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“The world has more than enough food to feed everyone, yet 850 million are food insecure’™

Summary

Montenegro has turned to the service sector in the last two decades and agriculture is
largely neglected. The neglect of agriculture has a negative effect on the creation of GDP,
employment, current account deficit (of balance of payment) and starting of migrations
from rural to urban areas of the country. The authors of this paper set up two goals. First to
do an analysis of the situation in agriculture from macroeconomic and accounting aspect.
Second goal is to provide policy recommendations for improving situation in agriculture
of Montenegro on the bases of the obtained results. The authors used the base of the
final accounts of Central Bank of Montenegro for the calculation of the most important
ratio indicators. Key recommendations relate to the credit support to agricultural sector,
increasing amount of subventions, granting of tax benefits, raising the degree of technical
equipment and application of agro-technical measures, as well as the improvement of
general living conditions in rural areas.
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Introductory remarks

Montenegro is a small, highly open economy, which is dominantly service-oriented. Since
the end of World War II, Montenegro has undergone through several major structural
changes. At the end of the Second World War, it was backward, underdeveloped country
dominated by agriculture. Then in accordance with a socialist concept of accelerated
development the industrialization was forced, so at the beginning of the transition process
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the industry has created nearly half of GDP. However, with the transition process, the
emphasis shifted toward the service sector, so at the end of the year 2010, the service sector
created almost two-thirds of GDP. In the whole observed period agriculture was unjustifiably
neglected and there was the tendency of agriculture share decreasing in the creation of
GDP. So after the Second World War, the agriculture created 40% of Montenegro’s GDP,
but in 2010 it was reduced to only 7.7%. Even larger changes were present in change of
population structure, because for instance in year 1948 agricultural population represented
71.6% of total population, and according to results from population census in year 2003,
the agricultural population represented only 5.3% of total population (Zugi¢, 2012: 46).

The authors believe that it is about time to stop this trend of Montenegrin agriculture neglect
and that economic policy should support more agriculture. In the next period, on the global
scales, agriculture will face more favourable conditions. As Detthier and Effenberger (2011:
2) point out that after two decades of neglect of agriculture (on global level - remark by
authors) high rise of food prices and food shortages put agriculture back in the centre of
interest. Also, McNeely and Scherr (2002: 4) estimate that over the next two to three decades,
the demand for food will be higher by 40% to 60% from current production.

One of the main causes of lack of competitiveness in the Montenegrin agriculture is low
productivity, as a result of lack of equipment, diminished properties, and a large part
of soil with poor fertility (Ministry of Agriculture, 2008: 43). Agricultural farms due to
unfavourable economic and social situation are not in position to provide sufficient funds for
the modernization of production. Production is very diverse and the degree of utilization
of agricultural area is very low (Jovanovic, Despotovic, 2012: 207).

The neglect of agriculture had a large number of other associated negative consequences. First
obvious result was the growth of food import, which contributed to a significant deterioration
of already high current account deficit. Another direct consequence was a considerable
emigration from rural areas to Podgorica and the coastal region. With this also came to too
much pressure on the infrastructure of these cities and the incensement of social problems,
because a large number of newcomers did not find employment. The third result was that
the decline in GDP during the Global financial crisis was extremely high. Specifically, it
appeared that in the crisis service sector had a rapid decline, while agriculture on the other
hand achieved positive high rates of GDP.

Agriculture and forestry are the fields that should not be viewed solely from aspect of
creating of GDP, but also from aspect of initiating rural development, development of
processing industries, particularly food and wood processing, reduction of regional
disparities, and also as support to the development of tourism. As outlined in the
Regional Development Strategy of Montenegro (2010: 14), most of the development
potential is located in areas that are least developed, and therefore agriculture, especially
production of healthy food and available forest potential should be adequately valorised
in the future period.

In this paper authors have set two main goals. The first goal relates to the analysis of the
financial position of agriculture (ratio numbers), as well as other indicators of agricultural
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business. The second goal of work relates to the creation of policy recommendations for
improvement of situation in the Montenegrin agriculture.

