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The state and the transition
-Montenegro as micro state-

The process of establishment and functioning of rttegket economy system and

democratisation of the political sphere, beinggtbstance of the transition, demands
the change of the role of the state in the politgcad economic life, as well as of the

manner of the work of the state administration aiw@ versa. The transition of the

society and economy without the transition of ttegesand state administration is not
possible and vice versa.

| shall express in this article the conceptual-tb&cal aspect of the problem, based on
the previous experience of implementation of ecanoand political reforms in
Montenegro. The review will be primarily given fraime economic point of view.

The question to express the intention of the warla ivery simple manner could be
defined as follows: What are the principles to oiga the state, in other words the
state administration in Montenegro to enable fastansition, higher efficacy of
economy and prosperity of democracy?

| Conceptual basis
1.1. Myths on understanding of the role of the Stat

Should the State serve as a function of growthcohemic efficacy or be »worried«
as nowadays on economic efficacy? Should the ®&tproducer of services or of
orders? How far the interventions of the State ga® What are the relations amongst
political parties and the State? Where from a Guwent obtains the money for
redistribution? Should the Government and its nmgs govern companies? Should
state administration be professional or politicalbedient? How to restrict the power
of politics in the economy and society in general?

Those are some questions to be discussed on coatepid theoretical level. |
consider these questions within the contents of:

1. Present understanding of the Government with us;
2. Globalisation and information flows
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The present understanding has characteristicsvefalemyths on the State:

1. The myth on the State as a »superman«, which nteahthe Government
Is the one providing everything for us and takiagecof us. Likewise we do
exist and depend on the good faith of the Governmed its employees.

2. The myth on the Government as a great manageropinén prevails that
the Government and its ministers should see thasichrole in “managing”
of economy and managing of the business policypnbt for governmental
(public) companies.

3. The myth on the Government as a big investor. Thege@Giment should
invest in development; build roads, schools, andgeas. So public work is
the main starter of the economy and recovery oett@omy, according to
this myth.

4. The myth that the rules applied to Government ammegimental
employees do not apply to all other citizens. How traffic officer treats
violation done by his colleagues? What is the w8t if one of
administrators is fired?

5. The myth on universal regulation. That would melaat the Government
should regulate everything and be present everyavher

Generally we do understand the Governmermmadsrnalist state. That would mean to
be present everywhere, but to be very weak on theellof the practical
implementation of its functions. How to abandors thititude?

The abandonment of these myths leads to a new idwnking and understanding of
the Governmental role.

1. To abandon the myths means to shift over from tb#ective and
governmental responsibility to an individual onehieh means that it is
necessary for each individual to take over its ogsponsibility. That is the
essence of decollectivism and individualisationhaf society.

2. Governmental interference in economy should be maffi In any case it
should stay away from the business policy of theganies, what would
mean that the managers should search for the @atuon the market, not
through the Government and its subventions.

3. The Government cannot be the leading investor enettonomy. It should
primarily create the conditions for private investdo be the investments
holders. How will the Government obtain the monaythe investments?

4. To increase transparency and publicity, which me&msdesert the
discretion of the Governmental people and staredi@ablish the relations
based on institutions, rules and laws.

2 There are no doubts whether Government shouldhauld not participate in economy: directly or ireditly.
We do not even speak on number of functions ($ed:&echanic approach). Legitimacy of the Governtak
participation in economy is being discussed. Thatpis whether the Government raises its legitimaty
economy out of the efficacy and trust in its workoait of the attitude "The Government is the Gadll there
will be no discussions upon the matter.
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5. Instead of wholly regulations the market shouldrexp itself, as well as the
rules, entrepreneurship initiatives, creativity andovations. In general
that means the greater freedom for individuals iastitutions, which may
lead to decentralisation on all levels and inladl &reas.

How areglobalisation and information flows influencing the change of the role of
the State and the destiny of national states?

| would point out two universal trends caused by tfobalisation and information
flows:

1. Shifting of authorities up and down from the lewéthe national econonly
2. There will be no withering of the state, at least in near futuré

The first trend means the occurrence of internatiphayers (large companies, banks,
global communication systems, international orgatiosis, regional councils) affects
the States to be weaker. Also the part of autlsrihas been relocated to smaller
individuals (local authorities), due to technicaldaeconomic factors. Breaking of
borders between states creates stronger regiormahecbons and »neighbourly
relations« That means, the role of regional economy becomere important (for
instance ex SFRYU, Balkan region, the Mediterraretar)

The second trend is that apart of loosening ofstage role and its control, it will still
not wither. At least the state will remain to be thlace of identity of most of the
people, regardless who their employer is, as iddiais pay taxes to the state, obey its
laws, serve (when necessary) in military forces &y travel if having its passport.
But, the state will share the power more and moite ¥he other organizations and
integrations, meaning it will enter the concepsofcalled layered sovereigAtylhis
concept means that the major part of the natioma&reignty will be shifted to higher
levels: integration (international political andoeomic integrations). To become a
member of WTO, MMF, EU, means that you have alreaxbepted certain standards
not being standards of national state, but of tlowganizations.

Globalisation is mostly understood on two levelasit and trade flows, moving of
people and cultural communication. Cash flow aaditrg are actual global starters of
the globalisation. But the other less visible pahtglobalisation is more important
one. That is creation of international system désuspeeding up constantly. This
dimension of globalisation should not be negleatdle talking on organisation and
the role of the stateTherefore | find the idea of layered sovereigntyvadays being
important principle for a country in transition aisladministration.

% paul Kennedy: Preparations for 21st century

* See: Kenichi Ohmae: “The end of the national &t&®, London, 1995

® E.g. Northern Italy trades more with Alps courgrtean with Sicily, Alzas Moran with Baden Vinebengre
than with Paris.

® This concept was discussed several times by KitirbB meetings of Stability pact.

