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Abstract: Deindustrialization is a dynamic process that began to
attract the attention of economic theorists in the 60s of the 20th
century, which is characterized by a reduction in the share of the
industrial sector in GDP and employment. A descriptive analysis
of the deindustrialization process in Montenegro was carried out.
It was established that throughout the observed period, the process
of deindustrialization in Montenegro has characteristics present in
developed countries. However, a deeper analysis and taking into ac-
count the key indicators showed that deindustrialization in Monte-
negro did not just arise as a sole consequence of positive economic
trends. In addition, the entire process took place under the influence
of various non-economic indicators. Moreover, the global economic
crisis had a significant economic impact on Montenegro's industrial
sector. In the process of accession to the EU and in addressing global
challenges, the country's industrial sector, in line with key develop-
ment strategies, is heading towards reindustrialization, i.e. develop-
ment and progress under changing conditions.
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In the process of joining the EU, Montenegro has to meet a number of criteria
prescribed by EU legislation and prepare its economy for the expected challenges
in a new and dynamic business environment. Apart from fulfilling the politi-
cal, legal and administrative criteria, Montenegro must pay special attention to
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fulfilling the economic criterion, which will provide the basis for maintaining
and increasing the national competitiveness and taking advantage of a favourable
position in the international environment. All of this requires thorough struc-
tural changes and the introduction of effective reforms in all segments of the
economy. In addition, great emphasis is placed on industry, which represents the
foundation of integration on the European continent. Singing the Paris Treaty in
1951 by six founding countries (Belgium, the Netherlands, Luxembourg, Italy,
Germany and France), the European Coal and Steel Community was established,
which represents the beginning of the connection and recovery of the countries
affected by the devastating consequences of World War II. Furthermore, the in-
tegration was continued in 1957 by signing the Roman Treaties, establishing the
European Economic Community and the European Atomic Energy Community
(EURATOM) (Kandzija and Cveci¢, 2010). In addition, the continuation of the
integration processes has been marked by the great industry’s importance, re-
garding its share in GDP and employment. In general, Article 173 of the Treaty
on the Functioning of the EU (TFEU) emphasizes that the objective of the EU
and its Member States is to create favourable conditions for improving competi-
tiveness of the European industry in accordance with an open and competitive
market system. Referred to the above, the industrial sector of Montenegro should
go in that direction as well, with a particular emphasis to be put on research and
development and their products, creating a favourable environment for the devel-
opment of small and medium-sized enterprises and encouraging the industrial
sector reforms.

Contemporary trends in the world economy and the globalization trends and
their consequences have placed a new challenge on the European industry, which
is deindustrialization, which is also obvious in the case of Montenegro.

This paper gives a descriptive analysis of the deindustrialization process in Mon-
tenegro. Therefore, the basic objective of the research is to identify the trends of
the de-industrialization process in Montenegro, especially those important for
the process of accession of this country to the EU. The effects of the EU accession
on the country’s economic performance represent a thoroughly studied area of
international economy. However, recent events, in particular the global economic
crisis and the UK's leaving the EU (the BREXIT pointed out to new areas whose
effects should be more visible in the near future (effects on monetary policy, etc.))
(Kyriazis and Economou, 2017, Dumici¢, 2017, Vucini¢, 2016). The purpose of
the research is defined with its objectives: to present the theoretical knowledge
of the process of deindustrialization, to identify the key factors of the process, to
conduct the analysis of the deindustrialization movement, and to determine the
perspectives of the further development of the industrial sector of Montenegro in
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the process of accessing the EU and in the conditions of globalization. The moti-
vation for the implementation of this research is due to the insufficient explora-
tion of this topic in the Western Balkans and other transition countries. There-
fore, this paper is a continuation of the recent research of Druzi¢ et al. (2012)
and Beg et al. (2017), who emphasized the process of deindustrialization in the
Republic of Croatia and countries of Central and Eastern Europe, and in research
of Kandzija et al. (2017), where a descriptive analysis of de-industrialization at
the EU level was conducted.

The paper consists of 6 interrelated chapters. After the introductory considera-
tions, the presentation of the previous researches of the deindustrialization pro-
cess follows, after which the methodology was explained and an analysis of the
deindustrialization process in Montenegro was carried out using the key indica-
tors. Based on the results of the research, the perspectives for the further devel-
opment of the industrial sector in Montenegro were considered. The paper ends
with a conclusion that represents the synthesis of key findings that came up dur-
ing the research.

