
Closed
economy





3

THE EXPORT PROBLEM
One of the main economic indicators is International Trade Balance, or 
Balance of Payments. Balance of payments is a difference between Export and 
Import and is one the elements that make up GDP. For a small, open economy, 
it’s is somewhat normal to be dependent on imports. The relation between 
exports and imports is a great indicator of productivity of an economy and its 
production capabilities.  The problem of imports therefore is one of the more 
serious problems that Montenegrin economy is facing.

If we take a look at the data about international trade in the period from 2005 
up until 2019, we will come upon a worrying trend. Namely, if we would only take 
the values of exports, imports and the trade deficit from 2005 and 2019, we see 
that the value of imports in 2005 was 1,042 billion euros, while exports value was 
369 billion euros. The trade deficit was 673 million euros in that year. In 2019, the 
value of imports reached 2,6 billion euros, while the exports value only reached 
415 million euros.  The trade deficit in that year reached 2,185 billion euros. To 
put that into percentage: Since 2005, the exports value only grew 12 46 %, while 
imports value grew 149, 5 % and trade deficit grew 224, 67 %. 

Year Import Export Trade deficit
2005 1.043 369 673
2006 1.457 441 1.016
2007 2.073 454 1.618
2008 2.529 416 2.113
2009 1.654 330 1.377
2010 1.657 330 1.326
2011 1.823 454 1.368
2012 1.821 366 1.453
2013 1.773 375 1.397
2014 1.784 333 1.451
2015 1.841 317 1.524
2016 2.062 325 1.735
2017 2.303 371 1.932
2018 2.554 400 2.154
2019 2.600 415 2.185

Source: Monstat

* Data in millions of euros
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Based on the data about foreign trade, we see a serious problem in the internal 
economic area. The exports have been a straight line for the last 15 years. 

Another very alarming indicator is data from 2018 (OEC research), which 
indicates that exports per capita are only 646 €. To have a better perspective 
of what that means, according to this research, Montenegro ranks 199th out 
of 219 countries. This is very concerning.

This means that the production capabilities of a country are low. 
This problem becomes more obvious if we analyze the structure of 
Montenegrin exports.

Low production capacities at the state level have caused the structure of 
Montenegrin exports to be dominated by raw materials and half-products. 
According to data from OEC (Observatory of Economic Complexity) from 2016, 
Montenegro has been exporting raw aluminum (18,5%), packed medicaments 
(11,1%), cars (5,31%), aluminum ore (3,83%), zinc ore (3,5%), steel (3,45%) and 
sawed wood (3,16%). Also, Aluminum, iron and copper scrap makes up almost 
5% of Montenegrin exports.

Main exporting partners of Montenegro are Serbia (1/5 of total exports), 
then Hungary, Bosnia and Herzegovina, Slovenia, Russia and Poland. 25,2% 
of imported products come from Serbia (over 700 million euros). Other main 
importing partners are China, Italy, Croatia and Bosnia and Herzegovina.

The problem of sustainability of Montenegrin economy is evident if we look 
at all this data. Dependence on imports is huge, while the production is 
stagnant or falling. Can a truly successful economy be based on exporting 
raw aluminum, used cars, various ores in small quantities and scrap metal? 
The answer is obvious. 

This problem is only surface level compared to the essential problem of 
Montenegrin economy as a whole and that is inefficient allocation of 
resources. 
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LOCAL SELF-GOVERNMENTS AND THEIR BUDGETS
The problem of inefficient allocation of resources is obvious on many 
levels of Montenegrin economy. That problem leads to a fall in efficiency 
and productivity in one economy, which can have catastrophic long-
term consequences. At first glance, one completely unrelated issue to the 
problem of exports are budgets of local self-governments in Montenegro. 
Namely, total yearly budget for all local self-governments is between 345 
and 350 million euros. The Government Budget was around 2 billion euros last 
year. Local self-government’s budgets are financed by their own revenue, 
revenue given by Law, Equalization Fond and by the government budget.  
According to Law on Local Self-Governments, the local government does 
not receive any revenue from VAT, which is an easily chargeable tax and 
generates the largest tax revenue (615 million in 2020, 695 million in 2019). 
Instead, the local government is given a part of the income tax, real estate 
transactions tax, concessional and other fees for the usage of public goods 
and the yearly fee for the registration of motor vehicles, tractors and trailers.