" See: |. Sullivan: Do not fear globalisation, Econist, may 2001.
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The outcome is that we have, from economic pointiefv, to abandon the myths we
were taught by Keynes in our strategic vision, agtdrn to Schumpeter. We might
say that Keynes was talking on the budget statk S@humpeter on innovative state.

Actually Keynes, marking the previous century, tetdifrom a hypothesis that:

1. National economies are isolated of the world’s eton and have
controlled flows with it;

2. The isolated state economy is completely definethbystate policy, which
means state consumption (macro economy).

Regardless of being Keynesians or not, we condgiausunconsciously follow these
two rules of Keynes. It is hard to break up witk tipinion that the superior state and
its government govern the economy!

Schumpeter declared that the state would burrif itsethe logic of the budget state
(all the money belongs to the state except thetlometate allows taxpayers to keep)!
Has the experience of ex socialist countries comdd the opinion? Schumpeter
recognised the progress in the entrepreneurshipiramolvations, not in the state
consumption!

Within the open world economy without economic level the role of the state,
which means the logic of Keynes, declines. Hereende not approach theoretical
discussions, but the role of abandoning and loogeof the principles, inadequate to
the new conditions. A new circumstance is the spdeattion and acting, instead of
usual traditional tardiness and slowness of thie $tareaucracy.

It is necessary in that sense for the Governmetmate minimal capabilities to act
practically, to adapt its organization and way ajrkvto the speed anformatics
society. Capability to adapt to changes and global treadndition not only for the
progress but also for survival. Thus the state,mmggstate economy, must be opened,
result and problem oriented. The confinement of #tate administration, e.g.
socialism, is such that it could function for longeeriod of time with papers and
correspondence, even in a case when the econonuitereshs would "disappear”!

How can the administration can get out of this wod and go to the world of
reality, how to go out of the worlds of its own ingrests to the worlds of interest of
the ones financing the administration? How to conwé from the production of
papers and restrictions to the production of resul?

The State should not cease to impose rules, thdene to secure, guarantee, pay
compensations. But it should not be the executiagtyp a manager, and a
businessman.
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In one word, the state imposes and guaranteesastis)dthe state guarantees the
freedom and execution of contracts. The state gteea property rights. The state
protects freedom of individuals, but do not impleni. The state secures and gives.
The state is untouchable!

1.2. Means to avoid supremacy of the collective overiaividual
To me this is the most important matter for oumsiaion and us! We do have

affectionfor_collectivism! It has historical origins, but it is also oneretidivism of
socialist’s logic.

| understand collectivism as supremacy of colleciwer an individual, transfer of
responsibilities from individuals to collective, ameng suffocation of individual
freedom.

Collectivism always exists when an individual waitscollective (the state) to resolve
problems and to take care of him. As equivalenth® care of the state, which
individuals expect from the state, is blind obedeand true faith in the state.

Larger transfer of responsibilities from the ecomomstatus of an individual to the
state is possible only if the state suppressesvithails through its bodies and
regulative and thus heads towards economic despofl$is will inevitably lead
towardspolitisation of the economic life That means that instead of market forces,
main economic decisions will be adopted in »pdditicircles« and therefore political
correctness becomes the criterion for the choidepaogress of individuals.

This way of understanding of the state may leadd amrtainly leads to
instrumentation of the state, using its apparailechieve the goals of specific interest
groups.

It is important to realise that the politicking of the economy leads to intolerable
spread of »the state omnipotence«

Political reform is not enough (multiparty systerhthe new system relies on the
same logiccontrol of the economy. It is insufficient to breadllectivism only in political
sphere, unless we reform simultaneously econondcsacial sphere, based on non-
collective base8.

Therefore for me it is very important to create enandividual liberalism, more
individual freedom, more individual creativity amshovation

8 Janos Kornai writes on different experiences dytite transition. One of them is that the destifthe
proposal which he has given to politicians relatedconomic reforms, has never depended on trengditly of
the arguments on which it was based, but whethiigiens wanted or not to hear the proposal, megni
whether the proposal strengthened their positiamobr The only exception was during occurrence of
unexpected or critical situations. (J. Kornai: Refdhe state, str.6)
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| would not define now subtle substances of thenter only insist on spiritual
development of liberalism. Personal character eflitberalism underlines supremacy
of individual human personality over any communijthough a man as individual
only within the collective finds his fulfilmentBut, the freedom and rights of
individuals are the foundation of each community, 8 the state.That means the
freedom and rights of individuals imposing limitats and restrictions to the state, are
leading towards the rights of individuals, famitpjnority, opposition and universal
religious communities.

| find liberalism governing of transparently adapteles.

That is why liberalism for me means refusal of &md of centralism, commands and
anarchy, spiritual, political or economical, thefusal of any concentration of
authorities. Hence liberalism may be understood»dscentralism«, as it leads
decentralisation and autonomy of the parts. Lilmrals freedom of lower parts of a
whole, as well as the freedom of an individual!

That is why I find that the state should be de@isid, as close to an individual as
possible, with as less intermediaries as possibteden the state and an individual.
So-called transaction costs will be decreased dt ®e the higher-level of the
autonomy of local levels of human societies willneressary. Each centralisation is
detrimental for the developmeht.

Concretely this means the strengthening of locahroanity, different institutions,

nongovernmental institutions, associations, fouodat etc. strengthening of direct
forms of democracy, in other words the philosophyileralism has two important
elements.

There are two important motives while talking dselialism.

The first one ismoral. That means to respect the norms of behavioug wasy of
limitation of human behaviour, behaviour of someiwduals, which could harm
some other individual.

The second armstitutions. Institutions are a sign of maturity of the sogiddlaturity

has been reflected in the fact that society is dbldgransfer from personal to
nonpersonal (institutional) relations. Institutionsondensate knowledge, being
cleverer than individuals! The aim of institutioissto consider the wishes of other

® Centralisation should be distinguished from thebglisation. Centralisation means that a highezlladopts
decisions in accordance with its authorities inriaene of a lower level. The globalisation meansi¢tude
global standards and procedures, skills and virbueall the levels. “Think global and work global”!
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people as well, not only its owfl. The institutions represent special way of
coordination of individual interests!