2. Previous research of deindustrialization process

Deindustrialization is a complex and wide economic problem, and the attention
of economic theorists began to prevail in the 1950s and 1960s when the first theo-
retical approaches were created. Clark (1957) and Kaldor (1966) introduce the
term of deindustrialization into economic terminology, pointing to the correla-
tion of economic growth (expressed by the growth of GDP) and the growth of
the industry sector. Although there is still no single theoretical definition, most
authors accept the thesis that deindustrialization is a natural process character-
ized by developed countries, resulting from accelerated economic growth and
changes in the economic structure (Baumol, 1967, Fuchs, 1968), with particular
emphasis on reduction of the share of the industrial sector in GDP (Cavrak et
al., 2011). Furthermore, the authors point out that this process is the result of the
accelerated growth of industrial productivity which, despite the decline in indus-
try’s share of employment and GDP, remains stable.

Caincross (1982) and Lever (1991) introduce four generally accepted approaches
to theoretical determination of deindustrialization:

1. Deindustrialization is primarily characterized by a reduction in produc-
tion and/or employment in the industrial sector, resulting in a shift to-
wards service activities.
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2. Due to the process of de-industrialization, the share of industrial products
in foreign trade is decreasing, resulting in a failure to maintain the trade
balance.

3. The external trade deficit continues to increase, so the countries become
“unable” to “pay” imports needed to maintain domestic production.

4. Such developments in the economy slow down economic growth and be-
gin to dominate the negative effects of deindustrialization.

Bluestone and Harrison (1982) complement the generally accepted theoretical
framework, according to which deindustrialization represents “systemic disin-
vestment in the key industry of a country”.

According to Crafts (1992), industrial production is growing relatively slowly,
employment in the industry is declining, while the trade balance goes into deficit.
Singh (1977) negatively approaches the process of deindustrialization, character-
ized as a pathological condition, i.e. the impossibility and constraint of the econ-
omy to reach the full potential of economic growth, employment and resource
utilization. Priewe (1993) and Dasgupta and Singh (2009) introduce the term of
premature deindustrialization occurring in situations where the economy did
not achieve high levels of industrial production. In most cases, premature de-
industrialization is characteristic of post-communist transition countries where
structural changes are the result of political and other non-economic factors, not
a product of economic development.

Deindustrialization is the result of the action of external and internal factors.
Considering the internal factors of the process, Rowthorn and Ramaswamy
(1999), with the affirmation of its positive context, emphasize the importance
of increasing labour productivity as a key factor in deindustrialization. Further-
more, Rowthorn and Coutts (2004) point out that the increase in productivity is
responsible for more than 60% reduction in the share of employees in industry,
and conclude that on each 4.4 lost jobs in the industrial sector due to the compe-
tition of cheap imports, on average one working position is opened in industry
through export growth of more sophisticated products.

Generally, according to the relevant economic theoreticians, the increase in la-
bour productivity is a situation in which the same amount of work can achieve
higher production levels (Holjevac and Vrtdosui¢ Hrgovi¢, 2012). The deeper ar-
gument of the effect of increasing labour productivity on the deindustrializa-
tion process is provided by Rowthorn and Wells (1987), pointing out that it has
a double impact on employment. Namely, increasing productivity makes indus-
trial goods relatively cheaper, thus stimulating demand. In addition, in such a
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situation, a smaller number of workers are needed. Ultimately, the increase in
productivity and the difference in income elasticity of demand are the drivers of
structural changes, which initially result in industrialization, and then the effects
of deindustrialization begin to appear. In the context of the effects of increased
productivity of work, Rowthorn and Coutts (2004) introduce the term of relative
deindustrialization, which implies a reduction in employment in industry, with-
out reducing total industrial production. An overarching approach is provided
by Druzi¢ et al. (2012) which by analysis of the deindustrialization process in the
Republic of Croatia affirm the concept of absolute deindustrialization, which im-
plies a parallel reduction in industrial production and a reduction in employment
in the industrial sector.

Considering the external factors of deindustrialization, the authors agree to
identify the leading role of international trade. By including the international
trade flows and increasing competition, industrial companies are increasingly
focusing on raising production efficiency, primarily through product and process
improvement. In such a situation, industry productivity increases, eliminating
ineffective and unprofitable companies whose products can be replaced by ex-
ports. Developed countries, represented by the deindustrialization holders, are
specializing in capital intensive high value-added industries.

The current research on the effects of international trade on the deindustrializa-
tion process has mainly been conducted on the example of the US and OECD
countries. Lawrence (1983) points out the effect of international trade on the loss
of one-third of employment in the US industrial sector while, on the other hand,
Bluestone (1984) points out that the deindustrialization process in the United
States has been launched, although industrial employment has remained con-
stant. Among other authors who have considered the correlation between foreign
trade and the process of deindustrialization, it is necessary to emphasize Sachs
and Shatz (1994), Wood (1995), and Saeger (1997).