Analysis of financial and other business indicators of agriculture is based on the final
accounts. The authors have used as a source base of the final accounts of the Central Bank
of Montenegro (CBM). To provide comparative conclusions same indicators are used for
the entire Montenegrin economy that were taken from a study of the CBM “Information on
the business of the Montenegrin economy” (2011). Observation subject in this paper is time
period between years 2005 and 2010, for which the financial accounts were available.

The paper consists of three parts. The first part analyses the macroeconomic aspects of
agriculture that is the share in Montenegrin GDP, importance for Montenegrin economy, as
well as tendencies. In the second part of the paper empirical analysis of agricultural business
indicators in the period between year 2005 and 2010 is given. The third part of the paper
concerns the policy recommendations on what should be done in following period to improve
the agriculture position in Montenegro.

The Change of position of agriculture in the Montenegrin economy

After World War II Montenegro was a backward agrarian area, with traditional organisation
of economic life, 85% of the population lived from agriculture, and yet, fifteen percent of
the population was engaged in handicrafts, trading and other activities. However, following
the socialistic concept of industrialization, there are major structural changes in the creation
of GDP. During this period the emphasis was on encouraging the development of ‘heavy
industry” (energetic, mining, metal industry) and the rapid development of traffic. With this
comes to rapid growth of industry share in the creation of Montenegrin GDP.

Graph 1. Share of agriculture in Montenegrin GDP (period 2000-2010)
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Source of data: Author’s calculations based on data of the Statistical Yearbook for year 2011.
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From the graphics it can clearly be seen that in the observed period there is a tendency of
further decreasing in the share of agriculture in GDP that in year 2010 was almost 50% lower
than in year 2000.

In the period of transition there was a major structural change in the creation of Montenegrin
GDP, when the economy shifted toward service sector. There is the impression that the most
significant structural changes occurred in the three years period of economic boom, when
the average high rate of Montenegrin GDP was 8% (Fabris, Jandri¢, 2011: 120). During
this period a rapid growth of service sector was achieved, and industry and agriculture were
completely neglected. Industry achieved negative growth, and agriculture a modest growth
that was significantly behind the average high rate of economy growth. It is obvious that the
three observed service sectors - construction, transportation and retail (Graph 2) grew at a
more rapid pace than their potential, experiencing a plunge in the post-crisis years and thus
contributing to a sharp decline (2009) and/or slow recovery of GDP (2010 and 2011).

Graph 2. High rates of selected sectors of the Montenegrin economy (period 2005- 2008)
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Source: Fabris, N., Mijatovi¢, M. (2011): Critical Overview of Montenegro’s Growth Model, Europe
and the Balkans: Economic Integrations, Challenges and Solutions, University of Orleans.

At the same time as a result of neglect of agricultural production (impoverishment of
the agricultural population), which was for decades a traditional activity in the north
of Montenegro, it had come to the significant population migrations to Podgorica and
coastal towns. Although between the two population censuses in Montenegro the number
of inhabitant increased by 0.8% (Monstat, 2011a), the table clearly shows that the number
of population in the northern region decreased drastically, while in the other two regions
it increased.
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Table 1. Migration of the Montenegrin population between two censuses

Territory North Region Central Region Coastal Region
Change in number of population o 0 o
(between the two census) - 74% 8.3% 1.9%

Source: Author’s calculations based on data Bases of the final accounts of the Central Bank of
Montenegro and MONSTAT (2011a). Prvi rezultati popisa stanovniStva, domacinstava i stanova
u Crnoj Gori, Podgorica.

World Bank study (2007: 2) showed that agricultural development can be an effective
instrument that would reduce poverty and with that migrations. Also, Loayza and Raddatz
(2010) show for a cross-section of developing countries that growth in more labour-
intensive sectors such as agriculture has a larger impact on poverty reduction than less
labour-intensive activities. The logical consequence of migration of population from rural
areas was a reduction in the number of employees in agriculture and reduction of their share
in total employment.

Table 2. Share of employees in agriculture and forestry in total number of employees

Indicator 2003 2011
Total employees 142,679 161,742
Agriculture and forestry 3,926 2,347
% share of agriculture in total no. of employees 2.8 1.5

Source: Author’s calculations based on a database of the Employment agency and census results
from 2003 and 2011.