The state should strong enough to provide necegrargl-institutional frame to
provide strict fair play in the complete market eomy. The state has to impose
order, to guarantee the rules and contracts, tegrproperty and property rights.

So the idea of liberalism is against all mighty d@othl role of the state. But it is for
»minimised« strong state, instigating and releasirggindividual strength as well as
market forceslt is necessary to free ourselves of all the cultsf civilisation, over
regulation, over organisation and bureaucracy ovemind, to reduce the life to
natural, human, spontaneous, balanced and various.

| find that themarket economy proceeding smoothly within the established moral-
institutional framework established by the sta'ying on widely spread private
property and decentralised decision making@ igrecondition to prevent almighty
power of the state over an individual as well as creating of conditions to force
individuals to understand that they have to takeraesponsibility for themselves!
Reduction of the state power over an individual imhes accompanied with practical
readiness of the individual to do something for $efhby himself!

1.3. What is the economy

The later discussion on organisation and role efdtate administration in economy
demands definition of the term »economyx«.

We speak on »our economy«, »Montenegrin economyerbian economy«, »world
economyx,

The term »economy« is being understood implicithg a&xplicitly as if it refers to
some organism, economy is understood as one compaay creates question: »but
who manages those companies (economy)? Who is #@ia manager? Implicit
answer is: Government.

Unfortunately this is still dominant opinion on @womy with us, having as
consequence domination of the politics over economy

But the economy is not an »organism«. »Economydg}fidoes not have goal, aim or
carrier« (James Buchanan). The economy differs thercompany. While a company
Is legal foundation necessary for realisation afeatain entrepreneurial idea (shoe
sale, production of suits, tourists agency...) anchas its purpose - profit, the
economy isgroup of rules and institutions limiting the choice of most of the
individuals in mutually connected chain of interacions similar to a game.On the
contrary “better” and “worse” economies exist f@ack individual, entrepreneur and

19 pejovic Svetozar: “Economic Analysis of Institutiband System”, Klower Academic Publishers Gron
Dordrecht




The Sate and the transition

manager, which is automatically conducted to groopsrules, institutions and
institutional structure.

Consequently we have tleeonomyand companies (entrepreneurs). The economy are
rules, institutions, laws, culture, customs, traditwhilst the companies are players
the economy is the institutional framework.

We, the State, may influence only the institutiolelel, but may not interfere the
game. In the game itself the market is valid, whicbans laisser-faire. Each player
within the given institutions and given rules oéthame may freely seek for the best
solutions to satisfy its interest.

The subject ofour reforms could be only economy, which means institutional
framework . Transfer of emphasis to the institutional framagwand hypothesis that
laissez-faire principle rules it (with individualedisions and transactions), makes
absurd all proposals for reform based on the argisr& »national goals« as well as
the claims that the economy functions better iéclily governed by political factors
assumed to be almighty and good willed. (Buchanan)

Only individuals know which goals they want to aole and each interference with
the freedom of choice of individuals done by thatestwill decrease efficacy of
economic activities.

The importances of macroeconomic measures anddingbyr state organisation shall
be extracted out of this point of understandingtlid economy and differences
amongst the economy and companies and faith onhdimidual aims.

Il Principles on practical application of the preseated opinion on the
state to the level of a very small state

The concept of micro or minimal role of the state
Previously presented global trends brought me #&barhte the concept of micro

meaning minimal role of the state, which means giten for organisation of
Montenegro based on these principtes

| have expressed some opinions on organizatidviasftenegro as microstate, or small state severagtiin
public. Opinions on the concept are split and femogle, mainly politicians, accept the concept. dt i
understandable, as the concept of minimal statecesdthe power of politics and political parties\pbasizes
decentralisation and direct forms of democracyeaahomy.

While talking on microstate, small state or miniratdte, than it does not refer to physical sizepésple from
these areas are very sensitive on it, as thegidfuon conceited size is being broken apart) pbintarily on the
organisational concept, place and role of the stdtministration in economy. Within the concept mial state
means pleading for concept of liberalism, wherestiage has few functions only, but strong authtiosa in the
areas. So, | plead for “minimal and strong statestéad of present “universally present (maximat] weak
state”. Thus the concept may refer to small angelaountries, with remark that the appliance ofdbrcept
depends on the physical size of a country.
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Main thesis is that the type of reforms dependshensize of the state (number of
citizens, resources, geographical position).

| draw a conclusion on Montenegro as microstateammg the minimal role of the
state,out of the attitude on economic reform and the chae of a type of economic
reform. The most important is the attitude towards the il the state and private
property (attitude towards capitalism). | lobby foninimal and strong state,
establishing moral-institutional frame, providingairf play market economy.
Domination of the private property is absolute: area exists being unable to be
organised on private initiative, including most gbvernmental services, school
system, health, part of social policy etc. Domimatof the private property should be
understood as the domination of interests of imlials, domination of the freedom of
the choice and domination of competition.

All of it relies on sovereign individual! Individlity, freedom and property — that is
the man, said F. Bastifa.

Springing from it is pleading for liberal insteatiregulated reforms.

Liberal reform begins with total responsibility arfteedom of economy, lower
participation of the state consumption and freeaddraconomy, no subventions, free
market and prices, low taxes, low or completelyelddised custom rates, stable
currency. The bases of the reform are individuai$repreneurs and their ideas!

| understand pleading for liberal reforms on piditilevel as creation of the
conditions for foundation of a new entrepreneursglavhich means presenting of
people with entrepreneur ideas pushing ahead. @ilisation exactly relies on the

shoulders of the bravest entrepreneurs, individddie same is with the transition! |
do not believe in success of the transition if catried out by courageous, creative
people, people with ideas, people creating new eomeg, developing new fields.
Release of other people of the fear on those lohgeople is a part of the transition.

| also do not believe in a perfect game withoutgsaommitted! Can you imagine any
game with no fouls! The problem is not whether $ogkit or not, but if properly
sanctioned!