Saeger (1997) lists four concepts explaining the impact of changes and inclusion
in international trade flows on reducing the importance of industry:

1. Growing specialization in the service sector resulting from the shifting of
comparative advantages in highly industrialized countries from factories
to offices and/or distribution networks.

2. The appearance and pressure of new competitors characterized by low la-
bour costs and poor legal regulation in the field of environmental protec-
tion. This situation results in the survival of the most productive enter-
prises, whose products do not have a substitute for cheap import.
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3. Utilizing international cost differences on a global scale by opening branch
offices on economically most cost-effective and most advantageous loca-
tions.

4. Orientation to developing countries which, within new developments in
the international market, become new targeted markets for leading and
competitive economic entities.

Penkova-Pearson (2012) points out that foreign trade is of particular importance
to the “small” developing countries, including Montenegro, which is character-
ized by high openness and high import values, resulting in a continued balance
of trade deficit.

In the context of considering the external factors, a particular emphasis should
be placed on the process of globalization, where each country must take into ac-
count its complexity, observe the limitations and opportunities that can be used,
in order to achieve recognition on the international market (Zivkovi¢ and Bjeli¢,
2017). In addition to foreign trade, globalization trends and their implications
are increasingly focusing on the impact of foreign direct investment (FDI) as
one of the most important external factors of the deindustrialization process.
Alderson's research (1999) points to the effects of FDI on employment trends in
the industrial sector, namely: FDI reduces employment in the industrial sector by
shifting plants to “new markets” i.e. developing countries, primarily due to lower
labour costs. Furthermore, FDI can have a positive effect on increasing the rate
of return on domestic investment and thus trigger the shift of investment from
industrial to the service sector and ensure reorientation and shift away from pro-
ductive investment. Krstevska and Petrovska (2012) point to the effects of FDI
on GDP growth and the improvement of export performance of the Macedonian
economy, similar to those of Montenegro.

Alderson (1999) considers and extends the concepts of positive and negative dein-
dustrialization, introduced in the researches of Rowthorne and Wells (1987), and
trade deindustrialization. Alderson (1999) points out that positive deindustri-
alization is the result of economic development and labour productivity growth.
On the other hand, negative deindustrialization occurs due to structural con-
straints in the economy and, as such, results in stagnating income and increasing
unemployment. Deindustrialization associated with the trade is determined by
the position of the economy in international trade, i.e. by achieving surpluses or
deficits.

Insights into the research so far have shown the orientation of economic theorists
to study the process of deindustrialization in developed countries. However, de-
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industrialization also took place in the so-called, transitional and post-socialist
societies, where the term of forced deindustrialization was affirmed. Namely,
through the harsh history, most economic reforms and development plans in
these countries were largely motivated by changes in political regimes. In addi-
tion, economic trends did not take a “natural course”. The processes of deindus-
trialization in these countries are represented in the papers by Mickiewicz and
Zalewska (2001, 2002, 2006). The authors define the so-called transition paths
that can be efficient and ineffective. In the case of an effective transition path,
GDP is below just before transition, as well as employment in the industrial sec-
tor. On the other hand, in the case of inefficient transition paths, higher levels of
employment in the primary sector prevail in the pre-transition period. Thiesen
and Gregory (2005) have analysed the transition processes in Eastern European
countries that have become EU members. The authors conclude that this group
of countries will need at least ten years to reach the development levels and struc-
tural features of Western European countries. Nevertheless, the global crisis has
slowed down the process of culpability and transition and its completion is un-
certain.

The latest research of the processes and determinants of deindustrialization in
the transition countries is contained in Beg et al. (2017). Using a dynamic panel
model, the authors determine how key factors and triggers of de-industrializa-
tion in the transition countries and developed European countries, despite the
widely-held opinion, do not significantly differ. In addition, the emphasis has
been re-introduced to changes in the structure of the economy, labour produc-
tivity and the side of the direct investment. The above mentioned indicates the
necessity of affirming investment in R&D and new technologies, as shown by the
example of Montenegro noted by Tomljanovi¢ and Grubisic¢ (2017).