The table shows that since the census in year 2003 share of employees in agriculture, forestry
and water management in total is decreasing, which represent a confirmation that the part of
agricultural population sought employment in other industries that have developed quickly
in the observed period. Data on the number of agricultural population according to census
from year 2011, are not yet available, but comparing the data of the number of agricultural
households (Monstat, 2010) we can notice that in the period between years 2003 and 2010
the number of agricultural households has increased by 5,631 (from 43,216 to 48,847). At
first glance these results seem contradictory, but given the motion of the average wage of 484
Euros (Monstat, 2012a) and the minimum consumer basket of 770 Euros (Monstat, 2012)
at the end of year 2011, one number of population was forced to seek additional sources
of income, which they found in carrying out the agricultural activity. These data suggest
that agriculture in Montenegro has a perspective and that a part of the population is once
again turning towards agriculture. How big the potential of agriculture for employment is
can best be seen from the FAO study (2006), which has estimated that agriculture provides
employment for 1.3 billion workers. This data has clearly showed that Montenegro has share
of employments in agriculture significantly below world average.
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The analysis of accounting indicators

Analysis subject will be motion of chosen accounting ratio. The aim of this analysis is to
determine the profitability, liquidity, indebtedness and solvency of agriculture and on the
basis of these indicators to formulate policy recommendations for agriculture.

Agriculture in the entire observed period operated with profit, even in year 2009 when the
Montenegrin economy was severely hit by the global financial crisis, which confirms the
previously outlined hypothesis that the Montenegrin economy would felt the crisis less if it
had a greater support in the agriculture.

Table 3. Profitability in Montenegrin agriculture and economy (in EUR)

Indicator 2005 2006 2007 2008 2009 2010
1. Net profit / loss 758,689 2,733,959 2,082,051 3,087,386 2,269,396 2,706,866
2. Total income 30,423,748 57,865,079 51,912,882 54,435,379 48,360,992 | 85,463,951
3. Net profit rate of
agriculture (1:2) 2.50 4.73 4.01 5.68 4.70 3.17
x100
Net profit rate of
the Montenegrin -3.2 2.0 2.47 0.15 -1.79 0.48
economy

Source: Author’s calculations based on final accounts

Comparing to the rate of net profits of Montenegrin agriculture, it can be seen that profit
rate in the entire observed period was higher than for the Montenegrin economy. Such
findings suggest that agriculture has significant perspective in Montenegrin economy. Similar
conclusion can be made if rate of capital income and total reserves are observed (Table 4).

Table 4. Return on capital and total reserves in Montenegrin agriculture and economy
(in 000 EUR)

Indicator 2005 2006 2007 2008 2009 2010
1. Net profit / loss 759 2,734 2,082 3,087 2,269 2,707
2. Capital and reserves 29,786 | 105,588 119,662 118,471| 112,049 140,553
3. Return on capital and total reserves in 555 259 174 261 203 1.93
agriculture (1:2)x100
4. Return on capital and total reserves of 620 155 3.88 012 156 0.41

MN economy

Source: Author’s calculations based on final accounts
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The assets of Montenegrin agriculture in the observed period rose steadily. However,
at the end of 2010 the asset share of agriculture in total assets of the Montenegrin
economy is lower than it was year 2006. This clearly indicates that the increase in total
agriculture assets (of 45.7%) over the period 2006 — 2010 was lower than the average
for the entire country (103%).

Table 5. Motion of agriculture assets and Montenegrin economy (in 000 EUR)

Indicator 2005 2006 2007 2008 2009 2010
Total assets agriculture 45,838 137,782 142,419 147,955 149,140 200,870
Total assets MN 5,579,300 7,267,059 10,928,566 13,548,695 | 13,671,041 | 14,795,214

Share of assets of

. . 0.82 1.90 1.30 1.09 1.09 1.36
agriculture in total assets

Source: Author’s calculations based on final accounts

The question how in the observed period the liquidity of agriculture moved is of great
importance. The liquidity coefficient of first degree (liquidity ratio or rigorous liquidity
ratio) is obtained by putting into relation cash and cash equivalents with short-term
liabilities. This indicator of current liquidity shows the ability (degree) of settling short-
term liabilities (Table 6).

