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Events 
 
 

April 2001.   
   

 01. EU decree on the enlargement of special trade conditions. Almost 95% of the goods 
produced in Serbia and Montenegro received the preferential status. These goods may be 
without restrictions exported to EU countries, without paying customs duties or bearing 
quantitative barriers. However specific products such as fish and wine that may have an 
export potential on these markets are excluded from the measures. 

   

 12. Master plan for Montenegrin tourism development. According to the forecast of tourism 
development up to 2020 by the German company DEG, revenues from tourism as soon as 
2010 should reach one billion DEM. 

   

 17. Mass Voucher Privatization. Some 450 thousand citizens over 18 years old received 
vouchers and shall receive the list of the 225 companies presented for the mass voucher 
privatization. 

   

 20. Enforcement of a decree of Republic of Serbia on temporary conditions for the sale of 
specific goods. The decree forbids companies from Serbia to sell flour, wheat, corn, sugar, 
oil, pasteurized milk, ethyl alcohol, and cattle food to clients in Montenegro, Republic Srpska 
and Kosovo without prior approval from the Ministry of Trade. 

   

 20. Contract for the construction of tunnel Sozina. This contract is the largest since 10 years. 
The companies "Slovenia ceste" from Slovenia and "Rudnik Boksit" from Niksic Montenegro 
shall build the tunnel. The project shall last 3 years. 

   

 20. 73 % of the shares of the black coal mine in Berane sold. The new owner is a slovak-
yugoslav company "HBP Gradeks" that shall invest more than 19 million DEM in the next 5 
years. 

   

 22. Extraordinary parliamentary elections in Montenegro. 
   

 22. The privatization Council launches international tenders for the sale of 15 companies 
through batch sale privatization. 

   
May 2001.   
   

 05. Final results of the elections. On the 77 mandates, the coalition "Victory to 
Montenegro/Democratic coalition Milo Djukanovic" received 36 mandates, the coalition 
"Together for Yugoslavia" collected 33 mandates, the "Liberal Party Liberals or nothing" 
received 6 mandates, the Albanian party received 1 mandate. 

   

 08. The Government of Montenegro approved the project laws for Budget Law and Law on 
public purchase. Besides the Government approved the project law on companies and 
bankruptcy. 

   

 16. International conference on investments in tourism in Montenegro. The conference shall 
last 3 days from May 16 to May 18. 

   

 26. Electricity cut. The board of the electricity company announced power cuts in the republic 
and presented the restrictions program. 

   

 28. Signature of an agreement by which the Liberal party LSCG shall back the DPS SDP 
coalition. 

 29. Filip Vujanović shall establish the new government. The President of the Republic of 
Montenegro Milo Djukanovic asked Filip Vujanovic the current Prime Minister to create the 
new government. 
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June 2001.   
   

 02. The coalition Together for Yugoslavia and DOS discussed on the platform for a fourth 
Yugoslavia. 

   

 07. Vesna Perović elected as President of the Montenegrin Parliament. The members of 
Parliament elected Vesna Perovic as President of the Parliament. Mrs Perovic is a member 
of Parliament and porte parole of the Liberals. 

   

 08. End of electricity restrictions.  The decision has been taken as electricity imports have been 
made possible. 

   

 11. Interest only for Gorica and Niksic Mill. The tender commission for batch sale opened the 
offers. The Niksic mill "Muharem Asovic" and the construction company "Gorica" from 
Podgorica are the only companies for which investors expressed an interest. The time limit 
for the other 13 companies shall prolonged. 

   

 12. Montenegro shall take part to the International Donators Conference within the Yugoslav 
delegation. The conference that shall take place in Brussels on June 29 will analyze projects 
presented by the Government of Montenegro. 

   

 13. The Federal Air Control authorities rejected the landing of a plane of the Czech company 
Fisher on Tivat airport. Instead the plane had to land on Dubrovnik airport. 

   

 13. IMF granted Yugoslavia a stand by arrangement for the value of 249 million dollars 
   

 18. Tender for the sale of Telekom. The Government of Montenegro and the Privatization 
Council launched the tender procedure for the sale of 51% of the shares of the 
telecommunication company, Telekom Crna Gora. Deadline for preliminary offers September 
14, 2001. 

   

 18. Second phase of Mass Voucher Privatization. During this phase, voucher owners may 
transfer their vouchers to a family member or to a privatization fund. 

   

 29. Yugoslavia received 1,280 billion dollars at the International Donators Conference in 
Brussels. Montenegro should receive some 10% of this amount. 

   
July 2001.   
   

 02. Goverment of Montenegro has been elected. 
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Executive Summary 
 
 
This issue of MONET is divided into two sections. The first one provides key statistical 
figures and comments on these figures, the second one consists in analyses. 
 
 

First section 
 
In Chapter 1 industrial output does not show signs of recovery. For the first five months 
industrial output is on the same trend as in the same period last year, therefore low.  
 
Chapter 2 employment provides an estimate of the real number of employees (formal or not) 
and their sector of activity. Some 70% of the employees are working in the service sector.  
 