By the insight into the research so far, the complexity of the concept of deindus-
trialization and its key factors have been established. The authors of this paper,
taking into account previous research, are approaching deindustrialization as a
process that arises as a result of positive trends in national economies, and is condi-
tioned primarily by the increase in labour productivity and the orientation towards
international trade. Globalization trends, therefore, underline the growing impor-
tance of foreign direct investment and the need to implement new growth engines,
i.e. investment in R & D towards industry development in new changed conditions.
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3. Analysis of deindustrialization in Montenegro
3.1. Research methodology

A descriptive analysis of the deindustrialization process in Montenegro has been
carried out in this research. Taking into account the previous research, the pro-
cess of deindustrialization has been analysed using a large number of relevant
indicators, namely: GDP per capita (current, US $), GDP growth rate (%), gross
added value of the agricultural sector, industry sector and the service sector (%),
employment between the ages of 15 and 64 (%), employment in the agricultur-
al, industrial, and service sectors (% of total employment), labour productivity
growth (%),foreign direct investments (% of GDP), current account deficit (%
GDP).

The analysis took into account the 2000-2016 period. However, in the case of a
certain number of indicators, data for the entire period were unavailable and in
that case, available time series were used. Key indicators have been collected from
a number of international statistical databases, including Eurostat and the World
Bank.

3.2. Deindustrialization in Montenegro

In 2014, Montenegro had a GDP per capita of 7378, 345 US dollars, which repre-
sents an increase of 4.53 times compared to the beginning of the observed period
(Chart 1).

Chart 1: Evaluation of GDP in Montenegro Also, the economy of Montenegro in

in the period 2000-2016 (current, US $) the period 2001-2013 achieved rela-
tively high average rates of economic
8000 growth, i.e. 3.9% over the whole pe-
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riod. On the other hand, the EU econ-
omy grew at an average of 1.6% (Eu-
rostat (1), 2017) over the same period,
confirming the convergence presump-
tion of faster economic growth of less
developed countries.

Considering the deindustrialization
process in Montenegro, it is necessary

Source: developed by the authors, based on to analyse trends in the structure of
the World Bank (1), 2017
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the economy. A three-sector model was used in which key sectors are: primary
(agriculture), secondary (industry) and tertiary (service sectors), i.e. their added
value in GDP. In the observed period, Montenegro has reduced the share of ag-
riculture in total added value. Namely, at the beginning of the period, the added
value of agriculture amounted to 12.46%, while in 2016 agricultural activities ac-
counted for 10.2% of total value added in the economy. However, these data point
to a significant economic backlog for the EU, with 1.52% of added value (World
Bank (2), 2017) on agricultural activities. On the other hand, the largest share of
the value-added services sector was expected, which grew in the observed period.
At the Montenegrin level, 69.3% of GDP is generated by service sector activities.
In this case, Montenegro expects to lower the share of services in GDP from the
EU (74.08%) (World Bank (3), 2017).

Chart 2: Gross Value Added by Industrial
Sector in the period 2000 - 2016 (% of GDP)

A decline in the share of the indus-
trial sector in Montenegro's GDP be-
gan in 2002 (24.11% of GDP), with
the exception of 2010 and 2013, which
continued until 2014 when the level of
17.74% was achieved. However, there
was an increase in the value of the in-
dustrial sector, whose activities in 2016
amounted to 20.5% of GDP (Chart 2).
Montenegro is still below the EU aver-
age (24.4% of GDP) with these values.

Based on the available data, it can be  soyrce: developed by the authors, based on
concluded that deindustrialization the World Bank (4), 2017

in Montenegro started in 2001, at the

level of GDP per capita of 1909.58 US Chart 3: Industrial production index in
dollars and the share of the industri- M°ntenegro, 2000-2015 (2010 = 100)

al sector in total gross value added of |
24.66% of GDP. This trend continued |
(with certain exceptions) until 2014
(industry share of 17.67% in GDP) and g
GDP levels per capita of 7378.34 US ¢
dollars. 40

2
Industrial production in Montenegro

has steadily increased from 2000 to
2007 (except for 2005), when the slow-
down and decline began, which was  source: developed by the authors, based on
most significant in the transition from  Eurostat (2), 2017
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2008 to 2009 (Chart 3). Namely, the beginning of the global economic crisis has
had a strong impact on the Montenegrin economy, which was also the case with
other countries of similar characteristics in the neighbourhood.