Table 6. Motion of liquidity ratio first degree in the Montenegrin agriculture and
economy (in 000 EUR)

Indicator 2005 2006 2007 2008 2009 | 2010
1. Cash and cash equivalents 908 2,703 5,216 2,990 822 1,176
2. Short-term liabilities 13,645| 27,050 15,688| 20,974| 23,840 39,515
3. Liquidity ratio I degree of agriculture (1:2) 0.07 0.10 0.34 0.15 0.04 0.03
Liquidity ratio of Montenegrin economy 0.09 0.14 0.17 0.13 0.09( 0.10

Source: Author’s calculations based on final accounts

The observed table shows that the liquidity of agriculture is unsatisfactory and that in
the last four years the tendency of its continuing deterioration is present. Also, except
in the period 2007-2008 the liquidity of agriculture was worse than the average for the
Montenegrin economy.

To get a complete picture of the liquidity of agriculture we will calculate indicators of
liquidity of II and III degree. Liquidity indicator of the second degree ((working capital -
supplies)/ short-term liabilities) indicates whether or not company covers or do not cover
its short-term liabilities by liquid funds and collectible receivables. As Matz (2005: 53)
emphasizes preferred value of this ratio is between 1 and 1.2.

4 The value of agriculture assets was not largely affected by the growing real estate prices in
Montenegro during the observed period. The highest real estate price increase was in coastal
municipalities and Podgorica.
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Table 7. Motion of the liquidity coefficient of the second degree in the Montenegrin
agriculture and economy (in 000 EUR)

Indicator 2005 2006 2007 2008 2009 2010
1. Working capital 17,703 | 36,215| 31,868| 37,430| 42,396| 68,411
2. Supplies 3,141 14,7766( 12,686 17,777 21,499( 33,097
3. Short-term liabilities 13,645 27,050| 15,688 20,974| 23,840| 39,514

Liquidity indicator of the second
degree of agriculture [(1-2) : 3]
Liquidity indicators of the II degree of
Montenegrin economy

1.07 0.79 1.22 0.93 0.87 0.89

1.31 1.24 1.35 0.72 0.72 0.74

Source: Author’s calculations based on final accounts

As seen from the table neither the Montenegrin economy nor agriculture are capable that
from the liquidity funds, as well from short-term claims settle short-term liabilities. Until
the appearance of the global financial crisis the liquidity of the Montenegrin agriculture was
worse than the average economy liquidity, and after the crisis the situation has changed,
which once again confirms the hypothesis that agriculture is more resistant to shocks.

Liquidity coefficient of the third degree, or better known as general liquidity coefficient,
is obtained by putting in relation the working capital and short term liabilities. The critical
value of this indicator is 1 and if this indicator is higher than 1 it indicates that current
assets can cover the short-term liabilities. The value of the indicator below 1 indicates that
fixed assets cover part of the short-term liabilities, which is considered as an unfavorable
indicator. However, it is recommended that this ratio should be at least 1.2, and preferably
even to be over 2 (Matz, 2005:54).

Table 8. Liquidity Coefficient of the third degree for the Montenegrin agriculture and
economy (in 000 EUR)

Indicator 2005 2006 2007 2008 2009 2010
1. Working capital 17,703 | 36,215| 31,868 | 37,430( 42,396| 68,411
2. Short-term liabilities 13,645] 27,049| 15,688[ 20,974| 23,840| 39,515

3. Liquidity Coefficient of the third degree
in agriculture (1:2)

Coefficient liquidity IIT degree of MN
economy

1.30 1.39 2.04 1.78 1.77 1.73

1.03 1.06 1.09 1.05 1.04 1.07

Source: Author’s calculations based on final accounts

As we can see from the table Montenegrin agriculture in the observed period had a higher
value than 1, indicating that the working capital covered short-term liabilities. Also, during
the whole observed period this indicator is favorable than in the overall economy.