In chapter 3 wages one may observe a stabilization of wages and pensions in Montenegro as 
the minimum salary has been kept the same together with a decrease of real wages. MONET 
comments a survey on households revenues and expenditures carried out by OCHA, average 
revenues per adult having revenues amount only to 310 DEM in May 2000.  
 
In chapter 4 prices, inflation that reaches already 15% as compared to 2000 is expected to 
reach 23% by the end of the year. The main cause comes from the gradual necessary increase 
of controlled prices. Besides some seasonal price increases and residual inflation keep prices 
up.  
 
In chapter 5 budget, if the revenues of the main budget seem to be on line with the budget and 
with 2000, the expenditures unfortunately seem to be out of control. The current cash deficit at 
the end of May 2001 reaches already 62 million DEM, whereas 80 were planned for the whole 
year. Deficit financing is unexplained and raises questions. The main budget is in an extremely 
severe situation. Adequate emergency measures should be considered. 
 
In chapter 6 money, MONET presents banks deposits and own accounts. The regulation 
preventing banks to lend without reserves or long term deposits of the same maturity remains 
into force though banks are asking for its removal. 
 
In chapter 7 trade, MONET explains that unfortunately trade relations between Serbia and 
Montenegro are still not optimal. 
 
 

Second Section  
 
In comment 1, employment and wages, MONET makes an analysis of the situation of self 
employed in Montenegro, their number, their activities, the legal and fiscal context, the 
barriers and difficulties they face. There are major inefficiencies in the current system that act 
as a disincentive to run activities formally only. 
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Comment 2 provides four subjects: 
 
! a status report on the banking system restructuring and the legal provisions for the 

restructuring. 
 
! an analysis of the dangerous liquidity management of Montenegrin banks 
 
! an analysis of the mechanisms and advantages of VAT as compared to the current turnover 

tax. As authorities work on the introduction of VAT by 2002, 2003 key questions remain 
to be addressed. 

 
! an explanation of the fundamentals of Euro, the mechanisms of its introduction. Various 

issues concerning the practical implementation in Montenegro are unsolved at 6 months of 
its introduction. 

 
 
Comment 3 analyses:  
 
! the attractiveness of Montenegro for foreign investors, analyzing the legal environment 

and the experience and difficulties of the two largest foreign investors in Pro Monte and 
Trebjesa. 

 
! the development plan (master plan) prepared by DEG for tourism stating current strengths 

and weaknesses and setting objectives. MONET analyses the current difficulties to attract 
foreign investors. 

 
In comment 4, an analysis of the Mass Voucher Privatization process launched in the public in 
April 2001 is being carried out together with a review of the batch sale privatization process. 
 
In comment 5, MONET figures out the situation of off shore companies in Montenegro. It 
analyses the legislation, the potential for Montenegro, the real impact and the dangers of the 
system (lack of transparency, absence of control, too soft criteria to establish banks) and its 
inefficiency (implementation of the law is in many cases not made possible, poor banking 
system). 
 
In comment 6, MONET describes the situation of the pension fund, using the Paygo system, 
presents the current and future imbalance between contributions and payments, and the 
necessary reforms that have to take place to allow the pension fund to be some day self 
sustainable relying only on contributions. 
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Table 1 Output  
 
 

 
Official nominal 
GDP (mn YUD) 

(3) 
Real GDP (2) Industry output 

(1) 
Transport 

activity (1) 

Electricity 
generation 
(MWh) (2) 

Labor 
productivity in 

industry (1) 