So | do not believe that the state administratdiaregarding who executes it, will
have power to implement transition course!

Regulated reform relies on the state and its ppation in the economy (in the game),
it instigates domestic rather than foreign compariiee state redistributes the largest
part of gross domestic product, public consumpisohigh, some prices of goods and

When | use the term microstate, it means concepfyaloach, but frankly speaking it dominates irtuksions
on other matters as well!
12 See F. Bastija: The Law, Global Book, Novi Sadd8,%tr.41
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services are controlled, inflation exists and i®ence of the politics is great
(»politisation of the economy is inevitable).

What is microstate or minimal role of the stateafTis the state having only basic
functions and institutions neededitbegrate with surroundings on one side antb
protect sovereignty of individuals and their freedon on the other side. Two key
characteristics of the system are arising outigfithsuch a state:

1. Openness of microstate in all the fields (»opernetpg)
2. »Small but strong governance« in protection of wgbf individuals,
freedom of contracting and contracts and propégtyts.

Microstate is, as | understand it, from the sizepof view, very small stateand it is
differs from a smalktate (like Slovenia for instance). The difference iattit should
rely on the public authorities even less than allsshate. Actually small state has or
tries to have all the functions and all entitide llarge state. So a small state is very
expensive one. If all the functions of large stateild be developed in a small state, it
would have the look of big hat on a small head.

Microstates on an average do not turn out worse thig states (Liechtenstein,
Monaco, Andorra, Hong Kong, Singapore). Some ewen but even much better!
This can be achieved if the states do not havearmist public authorities! If a very
small state relies on public authorities, the stdt@n it costs. It costs a lot!
Development is blocked by the weight of the costwindling is inevitable.
Montenegro should avoid it in each variant of istes profile! That is why | defend
the concept of minimal state; being understoodhasphilosophy to establish new,
modern state administration and its role, adeqigait@ormatics society.

If the public authorities are present all oveiisinhot only costly. In that case most of
population start working in the state or prostatdies. People’s dependence on state
becomes high. It jeopardizes sovereignty of theviddals and democracy in such a
country. In the same time if majority of productildour force is employed in non-
productive sphere (the state), than the questipnssed: who will earn, create income,
which creates domestic product to support the latgeber of people employed in the
state? If most of people work in the state, whatae national income? That is serious
economic, but also political question in microstate

Microstate, being very small state, has to bpen and integrated in its
surroundings. To be openrepresents the attitude for a small country teedéfthe
challenges of the surroundings. That contradices ltdgic saying that we should
defend ourselves by confinementby the logic of a hedgehog, who reacts on
everything coming from outside closing itself. Adgehog state. Exactly our myths

13 As Miroslav Prokopijev states, liberal reform is painful one, but hagdsetesults, while regulated one is
less painful, but results are worse.

Liberal reform has annual growth of 7-12% measusgdlong-term ratios, while regulated one has 2-5%
annually. Revenues duplicate in liberal reformibZryears, in regulated 15-35.

10
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on state and classical understanding of natioaéé #ad us to such a state, regardless
our wordily pleading for the opposite!

Microstates cannot expect to gain some benefitsgoactive in economic policy, or

macroeconomics policies. Macroeconomic policy isral of etatism, always at the

end directed to redistribution amongst companie$ state, amongst industries and
regions etc. Regardless the motives, macroeconpolicy are always sort of new

redistribution from one group of people to the othup of people, from one region
to the other.

Macroeconomic policy always expresses the faitht tha state can do a lot in
economy, that it can increase national income, thiatl without state activities the
economies would blow up. »The state is the bigdirctvhere everybody tries to live
on account of somebody else«, says Frederic BHstidso it is the result of the
belief that thereés something to be redistributed

It is important to understand that macroeconomilicpalways starts from certain
guantity of money for the state to dispose andritiste. That is the logic of
macroeconomic policy!

What could be redistributed in Montenegro on pregarel of the income and present
budget deficit? An attempt to establish equalitypoverty always costs more than
market stimulus if inequality in wealth! Especiaibng term!

If anybody in Montenegro, especially politicians/gallusions that by active
approach of macroeconomic policy lots of things bardone, than political
independence of Montenegro could disappoint theansaber them dowrin very
small countries democracy and transparency are mmach important than politicians and
politics.

Therefore, successful microstates don’t rel\staie paternalism(where a state takes care of
everything). First of all, they rely on private pesty and on capitalism! As Vladimir

Gligorov states this is completely understanddble country is very small, its internal

market is also very small. Efficient banks, entesgs, insurance companies... can’'t emerge
only on the power of that market; because suchrgmges are big compared to the size of the
economy. It is necessary to expand the market wfedtic products outside of Montenegro
through their effectiveness and attractiveness.

14 “The state is a great fiction, where everybodgstrio live on the account of the others. Todaynasarlier
days more or less everybody earns on account ofhallrest. Nobody dares to confess — o the contrary
everybody hides it even from himself or herself. avts happening then? An intermediary was inventieel,
state to which all the classes must address “Yloo may take fairly and justly, take fro the sociatd we will
include ourselves in distribution.” The state, al@nds to follow such a diabolic condition too thuas its
management comprises of ministers and state clebkifly people who use each opportunity out ef blottom

of their hearth, as everybody else does, to ineréasr wealth and image. The state quickly getsalivantages

to gain out of the deeded. It is content to be &blee the judge and master of the destiny oftelgeople, it

will take a lot as a lot remains for her as welincreases the number of the privileged ones atiteaend takes
the lion’s share”. (Bastija: “Visible and invisibi|estr.8)

11
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Here, once again, | want to accentuate the imdactaoket size on the reform type. In fact,
the greatest and most successful companies mustrharket outside of Montenegro. This is
achieved by providing conditions for more efficiémbctioning, better quality and product
efficiency of the companies of Montenegro.