Various industrial production values continued after 2010. Nevertheless, 2014 and
2015 brought about a new growth in industrial production that should be con-
tinued in the future with the achievement and exceeding the values reached be-
tween 2004 and 2008. Data presented in Charts 1-3 indicate that the level of GDP
per capita in the entire analysed period (except in 2009, 2012 and 2015) increased.
Declines in the aforementioned years can be attributed, primarily in 2009, to the
negative effects of the global economic crisis that lasted until 2015. The economy
of Montenegro is still in the recovery period, which will require thorough and
effective reforms. Furthermore, the increase in GDP in the period 2001-2014 was
followed by a decline in the share of industry in GDP (except in 2007, 2008 and
2013) and by increasing the added value of the service sector. Based on the above-
mentioned data it is possible to get an initial impression on the deindustrializa-
tion process in Montenegro. Namely, it is evident that in the period 2001-2014
(with the exceptions mentioned above), it had characteristics of a natural process
resulting from economic development, which is the characteristic of developed
economies. Furthermore, in 2015 and 2016, GDP growth was accompanied by
an increase in industry value added. Such a situation in some way points to the
beginning of the process of re-industrialization, i.e. industry development in
changed conditions, which is also a priority set by the key development strate-
gies of Montenegro, which are explained in more detail below in the research. In

addition, data show that over the en-

tire period of time, economic growth

Chart 4: Employment of the population and a decline in the industry’s share in

aged 15 -64 in Montenegro in the period

2005-2015 (%) GDP were accompanied by an increase
in the index of industrial production.
6 Exceptions to this process are largely
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related to the onset of the global eco-
nomic crisis. It is possible to conclude
that, as with other European countries,
the global economic crisis has slowed
economic growth and developments in
the Montenegrin industrial sector.
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Further assessment of deindustrializa-
tion in Montenegro was conducted on
Source: developed by the authors, based on the basis of trends in total employment
Eurostat (3), 2017 andemploymentintheindustrialsector.




Employment was estimated on the ba-
sis of the overall employment rate of

Process of Deindustrialization in Montenegro

Chart 5: Employment trends in
Montenegro’s industrial sector (% of total

the population aged 15 to 64 in the pe- employment) in the period 2000-2016

riod 2005-2015 (Chart 4).

30

Data suggest that the employment
rate of the population aged from 15
to 64 in the observed period was con-
stantly increasing, with the exception
of the initial years of the global eco-
nomic crisis. In 2015, a level of 62.6%
was achieved. Furthermore, it is nec-
essary to consider employment trends
in the industrial sector, as presented
in Chart 5.

Source: developed by the authors, based on
the World Bank (5), 2017

The data presented show that employment in the industrial sector declined in al-
most entire observed period, reaching the level of 17.95% in 2016, which is below
the EU average (23.9%) (World Bank (6), 2017). Analysing other economic sec-
tors, it is possible to conclude that Montenegro has recorded a reduction in em-
ployment in agriculture and an increase in industrial sector surpluses. In the ag-
ricultural sector of Montenegro, 7.63% of the total population is employed (data
for 2017) (World Bank (6), 2017). On the other hand, the largest sector of employ-
ment is expected to be occupied by the service sector, which increased in the ob-
served period and reached 74.15% of total employment. In this case, Montenegro
achieves higher levels of employment than the EU average (70.91%) (World Bank
(7), 2017), which is certainly a positive indicator of economic trends.

It can be concluded that almost entire observed period of employment increase
in was accompanied by a reduction in employment in the industrial sector and
an increase in the index of industrial production, indicating the progress of the
relative deindustrialization process. However, such conclusions should be taken
with a certain degree of caution and take into account certain derogations dur-
ing the observed period. Therefore, in the case of Montenegro, it is possible to
talk about the process of absolute deindustrialization in a certain period, but to
a much lesser extent.

Contemporary globalization trends increasingly emphasize the role of foreign
investment and their effects on the process of deindustrialization. The analysis of
foreign investment developments in Montenegro is shown in Chart 6.
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Chart 6: Foreign Direct Investment in
Montenegro 2002-2016 (% of GDP)
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Chart 7: Trade deficit in Montenegro for
the period 2007-2016 (% of GDP)
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Source: developed by the authors, based on
the World Bank (9), 2017

It is evident that foreign investments to
the country increased almost through-
out the entire period. Consequently,
there are quite large deviations in their
values. The total value of foreign in-
vestment in Montenegro was 5.18% of
GDP in 2016, thus achieving a signifi-
cant reduction compared to 2015. With
such values, Montenegro is below the
EU average (5.055% of GDP in 2016).

In this case, a reference should be made
to Alderson (1999) and its considera-
tion of the effects of foreign investment
and the reduction of employment in
the industrial sector. The available data
indicate that such a trend was recorded
over most of the observed period (nat-
urally, with certain derogations), i.e.
foreign investment growth has in most
cases been accompanied by a decrease
in employment in the industrial sector.

Furthermore, deindustrialization can
be assessed in terms of the country’s
position in international trade, using
data on trade balance deficit/surplus,
which was carried out for Montenegro
for the period 2007-2016 (Chart 7).