This type of legislative regulation is contributing to the problem of inefficient 
allocation of resources. This problem also becomes more obvious if we take a 
look at the individual yearly budgets of all local self-governments.

Municipality Budget
Podgorica 93.000.000 €
Cetinje 8.000.000 €
Bar 20.000.000 €
Budva 32.000.000 €
Ulcinj 14.000.000 €
Kotor 27.500.000 €
Herceg Novi 16.000.000 €
Tivat 17.000.000 €
Danilovgrad 6.200.000 €
Tuzi 5.800.000 €
Nikšić 23.500.000 €
Pljevlja 20.000.000 €
Pljužine 4.300.000 €
Mojkovac 3.500.000 €
Petnjica 1.900.000 €
Rožaje 8.000.000 €



6

Andrijevica 2.700.000 €
Plav 4.500.000€
Gusinje 1.750.000 €
Kolašin 4.600.000 €
Šavnik 3.000.000 €
Berane 12.500.000 €
Žabljak 3.300.000 €
Bijelo Polje 13.800.000 €

If we focus our attention on this data, we see that the budget of Podgorica is 
almost 10 million euros more than the budget of all 11 municipalities at the north 
of the country. The paradox that presents itself is that a large portion of capital 
investments which are being made from the state level are directed towards 
the development of the central and southern regions, that is, towards those 
municipalities that also have the biggest budgets, with the exception of Nikšić 
and Cetinje. Even tough 72 000 people live in Niksic, the local self-government 
budget in 2020 was 19 million euros. In that year, the budget of the local self-
government in Budva was 38 million euros. In 2021, the year of local elections 
in Niksic, the budget will be 23.5 million euros (which is a 23.7% increase). Out 
of that 23.5 million euros budget, 4.1 million euros will be used as a capital 
investments budget. To put that into perspective, construction of a school in 
Montenegro costs more than 5 million euros. However, a school cannot be built 
by the local self-government, because it lacks the jurisdiction to build schools on 
the territory of the municipality which it is running. Instead, that is an exclusive 
jurisdiction of the central government. So, the local governments cannot be 
adequate partners in the development projects because of their modest 
capital and total budgets. Not a single local self-government in Montenegro 
can be a partner in big infrastructural projects that could essentially help the 
revitalization of the whole economy.

This situation is especially critical in the northern region. Local governments 
have low budgets and the average unemployment rate in all 11 municipalities 
is at an alarming 35,2% (in the south it’s only 7,5%). The lack of investments 
from the state level is just like putting salt on wound of an already wounded 
economy of the northern part of Montenegro.
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Can we have a sustainable economy? 

Because of their legal restrictions and low budget, the question that presents 
itself is what is the real purpose of local self-governments? If their main 
purpose is for them to have a character of administration, without the essential 
jurisdictions that could really cause change in individual municipalities, then 
why do we even have local elections? Why don’t we just change the name of 
local self-governments to local administration for state affairs?

What does that have to do with exports? This type of inefficient allocation of 
the state resources, piling of the administrative and birocratic apparatus and 
the lack of investments into a region with the potentially largest production 
capacity, leads to a fall in productivity and efficiency of an economy, and 
that leads to a fall in production and even bigger dependence on imports. If 
the central government is going to, in a sense of development, ignore a whole 
region, that could drastically help the revitalization of a stagnant Montenegrin 
economy, why is there no delegation of authority to local self-governments, at 
least, for now, in the northern region?

The time has shown that the centralization is not the way that a modern 
society should follow. Bigger decentralization, deregulation and the delegation 
of authority are a much more efficient model of governing. If both central 
and local governments would follow these principles, then the gain from an 
increased economic standard would be more than evident.
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