Asset turnover ratio shows the relation between income and asset, that is the amount of
income per euro of engaged assets. In the literature there is no general recommendation on
how much should be a desirable value of this coefficient, so that the desired value should be
found in comparison with the branch value and the nearest competitor (Spasi¢, 2012: 21).
Theoretically, higher value of this indicator shows better performance.
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Table 9. Asset turnover ratio for Montenegrin economy and agriculture (in 000 EUR)

Indicator 2005 2006 2007 2008 2009 2010
1. Total income 30,424 57,865 51,913 54,435 48,361 85,464
2. Total assets 45,838 137,782 142,419| 147,955 149,134 200,870
3. Asset turnover ratio of agriculture (1:2) 0.67 0.42 0.37 0.37 0.33 0.43
Asset turnover ratio of MN economy 0.59 0.63 0.57 0.56 0.44 0.44

Source: Author’s calculations based on final accounts

The value of the observed coefficient and for the whole economy and for agriculture cannot
be rated as satisfactory, because they indicate small investment ability comparing to total
appropriation. Situation in agriculture can be estimated quite unsatisfactory considering
that the value of this indicator in the whole observed period was lower than the average for
the Montenegrin economy with exception in year 2005.

As the liquidity of agriculture proved to be inadequate and considering the low profitability,
there is the question of degree of indebtedness of agriculture. As an indicator of indebtedness
of agriculture we may use debt ratio, that is ratio of capital to total liabilities (capital and
reserves / (short + long-term liabilities)). As emphasized by Investopedia encyclopedia, this
ratio is used for assessing the risk profile of the company (Investopedia, 2012). Value less
than 1 suggests that the company has more liabilities than the amount of its capital.

Table 10. Motion of indicator of indebtnes of Montenegrin agriculture and economy
(in 000 EUR)

Indicator 2005 2006 2007 2008 2009 2010

1.Capital and reserves 29,786 105,588 | 119,662 118,471| 112,049| 140,553
2.Long-term liabilities 2,407 5,145 7,069 8,509| 13,251 20,802
3. Short-term liabilities 13,645 27,050 15,688| 20,974| 23,840| 39,515
4. Indebtedness ratio of agriculture

[1:243) ] 1.86 3.28 5.26 4.02 3.02 2.33
Indebtedness ratio of Montenegrin 138 113 0.96 0.79 0.90 0.92
economy

Source: Author’s calculations based on final accounts

The table shows that Montenegrin agriculture is not high indebted unlike the Montenegrin
economy (which has a level of debt higher than capital and reserves in observed period
with the exception of 2006). The reasons for lower indebtedness of agriculture should also
be sought in the banks reluctance to grant loans to agricultural producers due to a lower
quality of collateral, the inability to put administrative ban on salary (agricultural producers
are treated as self-employed), high fluctuations in production due to weather conditions, the
lack of income statements and balance sheets, and so on.However, a certain level of concern
creates the fact that in the last four years value of this indicator deteriorates.

As an approximation of solvency indicator that represents the relation of capital can be used
(with included reserves) and fixed assets. Solvency indicators are important, because they
show financial security of company, that is reflect the long-term risks of investments in the
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company (Jaksi¢, 2006:725). However, unlike banking, where the value of the solvency ratio
(coefficient of capital adequacy) is strictly regulated and is subject to the strictest controls
(Kozari¢, Fabris, 2012:47) for non-financial sectors there is no strict control and solvency
management is left to the companies. The value of this indicator of 1 suggests that fixed assets
are fully covered with capital and this is usually considered as the minimum of desirable
value. Otherwise part of fixed assets is covered from funds of lower quality and shorter
maturity. The following table shows the motion of solvency coefficient for the Montenegrin
economy and agriculture.