Automatically, the consequence is that economiesiofessful small countries can’t be over-
regulated and closed. They represent more curoemiognies.

This approach requests the respect of private pigpes profit logic and its

entrepreneurial logic. Entrepreneurship and business must become genacaliyted social
values. Success must be praised more highly antbeuslerated! This requests a complete
change in the current system of value and in thgafahinking.

Here, | want to emphasize the need to protect prppights and the freedom of creation. It
IS necessary to build institutions for protectidrpmperty rights (for example: courts, land
registry) as well as to create social atmosphexewiiil stimulate successful people, creators,
and innovators. That represents the abandonmamaif-town mentality (R.

Konstantinovic), that is small-town logic that ststhat everyone who is working and
successful is suspicious and should be prevenoed that.*®

This is how we reach the crucial step when a vergliscountry is concernegconomic
power is greater than state power.If that is the case, charms for establishing figacchic
system (state privatisation) are lost. Therefdre,dligarchic system is not attractive in very
small prosperous countries.

In other words, if a country is very small andtiloesn’t have strongly regulated economy,
owners of big companies don’t have motives to pisesthe state. They don’t want to
represent means for attaining the aims of the .stétat is to say, they don’t want to establish
the oligarchic system. If an internal market is Brmad if the economy is not strongly
regulated (for example: quota, subventions and eftat is the advantage of state
privatisation and state controlling?

However, the warning of Vlad Gligorov concerningeasf my texts is acceptable here.
“There has to be a public opinion that supportstahgm for Montenegro to accept it. It is
important to state to what extent socialism exeftaence in Montenegro, not in the sense of
ideology but in the sense of interest. An indepahd&ontenegro neither could provide the
same (previous) level of social services nor sigaift transfers of budget®.

The liberal type of the reform implicitly means piding conditions for emergence of a new
entrepreneurial elite, of new people with entrepreial ideas and management capacities,
which can shoulder the burden of development! As@nt civilization rises on the shoulders
of brave and venturous individuals, the most ahtkthe most venturous people should carry
out the transition in Montenegro! Those people lwafound, stimulated and kept only by
market institutions and structures and by governmgas, freedom and the protection of
contracts and property rights.

15 The best indicator of this logic is the fact thabple always behave as experts when someone jelsés
concerned and are not occupied by their own job.
18 Internal correspondence with professor Vlad Gligothe expert for economies in transition in thakan.

12
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Thereforethe liberal type of reforms in Montenegro should ceate the atmosphere
where market is more important than state; where eenomy is more important than
politics; companies than political parties.Doesn’t this speak about a difficult
implementation of the reform? Isn’t this a partieé answer to the question: Why are we in
the phase of belated reforms?

2.2 Macroeconomic policies in micro-state

Macroeconomic policies represent the set of meagaken by the government in the area of
economy, with the intent to increase economic efficy. However, macroeconomic policies
should be understood as means for connecting galiaind economic sphetelndeed,
political parties that win elections in order tdfifttheir manifesto lead adequate
macroeconomic policies that influence economy ihatdustry. For our analysis, it is
important to understand at least two charactesigtianacroeconomic policy:
Its political dimension — macroeconomic policiesédaolitical issues as targets
Macroeconomic policy builds into itself interestgarticular groups (macroeconomic
policy is a visible arm of the state instead ofransible one, which is the arm of the
market).

How those two characteristics of macroeconomiccydbgether with the fact that
macroeconomic policy always means certain redigiob influence the organization of state
administration in a very small country, in otherrd®, in a microstate in which the state has a
minimal role? (Here, | would like to remind a readbout already stated principle of layered
sovereignty).

Here, | would like to explain more thoroughly theeyous thesis about the limited impact of
macroeconomic policies in a small country. In félog issue is about the monetary policy,
foreign trade policy, fiscal policy, developmentipg, and social policy...

In other words, the question is: What are the aitthe of state administration in this area
and to what extent those policies influence thenization of government administration?

Monetary policy in Montenegro was based on introduction of the German Mark (),999
which is on the introduction of the Euro (2002)isTimeans that Montenegro renounced the
instrument of monetary policy. At any rate, the ssauence is a political risk. If prospects
for investment and doing business are not madacéite, the domestic capital may leave the
country and provoke industry recessions and cngbigh can’t be without consequences of
political impact.

Furthermore, this means that that the construaiforew institutions and a new industrial
system is more important than monetary policy.de, of the prerequisites of the Euro
efficiency is that foreigners own a grater partht@ banking system. The reason for that is
that foreign banks have the access to the Censnak B the country they come from, which
makes up the absence of central banking in thetopwerein they function (in this case, in
Montenegro).

Liberalization of foreign trade policy and the abolition of all barriers is a form of iio&l
responsibility to a greater economic efficiencyeTimportance of a free flow of goods and
money is great. It is necessary to abolish allieesiin a free trade. Every barrier enlarges

" See Miroslav Prokopijevic: Constitutional EconorBglgrade, 1999.
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transaction expenses. It is important for a verglsoountry to respect the logic that in the
economy there are no more important national amisaaeas of special national interest.
There is only the logic of a greater efficiency axgpansion of the market for domestic
products and serviceglin this sphere, a macro state doesn’t have soewapevers, except
the need to organize professional customs serthegtsvould protect from black market,
from the trade with forbidden goods and that waarigkect international standards of goods’
quality!

Fiscal reform is a prerequisite for implementation of structuf@nges and privatisation. It
is also the most difficult reform, the reform tlirtcircumstances of the existing
unemployment and the industry structure may givg the long-term results. In the
meantime, Montenegro will have to have the help with make the reform more promising
and more efficient.

A greater transparency and publicity of the budgetneeded. The approach that creates the
budget starting from expenses should be abanddviglal that kind of approach, it is difficult
to provide a financial discipline and the stateengiture becomes a means by which
politicians buy their votes.