Throughout the observed period, Montenegro realized trade deficit, which is the
characteristic of smaller open developing countries. It is, therefore, possible to
conclude that, in this case, it is about negative de-industrialization associated

with international trade.

As highlighted in the review of previous research, contemporary theorists, as the
most important factor of deindustrialization, emphasize the increase in labour
productivity. The limitation of this research results from the lack of a time se-
ries of data on increasing labour productivity in Montenegro. Namely, the World
Bank (10) states only data for the period 2012-2016. In that period, the average
level of increase in labour productivity was -1.6%, i.e. negative. Consequently,
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relying on Rowthorne and Wells (1987) and Alderson (1999), it can be inferred
from this point that it is not possible to talk about the process of positive deindus-
trialization in the case of Montenegro. Namely, as clearly indicated by the data,
reducing the share of industry in GDP was not the result of any significant and
large increase in labour productivity.

Of course, in the case of deindustrialization in Montenegro, it is necessary to
look at the historical and political concept, i.e. long-term functioning in complex
economic and political systems and a relatively late declaration of independence.
Namely, Montenegro adopted the Decision on Independence after the 2006 refer-
endum. Therefore, having in mind the above-mentioned facts, all processes in the
industrial sector have certain characteristics of forced and premature deindustri-
alization, characteristic for developing countries, which have long functioned in
systems where economic trends and reforms were often a direct consequence or
result of political (regime) decisions.

4. The perspectives of the industrial sector in Montenegro

The process of de-industrialization, carried out by an analysis recognized in
the Montenegrin economy, results in significant risks, which pose threats to the
emergence of a sectoral unbalanced economy, insufficient diversification and
high sensitivity to external shocks.

Industrial Policy of Montenegro until 2020 is the key development document that
sets out the vision, mission, purpose and goals of further industrial sector devel-
opment in Montenegro by 2020. In general, the basic purpose of the industrial
sector in the Montenegrin economy by 2020 is “to establish integration potential,
and to determine a strategic framework and priorities for industrial development,
which are realistic and achievable, taking into account the available natural, hu-
man and financial resources, which can generate increased employment, acceler-
ated innovative development of all regions as well as overall economic growth®.
Industrial policy of Montenegro until 2020 identifies key obstacles to achieving
competitiveness of the Montenegrin economy, with the greatest emphasis on the
process of deindustrialization, the dominant role of traditional export sectors,
and the low utilization of scientific research potential, regional inequality, and
the lack of investment in small and medium-sized enterprises (Government of
Montenegro, Ministry of Economy, 2016).

In order to increase economic competitiveness and achieve a strong industrial
base, Montenegro deals with the challenges which are divided into two key cat-
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egories: efficient use of input factors by improving core prerequisites for develop-
ment and ensuring and improving output performance at the enterprise level.
The first category includes challenges in the area of physical capital (the develop-
ment of all forms of infrastructure, the development of information and commu-
nication technologies and the increasing use of modern technologies), the devel-
opment of human capital (through education and training), the improvement of
the entrepreneurial environment, and the creation of a favourable environment
for increased inflow of foreign direct investment.

Furthermore, another type of challenge implies progress in the areas of trade
integration, the development of new high value-added products and the improve-
ment of institutional infrastructure. Regarding the identified key weaknesses of
the industrial sector, the key 2020 development goals have been identified:

1. Competitiveness of industry - Improving the business environment and
general conditions for achieving competitiveness and sustainability

2. Investments and finance for industrial modernization - improving the
investment framework for industrial modernization through better ap-
proach, availability and availability of finance

3. Innovation and entrepreneurship - promotion of entrepreneurship and
entrepreneurial culture for innovation, stable economic growth, increas-
ing productivity and employment

4. Market access - Simplification of trade procedures and facilitation of ac-
cess to domestic and international markets.

All the listed above points to the necessity of orientation towards the realiza-
tion of the process of reindustrialization, i.e. the development of industry under
changed conditions, with the emphasis on investing in research and develop-
ment and their products and the implementation of new technological solutions
in production processes. Such a relationship with the industry should result in
increased productivity, efficient use of available resources, and increased share of
high technology products in total exports. Consequently, that will have a direct
impact on improving the competitive position of Montenegro at the international
level. Furthermore, the creation of better conditions for the development of small
and medium-sized enterprises, developing and encouraging education and their
inclusion and linking with the economy, will lay the foundation for achieving
long-term and sustainable economic growth.