Table 11. Motion of relation of capital and fixed assets in Montenegrin economy and
agriculture (in 000 EUR)

Indicator 2005 2006 2007 2008 2009 2010
1. Capital and reserves 29.785] 105.588( 119.661| 118.471| 112.048| 140.553
2. Fixed assets 28.134| 101.567| 110.551| 110.524| 106.743| 132.459
'3. Capltal in relation to fixed assets 1,06 1,04 1,09 1,08 1,05 1.07
in agriculture (1:2)
Capital in relation to fixed assets MN 0.80 0.76 0.70 0.63 0.68 0.69

economy

Source: Author’s calculations based on final accounts

In the case of agriculture we can see that in all observed years solvency ratio was
greater than 1 and that fixed assets was covered by capital increased by the reserves.
On the other hand the economy of Montenegro had the value of this coefficient below
1 in the entire observed period.®

Compared to Montenegro’s economy, most of agriculture ratios are more favourable.
Nevertheless, labour force outflow remained, as well as a declining share of agriculture
in GDP of Montenegro. The reasons for such a trend are to be found, inter alia, in less
favourable living conditions in rural areas with prevailing agricultural activity, a more
difficult nature of labour in agriculture, the aspiration of younger generations to better
education (faculties are primarily concentrated in urban areas) and living in cities, the belief
that best opportunities for personal progress can be achieved in major cities and coastal
towns, better wage opportunities in urban areas, and the like.

Policy recommendations for improvement in the Montenegrin agriculture

Previous analysis showed that agriculture has a low degree of profitability, but higher
than average for Montenegrin economy. Ratio analysis showed that the key problem of
Montenegrin agriculture is liquidity, while agriculture is not highly indebted and has no
problem with solvency. Therefore, the priority for improvement of condition in the field

5 The reasons for a more favourable solvency ratio in agriculture than the average in the
Montenegrin economy should also be sought in the fact that a great number of companies with
the initial capital of 1 EUR have been established in recent years, operating in rented premises
and without any significant available capital.

666 EP 2012 (59) 4 (657-673)



MONTENEGRIN AGRICULTURE: DIAGNOSIS AND POLICY RECOMMENDATIONS

of agricultural production should be the providing the credit for liquidity. In a situation of
insufficient interest of the banking sector for support of agriculture, the alternative is that
state through the Development-Investment fund encourages agriculture to a greater extent
or to directly subsidize bank loans for agriculture. This recommendation is in accordance
with the findings of Croppenstedt et al. (2003) that credit constraints severely restrict
fertilizer adoption by farmers. Increased use of fertilizer is one of the important conditions
of increasing yields in Montenegrin agriculture.

Montenegro’s agriculture should be intensified and land should be agglomerated. However,
it should be taken into account that there are significant areas where agglomeration will not
be possible due to geographical and socioeconomic reasons and these areas will remain
with prevailing extensive production. On the other hand, a significant room for growth both
in agricultural production and employment lies in the exploitation of vast uncultivated land.

Montenegro has no potential for becoming a significant agricultural exporter, but surely
there is room for reducing agricultural imports. Subsidies to agricultural producers are
given worldwide.® Therefore, the state must continue to support agricultural production
in the future period, as it done in the developed countries. Otherwise, if a smaller amount
of subventions is approved than to foreign competitors, that selling their product on
Montenegrin market, agricultural producers will be in disadvantaged position in comparison
with its main competitors on domestic market (CBM, 2011a: 15). In year 2011, 14 million
was approved on behalf of the agrarian budget, which is a decrease comparing to year
2008 when the agrarian budget was 16.5 million Euros (Agricultural Budget, 2011). Also,
it is almost twice lower amount than what it was projected by National program of food
production and rural area development (2008: 93). In addition, it should be noted that
a mere allocation of subsidies without structural changes will not significantly improve
Montenegro’s agriculture.

Incentives for development of agriculture are important for reducing poverty and stopping
the migrations. A large number of empirical studies confirmed the link between agricultural
development and poverty reduction (Dethier, Effenberger 2011, Loayza et. al. 2010, Datt,
Ravallion 2008, Mellor 2001 and others). Christiansen and Demery (2007) estimate that
1 % per capita agricultural growth reduces poverty more than 1.6 times the growth in the
industry and three times more than growth in the service sector.

It is obvious that Montenegro should not just leave agriculture to the market, but that an
entire program of support is needed that would be based on three pillars:

*  Improving the competitiveness of producers,
»  Sustainable resource management and
*  Improving the quality of life in the countryside.