The Budget needs to have the character of the egarding its amount and its structure,
which enables its control by the Parliament andsparency and well-informed pubfit.
Every amendment of the budget must include thecuapiof the Parliament, with a clear
balance between the increase of budget expensdbesdurces for that increase.

Reqgulatory policy of the infrastructure activities is a new area (fagion of
telecommunications, energy supplies, water suppiess media...). The issue is about an
economic regulation and not a pure administrative. @he regulatory body should be in a
small and basic extent responsible to the Parliaif@l not to the Government).

Development policy.In a very small country the state cannot appeamwasstor,
because it doesn’'t have the means for that. Fumibrey, its ability to debit is not as
great as the ability to give guarantees for crediterefore, the state should provide
conditions for attracting private capital. In order that to happen, it is necessary to
have a clear, strategic, developing vision esplgciedm the aspect of state’s fitting
into the economy of the region.

Special areas of the development policy shouldriwestment in education and knowledge,
in informatics, technology and protection of enwingent!

Therefore, in micro state, in other words in a v@mnall country, the importance of its direct
measures in the area of macroeconomic policy bilstation decreases, whereas the
importance of activity in the area of developmeuiiqy in the sense of creating the
atmosphere for investing, for infrastructure, fovesting in knowledge and environment, as
well as providing conditions for political and salcreforms increases.

18 See: The Centre for Entrepreneurship and Econben@lopment: Barriers to doing business in Montengg
Podgorica, 2001
¥ The Parliament of Montenegro adopted the Law odg@t
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The point of the stated review of the essence wfesmacroeconomic policies is that a new
role of the state in those areas should be conth@gth the organization of the state
administration.

2.3 Therole of private sector in provision of public seces

One of the issues regarding the new understanditigeaole of the state administration is

how to finance a part of public services by the eyoof private investors? In fact, it is not
guestionable whether or not the state should peoséties of public services, such as

parking, education, various administrative serviaesrder to provide better life for its
citizens. Here, | think about a clear legal framdwthat relates to execution of public

services pursuant to contracts of leasing as mamagfe concessions and agreements such as
WTO. Is it necessary that the state authoritiegesigencies, secretariats, ministries exist in
order to perform all those services? The intereswvery citizen is that those services are as
cheap and efficient as possible. The citizens dwewe a special interest for those services to
be performed by state authoritf&s.

2.4. Transparency and the role of the transparency imacro state

How can personal relationships that dominate ierg gmall country be replaced by
institutional relationships? The reform of evergtetadministration implies a greater
transparency in all activities, especially becabhgetransition experience in the last 10 years
has been negative. In fact, many state activite®stments and public purchases are done
more through the mechanism “face to face” thandspecting the public and the
competitiveness of procedures. This influencediamafluencing a general negative
transition image.

Transparency represents the reduction of functipoader of an individual, not only in the
administration, while making decisions. In otherrdg) it is the reduction in the usage of
functional power for private purposes.

Transparency has an ethereal quality and it mdaasness. The implementation of this
approach represents the opening of state admitstriwards the public, the abandonment
of the concept called “the black box” (only few p@ns can know what is happening inside)
and the existence of so-called secrets of geneateiast.

One of the measures to improve transparency adohimish a prominent corruption is a
greater investment in the state administrationi@@gant, working conditions and
professional knowledge of every employee) as wethbasing salaries of people working in
the management, because those are the only watisndate them to work more efficiently
and more transparently.

The consequence of this approach is the need teaksadministration in order to increase
its professionalism.

However, a higher level of transparency impliesicleles regarding the battle against
corruption. The battle against corruption, amoreyrést, implies a sound management of
enterprises (corporate governance), which mearegtdate the supply side — where the

20 See: Janos Kornal: Reforming the State, Cambridgajersity Press, 2001.
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money comes from. This certainly comprises cleaoagting rules and standards. But the
demand side should be regulated as well — theraystéhe state administration. There
important are the system of public procurementtrobf customs etc. Also cease of
contingences and quotes will decrease the cormuptio

It is important to establish both demand and sugplg a system of rules to prevent
corruption to occur and repeat, this would conttadne logic: to catch one red-
handed and than continue to do the same. The ¢mmup produced by the system! A
system of rules preventing corruption should bealdisthed! Accordingly, it is
important to cease conditions for black economyopRe in black economy are
actually cut off the economy. There where blacknecoy is high, few people have
the access to the economy and globalisation.

Precisely that division of people who do not hameaacess to the economy of the
State (grey economy) and those who do have thesscoeainly under privileged
conditions, destroys moral, and not only moral bafséhe society and economy. And
as | have already pointed out, the moral is a costene of liberal democracy and
decentralised economy. Thus pleading for liberalisneans pleading against
corruption and fight for transparency.

Independent institutions, associations and NGO's

It is important to form independent institutionsssaciations and NGO's. Their
importance is in constant pressure on the stateadbpt efficient and fair decisions
not only attitude and willingness of the state ngportant, but the pressure of the
public and demand for good institutions.

It is important to establish independent instim§oand associations acting as
independent groups, the pressure they execute bmieg of crucial factors in
foundation of market economy.

The pressure of the strong NGO sector in a mict®stgimportant for an efficient
functioning of the model of representation demogrdGO allows large number of
people to be directly involved in implementatiortloé reforms.

In that sense business associations and assosiatigreople could be counterpoint of
the power of political parties.

Il Entrepreneurship economy — the basic type of tke economy in
microstate and the base for democracy

3.1. Microstate and development of the entrepreneurshigponomy

The type of entrepreneurial economy is suitablenfimrostate. It is the economy, as
previously mentioned, where the market is more g than the economy, large
companies than political parties, economy rathan tholitics.
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In general it is the type of economy where the Kagtor of development is

entrepreneurship, which means the economy baseldeopromotion of the power of

economic life of free people, initiative of empl@g and companies where they
produce goods and services, thus creating natioredlth. The importance of

intangible factors of the production in such anresay is huge (knowledge, time,

space, information), as well as the importancesofises.