This approach is in line with the policy vision, which states that “The Indus-
trial Policy for Montenegro will create conditions for modernization of indus-
try based on knowledge and innovation and it will provide better integration
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into international market, through further improving the business environment,
supporting enterprises and entrepreneurship, and stimulating the use of modern
technologies with a view to creating new, and better quality jobs.” (Government
of Montenegro, Ministry of Economy, 2016).

In the context of EU accession, Montenegro needs to create the preconditions for
the implementation of EU legislation in the field of industrial policy, whose ba-
sic objectives include' “adapting the EU industry to structural changes, encour-
aging more environment for enterprises and risk capital, creating a competitive
environment conducive to enterprise co-operation and innovation policy and
technology development” (Pelkmans, 2006). Furthermore, Kandzija and Cveci¢
(2010) define the meaning, instruments, and key pillars of the EU industrial
policy. The authors point out that the purpose of the EU industrial policy is to
correct market failures through research and development policy, which results
in positive externalities and spillovers to other sectors of the economy. Also, the
industrial policy also works to correct institutional weaknesses that affect the
cost of adjusting the industry. The dismantling of the EU industry is based on
basic and auxiliary instruments. In this case, basic instruments consist of tax
incentives and subsidies, while in the group of ancillary instruments there are
guarantees, standards, public procurement and the “home equity” campaign.
Also, Budzinski and Schmidt (2006) points to the existence of instruments char-
acteristic of market economies (e.g. public property, price control, investment
control). However, the author emphasizes that such instruments are in principle
not implemented, except in those countries that have not gone to the capitalist
economic system. The EU's industrial policy is based on three pillars (Kandzija
and Cveci¢, 2010): 1) Institutional frameworks of the EU for market integration,
aimed at creating and strengthening the Internal Market of the EU based on
the measures and instruments of the joint competition, regional development
and social cohesion policies, and regulation and privatization; 2) Horizontal in-
dustrial policy, which includes newer instruments of action, and refers to the
whole economy (research strategies, incentives for innovation, entrepreneurship,
venture capital, competitiveness, public procurement), and 3) Sectoral or specific
industrial policy, relating to sectoral policies and interventions, clustering, cohe-
sion policy, regional policy and technology policy.

! These goals are the result of broader industrial policy principles defined at the beginning of the
1990s through two Bangemann memorandums. Then the Union departs from selective inter-
ventions for individual companies and industries by creating preconditions for adjusting the
overall market (horizontal approach).
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The overall industrial policy of the EU is based on interaction with other policies,
particularly with competition policy, trade policy, education policy, and above
all research and development policy. The objectives of research and development
policy are defined in Articles 179 to 190 of the TFEU, which emphasize that the
aim of this policy is to strengthen the scientific and technological basis of the Un-
ion industry and to foster the development of international competitiveness based
on multiannual research programs defining scientific and technological objectives.

However, modern trends in business and economic activity point to a constant
decline in the share of industry in GDP, and employment and growing impor-
tance of the services sector. Accordingly, the EU must define measures and create
favourable conditions for further development of the industry under changed
conditions.

Similarly to the Industrial Policy of Montenegro until 2020, in 2002, the Europe-
an Commission defined the key challenges facing the industry sector, highlight-
ing globalization, de-industrialization, technological change, innovation and en-
trepreneurship, and sustainability and new social demands. As a result, the need
for reindustrialization has been established.

The EU has recognized the importance of investing in research and development
in the pursuit of economic growth and industrial sector progress. This approach
is backed up by defining the Lisbon Strategy, whose implementation, however,
was relatively unsuccessful, lasted until 2010 when it succeeded in the 2020 strat-
egy. This Strategy represents the key development document of the European
economy until 2020, whose key goal is for the EU “to become the most com-
petitive and dynamic knowledge-based economy in the world”. The scope of the
Strategy is defined through key priorities, goals and initiatives. In the context of
consideration of the development of the industrial sector, it is crucial to empha-
size that the Strategy emphasizes the need to increase total investment in R&D
at a level of 3% of GDP and their focus on industry and entrepreneurship. Also,
of seven key initiatives?, four are geared towards further industry advancement,
namely: Innovation Union, Digital Program for Europe, Industrial Policy for
Globalization, New Skills for Workplaces. In addition, the Global Policy Agenda
for Industries is aimed at improving the business environment and developing
a strong and sustainable industrial base. Furthermore, the Innovation Union
strives to increase overall investment in R&D and facilitate access to finance for

2 The seven key initiatives of the EUROPA 2020 strategy are the Digital Agenda for Europe, Inno-
vation Union, Young people on the move, Efficient resource utilization, Industrial Policy for the
Globalization Age, New Qualifications and Jobs Program and the European Platform against
Poverty.
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SMEs and industrial entities, thus stimulating innovation processes and directly
influencing economic growth and employment (European Commission, 2013).