A special issue of Montenegrin agriculture is extremely low incomes as a result of
inadequate mechanization application and agro-technical measures. As emphasized by

6 One should bear in mind that agriculture is one of the few activities in which the WTO allowed
the subvention of export production (Trajéevska, et al, 1999).
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Pretty (1995: 3), as high as 70% to 90% increase in agricultural production in the early
nineties was due to increasing incomes, rather than increasing agricultural land. This
is a clear guideline to Montenegrin economic policy makers, that credit and technical
assistance for this purpose is needed. Also, the World Bank (2009: 21) points out that a
key direction of increasing incomes in developing countries should rely on an increased
level of mechanization. World Bank suggests the purchase of equipment on lease to
minimize risks, and it for the period 2010 - 2012 significantly increased funding for
the credit support to countries in development for this purpose. Montenegro needs to
consider the possibility of use of these funds. Grabowksi and Self (2007) came to similar
conclusion and they have established a positive relation between different measures of
agricultural productivity and average growth of real GDP per capita over 1960 - 1995
for a cross-section of countries.

In the future period it is necessary to change the structure of production and redirect
it toward cultures that carry higher profit potential, like growing early fruits and
vegetables and increase the production in greenhouses (CBMN, 2011: 15). It should go
to the option of forming clusters, as they in some countries have given excellent results,
while in Montenegro there is none (not just in agriculture).

As it mentioned by Dragos (2012: 143) in order to accelerate the development process
of rural and agri-food economy, the financial-banking institutions and the state have
come to support the holders of fixed and circulating capitals by creating certain credits
warranty funds aimed at taking over the financing risk where collateral warranties are
not enough. Also, bearing in mind that Montenegro is a small country and its limited
resources to support agricultural production it seems inadequate to use budget funds to
encourage 34 different programs. In this way lack of resources disperse too much not
providing adequate support for most of the programs. Budget support should concentrate
on those programs in which Montenegro could achieve competitive advantages,
and they are certainly: vineyard, olive, fruit and early vegetables production, cattle
breeding and production of ecological food. Montenegro has good natural conditions
for development of these agricultural industries.

The support system is focused almost exclusively on small producers. However criteria
for support allocation will not facilitate the creation of large and mechanized agricultural
households, which should be the basis for the development of competitive agricultural
production. As Dethier and Effenberger (2011:23) emphasized increasing farm size is key
for improved incomes in agriculture because it allows for the use of mechanization that has
indivisibilities (with differences in access to credit by small and large farms favouring the
latter), implying increasing returns to scale and higher profitability per hectare.

It is also important to resolve the issue and redemption of seasonal surpluses of agricultural
products. This issue is particularly complicated in conditions when Montenegro does not
have public warehouses for this purposes, nor stockpiles. Therefore, in the following years
Montenegro should begin creating stockpiles.
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Furthermore, Montenegro is a large importer of meat besides excellent conditions for cattle
breeding. Thus, in the structure of agricultural production an important place should be
given to the meat production, so it is necessary further improvements in finding solutions
for the repurchase of meat, livestock fund extension, with parallel adoption of EU standards,
to provide the export of meat to the EU market and to substitute imports. Increase of the
funds for subvention of the production of meat has an effect on the competitiveness on
the market of meat production, the opening drive of the meat industry, which strengthens
the sub-sector of food production within the overall processing industry in Montenegro.
Also, it is necessary to secure large livestock fund before joining the EU, in order to obtain
subventions on that basis.

Since the previous analysis showed the continued downward trend in employment in
agriculture, as well as population decline in traditional agricultural areas, as a result of
the impoverishment of the agricultural population, a special set of measures should be
aimed at stopping this trend. The measures that in this context should be taken relate to
provide direct financial support to elderly households, which based their existence on
agriculture, improvement of infrastructure quality (roads, water supply, electric energy)
and improvement of quality of life in rural areas (construction of sports and cultural
facilities, health centers, etc.).