Entrepreneurship economy focuses the knowledgeaticity, quality, higher
technological level; initiatives of the people, dlhend medium companies are the
backbone of the development. Only through the fbing of entrepreneurs’ energy
Montenegro could solve its biggest problem- unemplent. Only in such a manner
the people may get the hope that transition coollkstheir problems!

Foundations of a new economic structure — new samallmedium size companies are
the backbone of the transition. In some countilesPoland for instance, the majority
of jobs and new posts appeared out of small andumesize companies. The lectures
of the transition countries are pointing out thayatem has to be built up and changed
firstly, and only then we should talk on microfisamy out of other sources. That
means that the concept saying that "not writteams forbidden™ should be changed
to "all not strictly prohibited is allowed’. Tha iransfer from the command economy
to entrepreneurship and creative society.

Global market requests the policy to employ peopierease productivity of
companies and individuals who create and incrdaseadtional wealth.

In that sense it is necessary to:

1. Improve the conditions for investments in Montemegrespecially
infrastructure (roads, telecommunications,)

2. Financial and monetary discipline and stability

3. Development of the strategy to increase competiteond to break
monopolies in all areas.

4. Agreements with workers and companies, as the werkecept with full
responsibility the risk of competition in the gldlbmarket, so firstly to
invest in knowledge and education of workers, al agin the companies
to make them more efficient for investments.

5. Pledge to cease all trade barriers in Montenegdonathin the region.

Briefly, if citizens of Montenegro want to live atber life in the future decade they
will have to produce more. The concept of micrastatas presented due to the
assurance that it is the best possible frame wtiereentrepreneurs and successful
companies will be evaluated at their best, wheee fteedom of creativity will be
protected and highly estimated.
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3.2. Interconnection of the entrepreneurship economy addmocracy

Underlining of the importance of the entrepreneyrsaconomy, which means
business could create an impression that | havdecteg democracy; being a
summary of political, social and cultural needswofindividual*

This time | would present, more as a thesis, im@nection between the business and
democracy.

The key question is: is democracy appropriateHeridusinesses?

Although non-democratic countries with high growlth exist, in a very small country
like Montenegro, connected with different personabnnections, long-term
development is not possible without democratisatbthe society. That means that
democracy has to be the base of the business iicrastate. The business has to
provide that most of citizens believe in betterufet and to collect revenues of
developing of businesses. Especially developmenthefeducation, social welfare,
decreasing of social injustices. But, it is impattéor the business that there is real
and interest related interconnection between tlima@ay (growth) and social policy
(development). The areas of these policies shoerld b

1. Anti-command and non governmental, meaning the neepromote the
private sector (market and non market participantbpth areas

2. Anti-populist — avoiding unreal promises and eviolo&l redistributions of
the income

3. Anti-corruption — not to be addressed to certasugs and individuals.

In general the interconnection of political an emmic freedom of an individual in a
microstate is high, even higher than in a largeéest@hat is why | find that the
freedom in all areas is the main principle of thrgamisation of a microstate, and
protection of the freedom is the main function wéls a state.

15| shall not enter subtle theoretical relations agst business and democracy. | direct the readeseo
excellent book prf. Dr Miroslava Prokopijéai. Constitutional economy, as well as the book;iiBss and
Democracy, Washington, CIPE, 1999.
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IV A new institutional system

Foundation of the new institutions becomes theressef each economy and social
reform. The institutions are the frame for the nearjame, influencing behaviour of
the participants of the game, the state includédeading for the liberal type of

reforms comprises building of a new institutiongdtem based on following:

Private property in all the areas and protectiongifts of owners
Internationalisation of the economy and daily (ib@en society)
Freedom to contract and protection of contracts

Protection of human rights and establishment otiethhic society®

PP

Foundation of a new institutional system (laws,utative, institutions of integral
market, institutions to support entrepreneurshipn governmental sector,) is the
condition for essential long-term changes. Theitutsins are, as | have said,
condition of long-term efficacy and in the samediexpression of the maturity of a
society. The maturity means the capability of aiety to transfer from personal
relations and personal connections to institutioakdtions. This should be especially
hard to achieve in a small state, where everybodgwk everybody, like in
Montenegro.

The real danger existing in such an approach (giumportance to the role of new
institutions) is increasing of the state admintstrain Montenegro. What that means?

Institutional reform demands establishment of nestifutions, but ceasing and
transformation of old ones as wellhere is a real danger of foundation of new
institutions _keeping the old ones. That would increase physically the sate
administration, and even worse, create conflicteragat entities and cause decrease
of their efficacy. This problem was not broughtwmil now out of practical reasons,
which would be to create the shell of a new insbnal frame by creating several new
institutions (e.g. central bank, Securities Commiss Registrar for the shares,
concept of regulation of infrastructure), which wbas a snow ball spontaneously
develop, with the need to cease the work of sortidge=nor to reduce some ministries,
which have not occurred.

A new institutional system, which means state adstration on all the levels, should
fulfil several principles:

1% The essence of the principle has been explaindtkibook: dr Veselin Vukati"Conceptual basis of the new
economy system in Montenegro”, ISSP, 1999.
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Practicality, which means efficacy to produce needed results fo
citizens primarily, then entrepreneurs and comganie

Rationality, which means that total costs of maintenance dareate
big burden for citizens, entrepreneurs and comganie

Immediateness which means relations as strong as possible leetwe
the state as producer of services (with as lessm@diaries as possible)
and the users of its services (to quit complicgteacedures) and to
decrease transaction costs.

International _character, which means capability of the state
administration to be prepared and organised (kndyde norms of
behaviour and technical equipment) to communicdth mternational
environment (international corporations, internadio associations,
international institutions etc.)

