economic growth (A, D, F and E) have an extremely unfavorable 
position in the economy,except sector E. Sector A is the most productive, 
but has a miserably participation in the distribution of the conditions and 
results of economic activity. Sectors D and F have low productivity and low 
participation in the distribution of the conditions and results of economic 
activity. The state should apply measures that encourages investment in the 
productive sectors, to create a micro-climate suitable for the promotion and 
growth of competitiveness in these sectors which is reflected through 
various incentives for the import and purchase of modern technology, the 
reduction of tax burdens from existing businesses, elimination of tax 
burdens for new businesses, etc. Through observing period it is clear that 
the government has done nothing to improve the position of these sectors. 
Last few years the government has increased the tax for economy and 
introduced some new forms of tax that until recently did not exist. Section D 
has the highest employment compared to other sectors. Sector E achieves 
high productivity and participation in the distribution of the conditions and 



Borović, Z., D. Milunović: Equality and fairness in the distribution of the conditions and results 
of economic activity in the Republic of Srpska 

250 |  

Industrija, Vol.40, No.4, 2012 

results of economic activity. One should keep in mind that this is sector 
whose product demand is almost perfectly inelastic. All investments in this 
sector have not resulted in the introduction of new and modern technology 
and increased capacity. Basically it comes to maintaining existing facilities. 
On the territory of the Republic of Srpska last power plant was built in the 
1989. (HPP in Visegrad). Sectors J and L have the dominant role in the 
distribution of the conditions and results of production and they have the 
highest contribution to productivity. All is fair and just. However, these 
sectors are utility character and investments in the sector are unproductive. 
The state's decisions can not directly affect the sector  J. Sector L is under 
direct state control. High investments in this sector were not intended for 
new investment in production facilities or infrastructure. Investments are 
intended for construction of administrative centers and dysfunctional 
bureaucratic apparatus which is day by day increasing. This sector has a 
very large contribution to productivity, but productivity is not reflected in the 
creation of new products but through the enormous government spending 
on administrative buildings, rolling stock etc. The government should 
refocus its policies to investment in productive sectors, in order to increase 
their productivity and thus participation in the distribution of production. 
Combining the growth of investment in productive sectors with measures to 
create a favorable micro-climate creates the necessary conditions for the 
growth of efficiency and fairness of the market system and achieve long-
term growth of real GDP. Growth that has been achieved through the 
growth of consumption (non-production sectors) is not a long-term and the 
economy like this is doomed to failure and poverty. In such conditions, there 
is a an increasing stratification, disappearing middle class and the economy 
must borrow more and more in order to maintain current consumption, 
because their production does not exist. That leads to the enchanted cycle 
of poverty that is very difficult to break. Republic of Srpska is heading this 
way. Total public debt of Republic of Srpska is increasing (internal and 
external debt) in order to maintain current expenditure. Growth achieved 
through the real sector of the economy is a long term sustainable and the 
only real solution to the long-term growth of living standards. The growth of 
domestic production will lead to the growth of employment, growth of net 
wages, consumption growth, the growth of state revenues (an increase of 
indirect taxes as a result of an increasing volume of transactions and growth 
of direct taxes through staff growth and profit growth) and finally growth of 
of living standards. State activity should be directed at this chain of causal 
events. However, our reality is something completely different. The authors 
of these lines is sincerely hoped that the time coming will be in total 
opposite with these analyzes and predictions. 
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