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Main Messages

* Montenegro’s high public sector wage bill reduces fiscal space for social sector or capital
spending and debt reduction.

* The high wage bill is driven by the unusual large number of public sector employees while
wages are on par with the private sector.

* The large public sector does not seem to result in higher quality public services.

* In fact, the share of Montenegrins reporting to be satisfied with the quality of public services
has declined since 2010

* Reducing redundancies and overlapping responsibilities in staffing, making e-government
services more accessible, and strengthening recruitment practices based on merit would help
contain the wage bill and raise efficiency of the administration.



Can Montenegro afford the current
levels of public sector wage spending?



Montenegro spends more of its resources on public
sector wages than neighboring countries...

The public sector wage
bill as share of GDP
declined in recent
years due to
consolidation efforts
but was still higher
than in neighboring
countries pre-COVID-
19.

Wage bill, % of GDP
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Public wage bill as a share of GDP across Western Balkan countries
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Source: National statistical office data; World Bank estimates. Note: Consolidated general government total wage bJII.
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...reflected in the wage bill that has been increasing
steadily over the years.
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Source: Ministry of Finance, Annual budget plans and execution reports.
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The lack of progress in
implementation of the public
sector optimization plan
resulted in increased staffing
and consequently higher
wage bill.



High public sector wage bill reduces fiscal space for
social or capital spending and debt reduction.

Composition of public spending
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The high public sector wage bill does not seem to be driven
by high average wages of public sector employees...

Public sector wages in Montenegro are on
par with the private sector after
accounting for workers’ age, gender, and
education. Only for the age group above
60, public sector wages were up to 10%
higher.

Wage premium in percent
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..but by Montenegro’s relatively large number of
public sector employees.

Average share of public sector employment across countries
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Does the high public wage bill buy
Montenegrins better public services?



The large public sector does not seem to result in
higher quality public services.

Share of the citizens satisfied with public service delivery
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The share of Montenegrins reporting to be satisfied with
the quality of public services has declined since 2010.

Share of the citizens satisfied with public service delivery
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Consistent with the low perceived public service quality,
Montenegro’s government effectiveness indicators trail the EU

World Bank Government Effectiveness Indicator
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Source: World Bank Governance Indicators, sub-indicator on government effectiveness, 2018. 12



What can explain the low perceived
government effectiveness?



e-government index [0,1]

Despite recent progress, Montenegro’s e-government
services trail that of EU countries.

Limited progress in e-government services
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Few Montenegrins use e-gov services: only about 10 percent
used the internet to download or send official forms in 2018.

Mostly information and
forms are on-line, users still
must download, print, fill
out, and physically obtain
authorizations from
agencies for the service.

Percentage of individuals using the internet
for downloading official forms from public
authorities in Montenegro
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Percentage of individuals using the internet
for sending filled forms to public authorities
in Montenegro

35% A
30% o
25% A
20% o
15% A

10% A Py

5% ——EU28
X —— Montenegro

0

T T T T ]
2008 2010 2012 2014 2016 2018

Source: Eurostat Information Society Indicators



Despite a relatively high share of highly educated in the
public administration...

The share of civil servants by level of education

%

Montenegro’s public sector has
traditionally been the most attractive
sector for young and educated
Montenegrins, partly due to perception
of job security and limited
accountability...
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Source: Human Resource (HRMIS) data on over 13,000 civil servants.
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..half of high skilled Montenegrins consider leaving the
country to work abroad.
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All age groups are represented in the public

administration...

Although the median age of civil servants
is 45, there are twice as many employees
older than 60 than those younger than
30.

The share of civil servants by age groups
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...and a significant share of all younger than 40 are

highly educated.

More than half of all civil servants
younger than 40 have higher education.

The age distribution of civil servants by gender and level

of education
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But inefficient recruitment practices appear to be part
of the low government effectiveness.

To which extent is merit a criterion for
recruitment in the public sector
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Inefficient and unjust recruitment
processes and politicization of public
administration discourage and/or prevent
skilled graduates from working in the
public sector.
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Source: VDEM, World Bank 2018. 20



Moreover, the public sector frequently uses temporary
service contracts which are often poorly planned,
managed, reported on, or misused.

Temporary service contract expenditures — central

government
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Source: Ministry of Finance, Annual budget plans and executions, 2013-2019. 21



Is there gender equality in the public
administration?



Women are not underrepresented in the civil service...

The share of civil servants by gender

men

When excluding the Police department, 39%

women account for over 60% of civil
service, and are also more numerous than
men in health and education sectors.

women
61%

Source: Human Resource data on over 7,500 civil servants (excluding police).
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..but are underrepresented in high positions.

The share of public sector employees by gender and position
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Source: Institut Alternativa.

Gender balanced representation in higher
position is missing, as most of top
positions in public administration are held
by men.
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Policy options to contain the public sector wage bill
and raise efficiency of the administration (1/2)

» Reduce the wage bill by removing redundancies and overlapping responsibilities in public
sector staffing:

» Prepare and implement a new public administration reform strategy and an optimization plan;

» Setting realistic targets for optimization that would rely on thoroughly implemented functional reviews;
» Creating a central registry of all public sector employees, including local governments and SOEs;
» Consider conducting functional reviews which are a powerful tool to identify and address public sector

staffing inefficiencies; a functional review in 2017/18 was limited to one ministry (MPA) and should be
extended to the largest public administration bodies at all levels of government.

» Strengthening recruitment practices based on merit and providing a clear career path based
on performance would help retain high-skill, well-performing employees.
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Policy options to contain the public sector wage bill
and raise efficiency of the administration (2/2)

» Increase efficiency and transparency by expanding e-government services and reducing
bureaucracy:

» increasing and simplifying the number of important services available on-line and improving the capacity
and awareness of all government institutions.

» Develop a comprehensive framework to increase the representation of women in decision
making positions in public institutions.

» Strengthen control mechanisms and accountability for staffing.

» The State Audit Institution has been highlighted shortcomings in budget plans and executions in the past and
its role could be extended.

» Improve governance and reporting on SOEs, including on employment.
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