Climatic conditions (droughts, floods, hail and the like) often cause significant damage
to agricultural products and crops, livestock and other resources. Although some of
these risks can be ensured within the regular system security, producers rarely use
that option because of high insurance premiums, and damages of larger scale exceed
capabilities of recovery by the producers themselves (National Programme for Food
Production and Rural area development, 2008:41). Therefore it would be useful for
state to participate in the cost of insurance.

The state should also consider tax incentives to agricultural producers. Considering that total
amount of taxes levied on agriculture accounts for a small share in total taxes collected in the
budget, tax relief could be a substantial support to agriculture, without any significant impact
on the budget. World Bank study (2007: 98) has clearly shown that in countries where there
is high taxation of agriculture there is a low growth of agriculture and the slow growth of
whole economy.

An important condition for the improvement of agricultural production is a high quality
product and the “conquest” of international quality standards. Bearing in mind that only a
few Montenegrin manufacturers have international quality standards, government support
would be beneficial to other producers to conquest these standards. Also, the state should
engage in promotional activities and the creation of a special national brand, that is trademark
(for products of high quality), which would allow that products to achieve greater recognition
and greater success in the market.

Finally, of particular importance is to take special set of measures that would relate to
harmonizing Montenegrin agriculture with EU rules. Through these measures it is necessary
to start the activities on the harmonization of legal framework, policy reforms support and
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restructuring, and institutional reform that would primarily entail the establishment of the
Agency that would be responsible to implement incentive measures of agrarian policy,
international programs support, administrative control measures etc. Also, Montenegro needs
to be in the future more engaged in the use of available EU funds to support agricultural
production, and that are for sure the funds provided by IPARD program.’

Concluding Remarks

Agriculture has been completely neglected for decades in Montenegro. The share of
agriculture in creation of GDP decreased from 40% (after the World War II) to 7.7% in
year 2010. As a result of agriculture neglect there is a range of negative effects: slower
GDP growth, migration from rural to urban areas of the country, worsening of current
account deficit, rising unemployment, the impoverishment of the countryside etc. On
the other hand, many analysis show that in the following decades we can expect growth
in demand for agricultural products and also increase of prices.

Accounting analysis showed that the key problem of agriculture is low degree in
liquidity. Agriculture is not heavily indebted and has no problem with solvency. Also,
in the last five years, the Montenegrin agriculture operated with a profit.

The key problems of Montenegrin agriculture are small farms, outflow of agricultural labor
force to the cities, the low level of mechanization use and agro-technical measures, and low
incomes as a consequence of the above-mentioned. Therefore the authors provide policy
recommendations for improvement of Montenegrin agriculture.

Key recommendations relate to increased credit support to agriculture, increasing the
amount of subvention, the granting of tax incentives, raising the level of technical
equipment and application of agro-technical measures, and also improvement of
general living conditions in countryside.
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POLJOPRIVREDA CRNE GORE: DIJAGNOZA I PREPORUKE ZA
UNAPREDJENJE STANJA

Nikola Fabris®, Igor Pejovi¢®

Rezime

Crna Gora se u poslednje dve decenije okrenula usluznom sektoru i poljoprivreda je
u velikoj meri zapostavijena. Zapostavljanje poljoprivede se negativno odrazilo na
kretanje BDP-a, zaposlenosti, deficita tekuceg racuna platnog bilansa i pokrenulo
je migracije iz ruralnih ka urbanim delovima zemlje. Autori su u radu postavili
dva cilja. Prvi, da se uradili analizu stanja poljoprivrede sa makroekonomskog i
racunovodstvenog aspekta. I drugi, da se na bazi dobijenih rezultata daju preporuke
za unapredjenje stanja u poljoprivredi Crne Gore. Autori su koristili bazu zavrsnih
racuna Centralne banke Crne Gore za obracun najvaznijih racio indikatora. Kljucne
preporuke se odnose na kreditnu podrsku poljoprivrednom sektoru, povecanje iznosa
subvencija, odobravanje poreskih olaksica, podizanja stepena tehnicke opremljenosti i
primene agrotehnickih mera, kao i poboljsanja opstih uslova Zivota na selu.

Kljuéne reci: Crna Gora, poljoprivreda, racio indikatori, preporuke.
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