Transparency and publicity, which means introduction of an
institutional relation and cancellation of the meral relationships in
execution of public jobs and availability of thetal@n work of all state
entities (‘top secret” diminishes to the minimufrsuch a thing should
exist at all in a very small state);

Anticorruption , which means to suppress possibilities for usafye o
public jobs for private benefits, which include iioily high degree of
deregulation, publicity;

Professionalism establishment of very professional (not political
meaning obedient one) state administration, whiohld/guarantee with
its organisation, knowledge, position in the stioetof authorities the
stability in implementation of the state businesdetng independent of
political turbulences, state administration havirgpod working
conditions and high wages as a reward for efficraok.

It is very hard to input these principles into reahfiguration. So it is not possible to
give final solutions. It is the process to last mlanger, certainly over a decade.

In that sense in my opinion following practicalere extremely important:

1. Reduction of the public sector and condensing @& #issets in that area.
Privatisation of public companies and certain fior in the companies create
reduction of the strength of the state in areas etdctric-energetic,
telecommunications, airports, water supply etc. $trategy of marketing of

7 Admin expenditures consist minimally of two parts:

1. Direct, budget costs
2. Transaction expenditures of the users of serviggecédure expenditures), which can be
expressed in money, time which was or refraininge# ideas and attempts.
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the state administration and creation of so caligdrid organizations, like
public-private partnership, supposed to loosen line of division between
market sector and system of the state adminisiratio

. Decrease of administration on all the levels: mipailcup to the Parliament of
Montenegro. Consequently the Government of Montemsfgould be reduced
to a few ministries, respecting the mentioned ppiles. | would rather not

discuss the areas to be covered by the Governifieat.should be the subject
for further discussions! But in my opinion all econic ministries should be

»attacked«, secretariats, reorganisation of thievef, strengthening of the role
of the state in sports, environment, sciences aclthiblogy, foreign affairs and
security.

In the same time most of governmental areas bemggruauthorisation of the
state to be stimulated by the state should be @edexclusively engaging
private sector and local and foreign private ageneis Do we really need
state entities to stimulate entrepreneurship orestonal or foreign company
licensed through tender procedure would be abldotat? Or promotion of
foreign investments in Montenegro: wouldn't it better if some private
agency from Britain, USA, Germany for instance vabdo it, or promotion of
tourist economy!

Does complete pension system has to governmentat oould also be
privatised? Similar situation is with social spHdtducation sphere!

The idea exposed here is not that the state shmrdd certain functions of
general interest to free market! The idea is tlatestvould be the market for
private sector, meaning that the money allocateckttain areas in the budget
should be transparently allocated not through hwaoesdic state entities, but
through private agencies and companies.

The idea is essentially very simple: just liketa® ministries buy their airplane
tickets with private agencies (they do not form iaistry for airplane tickets)
most of the state functions could be organisediaripi

. Security matters will call for uniting of Montenegm regional and European
associations. Montenegro has no need or posshkilio have the army. The
police would be the professional force to proviéewity. Montenegro does
not need military forces, but professional policed aprofessional custom
clearance services.

. Decrease of police forces, higher professionalisrd anprovement of the

working conditions and wages.

. International presentations, embassies, represggatin international

organisations. Having in mind the importance ot&ic communications in
general, as well as the need to rationalise allices, only some of the most
important points should be covered (Bruselles, Magon, Moscow, Vienna,)
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while joint representation with other countries Icobe established on other
points.

6. A new regulatory mechanism in the capital marketadirectly connected to
Parliament (e.g. Securities Commission, Regulat@gncy etc.).

7. Complete economic legislature should be basedhbmndi basis and regulated
through essential rules, free flow of productsyeess and people, capital, with
professional appliance of all EU standards.

8. In the country pleading to be tourists and to abllecomes on tourism, a
reform is necessary in the educational area andatka of increasing of
communication abilities of all the citizens, e.gtroduction of the second
official language — English, aside of Serbian, lvees necessary.

9. Larger investments in culture and art, allowingetéd individuals to use
software and informatics technologies (being pami@rnational companies).
10.Modernization of the work of the state administratiand decrease of the

paperwork, which means to use computers and infocangystems.

11. Demonopolization of quasi-state institutions (cbam of commerce,
associations, funds) and development of privaténkess associations.

12.Changes of the positions of unions and developnaénthe syndicate of
employees in the new private sector.

13.Development of independent institutions and NGO's.

14.Development of private entrepreneurship in mediaw nregulative and
breaking of the existing monopolies (private aradest

15.Creation of the conditions for normal family lifef doreign citizens in
Montenegro (schools, kindergartens,)

16.Enlargement of transparency of work of politicattigs and larger publicity on
the sources of financing and fund allocation.

17.Demonopolisation of the school system and the Ugitxe Encouragement of
private initiative in the area and its internatilgetion.

18.Development of philanthropy activities (enablinginduals and companies to
invest in various forms of donations and charityrkydax released plus other
special rights).

19.National program for development of sports (amatand professional),
particularly motivating companies to support sparid invest in the area.

Each of 19 previously mentioned activities (apdrtnamerous other) represents a
separate project! But it is important to understtrat all these activities are not being
the result of the pure enumeration, but resultiog af the concept of microstate
(meaning the concept of maximal freedom of thevildials and companies).

In my opinion it is not possible to do the trarwitin the domain of the economy, not
changing anything. These changes are stipulatedheaydare coming out of the same
conceptual understanding of the role of the stai@ market in the economy and
society in general.

Practical implementation of the thesis (and lotottiers) requests time, planned
activities and political consensus!
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Presented concept of the minimal state administiagives only essential shades of
the philosophy of the state. Further discussion# evould test it from the practical
side and requested conditions. In any case | watttqubint out the danger of the
invisible spreading of the state administration atsdinfluence during transition
period, which would be, by my opinion great danfyerthe future development of
Montenegro.

| am still confident that an individual, its freedoand property should frame the
borders of each state organisation and state aiyth©f course, only if an individual
does not choose or accept the road leading to taslslavery!
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