Strengthening industrial policy in years after the adoption and coming into
force of the Europe 2020 Strategy has been marked by defining several commu-
nications. Communication “Industrial Policy: Strengthening Competitiveness”
highlights the importance of launching structural changes and coherence and
policy coherence in the Member States with the aim of boosting economic and
industrial competitiveness and sustainable growth in the EU. In 2012, Commu-
nication “Stronger European Industry for Growth and Economic Recovery” was
adopted, aimed at the creation and implementation of measures aimed at foster-
ing investment in industrial sector innovation. In 2014, a new communication
“For European Industrial Revival” (European Parliament, 2016) was launched,
resulting from a number of weaknesses and obstacles to the development of the
European industry despite its “performance”. It is recognized that these barriers
could threaten the competitiveness of the European industry in the future.

A key challenge for the global economy, as well as for the Montenegrin economy;,
is the beginning of the fourth industrial revolution, i.e. Industry 4.0. Such con-
temporary trends will result in the emergence of smart factories and the complete
integration of information communication technologies into the manufacturing
process. The deployment and expansion of smart systems will result in the emer-
gence of a management system in which cyber-physical systems monitor physi-
cal processes, execute decentralized decisions and create a virtual copy of the
world, collaborating and communicating with each other and with people over
the Internet. The introduction of such systems multiplies productivity and prod-
uct quality, and thus competitiveness on an international level.

5. Conclusion

This paper has presented a descriptive analysis of deindustrialization in Monte-
negro, which is a growing and complex problem in other transition countries,
EU Member States, and a general process that has been recognized globally since
the 1950s. The analysis of deindustrialization has been based on the key indica-
tors that were analysed by previous researches and by taking into account the
attitudes of relevant economic theorists.

The scientific contribution of the research carried out arises primarily from the
systematization of the previous author’s approaches to the deindustrialization
process, which differs in the ways of defining and determining key elements and



Journal of Central Banking Theory and Practice

process factors. Based on the views of relevant economists, the authors provide
their own theoretical approach to the deindexation process, placing the focus
on the key role of labour productivity, investing in research and development
and international trade. Furthermore, de-industrialization, despite its long-term
development, is still a relatively undetermined process, especially in the Western
Balkans and other transition countries. Therefore, the scientific contribution of
the work derives from the orientation to the study of this topic in Montenegro,
which in the process of joining the EU must adapt its economy to the demands
and challenges of the EU Internal Market.

The research found that deindustrialization in Montenegro occurred naturally
throughout the observed period, that is, the reduction of the industry’s share
in gross added value increased, as did the share of the service sector and the
industrial production. However, throughout the industry, the consequences of
the global economic crisis are also present. Furthermore, in view of the increase
in industrial production growth with the increase in total employment and the
reduction of employment in the industrial sector, in the case of Montenegro, it
is possible to talk about the case of relative deindustrialization. However, cer-
tain derogations in the movements recorded during the period also point to the
presence of absolute deindustrialization process, but to a much lesser extent. The
effects of globalization trends on the Montenegrin economy are evident from
the increase in foreign investment, accompanied by a decline in employment in
the industrial sector and the continued realization of trade deficits. In terms of
international trade, Montenegro experiences negative de-industrialization. Data
on the increase of labour productivity, which represents the most significant in-
dicator of deindustrialization, suggests that, in contrast to the initial impression,
deindustrialization in Montenegro did not arise as a sole consequence of positive
changes in the economy, but other, very often non-economic factors, which is
characteristic of most developing countries. Therefore, in the case of Montene-
gro, it is inevitable to talk about forced and/or premature deindustrialization.
Also, the research mentions the term Industry 4.0, which represents the key de-
velopment direction of the industrial sector in the future. Such orientation will
significantly affect further development of employment in industry and changes
in the industrial sector.

Future research should focus on other Western Balkan countries and exam-
ine the specific features of the deindustrialization processes in these countries.
Namely, these countries require a full inclusion in the EU, therefore, it is nec-
essary to define quality guidelines and directions for their future development.
In general, as a key development work recommendation, the need for further
affirmation of reindustrialization in Montenegro is emphasized, which will be



Process of Deindustrialization in Montenegro

based on the implementation of innovations and other products of investment in
R&D in order to achieve economic growth and increase competitiveness of the
economy. This approach is also included in key EU development strategies and
represents a tool to face the key challenges of the globalization era, especially in
the industrial sector.
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