1990 1778 100.0 100.0 100.0 3200 100.0
1991 3490 89.2 86.8 103.5 2964 99.7
1992 270819 68.2 69.5 78.6 2313 88.3
1993 NA 43.3 45.9 46.6 1695 61.0
1994 1021 44.0 42.1 28.7 1997 57.2
1995 1916 50.2 41.0 29.6 1504 56.7
1996 3992 64.1 62.3 64.6 3102 88.9
1997 5209 68.3 63.1 54.6 2277 93.5
1998 7604 72.3 62.9 55.7 2671 97.2
1999 12920 65.6 57.9 45.0 2712 92.1
2000 1300  64.6 51.0 2698 104.0
1991-Q1   87.3 92.1 771 96.7
1991-Q2   91.0 104.9 665 104.8
1991-Q3   84.7 102.4 539 97.4
1991-Q4   84.0 114.6 989 100.2
1992-Q1   81.0 102.0 692 99.4
1992-Q2   76.9 100.9 417 97.2
1992-Q3   56.4 64.2 325 72.6
1992-Q4   63.9 47.3 879 83.1
1993-Q1   49.4 57.4 629 65.9
1993-Q2   46.6 58.8 225 62.3
1993-Q3   38.7 38.0 113 51.0
1993-Q4   49.1 32.2 728 65.0
1994-Q1   44.2 22.4 774 59.1
1994-Q2   42.9 28.0 584 58.4
1994-Q3   41.5 34.9 268 56.4
1994-Q4   39.1 29.7 372 53.8
1995-Q1   35.9 25.0 372 50.2
1995-Q2   37.1 31.5 327 51.4
1995-Q3   41.7 33.2 259 57.0
1995-Q4   49.1 28.5 546 67.9
1996-Q1   58.2 51.5 981 81.7
1996-Q2   56.3 66.1 612 80.3
1996-Q3   63.7 73.1 544 91.8
1996-Q4   70.8 67.5 966 102.1
1997-Q1   63.8 53.8 905 93.5
1997-Q2   58.6 51.8 435 86.4
1997-Q3   65.3 57.4 266 97.0
1997-Q4   64.7 55.4 671 97.3
1998-Q1   59.5 52.7 769 90.8
1998-Q2   60.0 57.3 522 92.6
1998-Q3   57.6 56.1 347 88.7
1998-Q4   74.4 56.6 1034 117.0
1999-Q1   62.9 45.9 824 98.7
1999-Q2   54.5 30.2 740 86.4
1999-Q3   55.1 41.3 426 87.6
1999-Q4   59.2 62.6 722 95.9
2000-Q1   61.1 48.9 953 100.6
2000-Q2   54.6 51.1 504 90.5
2000-Q3   58.2 60.2 404 95.2
2000-Q4   84.4 43.7 837 138.3
2001-Q1   81.1  912  
Aug-99   56.7 37.6 192 90.0
Sep-99   53.8 51.4 37 86.3
Oct-99   51.5 36.3 139 82.9
Nov-99   55.5 51.7 252 90.0
Dec-99   70.6 99.9 331 114.9
Jan-00   60.2 31.3 427 98.4
Feb-00   59.0 44.4 273 97.3
Mar-00   64.2 71.0 253 106.3
Apr-00   59.0 42.5 266 98.5
May-00   49.7 52.5 109 82.8
Jun-00   54.9 58.1 129 90.2
Jul-00   63.0 65.1 161 103.1
Aug-00   53.8 65.3 109 88.0
Sep-00   57.8 50.2 134 94.6
Oct-00   68.7 42.8 249 112.5
Nov-00   70.4 45.8 279 115.3
Dec-00   58.8 42.6 310 96.3
Jan-01   55.3 28.1 300  
Feb-01   62.6  300  
Mar-01   67.0  312  
Apr-01   54.1  186  
May-01   61.0  198  

 

All variables based 100 in 1990 except stated otherwise 
Sources: (1) MONET calculations based on Statistical Office data 
Sources: (2) Statistical Office data up to Nov. 2000, then EPCG data 
Sources: (3) Statistical Office up to 1999 and then Ministry of finance estimate, GDP 2000 in mio DEM 
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At only 3% over its 2000 level at the same period, industrial output for the first five months 
does not show signs of recovery. Basically one sector the aluminium chain enables industrial 
output to present a positive figure, when excluding it industrial output is 4% under its 2000 
level. 
 
Two sectors have a key impact on industrial output: 
Aluminium in expansion (it represents 23% of the total industrial output (bauxite included)) 
o metallic ore production (basically bauxite) +6% as compared to first 5 months of 2000 
o metals +14%, unfortunately available figures are now aggregate1 so this figure now 

includes aluminium production as well as steel. As these sectors have very different 
evolutions this rate represents an average not representative of their respective level of 
activity.  

 
The aluminium plant plans a yearly production of 107.000 tons, well above 2000 level having 
thus an impact on the production at the bauxite factory.  
 
Electricity industry in trouble (it represents 33% fo the total output (coal included)) 
o coal mining: production only 70% of its 2000 level at the same period  
o electricity: production 2% under its 2000 level 
 
The electrical and the coal companies have similar problems. Because of the low price of 
electricity (sold under production cost) and because of poor collection of payments, for years 
the electrical company had not enough financing to repair, invest as much as needed. The 
thermic plants are each year under repair, fixing rather than reinvesting. This year since the 
beginning of April one main thermic power station is under repair till the end of the summer 
probably, another one shall be quickly as well under repair.  
 
In electricity company may not pay a real price per ton of coal and accumulates debts to the 
coal mining company that is in turn not able to carry out the necessary repairs and the pre-
excavation works that are a basic condition to reach the production plans. 
 
Among the remaining large sectors only few activities show an output increase or are 
more or less stable. There are very few signs of structural changes and real recovery:  
o editing, printing industries: one may assume that elections had a large impact on these 

sectors, therefore the results do not mean structural changes. 
o chemical production is increasing by 29% as compared to the same period. 
o non metallic minerals production: increases by 9%. However the salt company cannot be 

expected to increase significantly its production without a strategic investor. 
o food processing industry is at 94% of its 2000 level 
 
Important sectors are far under their 2000 level (same period) 
o textile industry 83% as compared to 2000 which was already much lower than 1999 
o wood industry 88%. This sector was showing signs of recovery since 1999. The current 

results seem to deny it. 
o machine tool and electrical appliances industries 15% as compared to 2000 
o tobacco industry 80% of the first 5 months 2000 level, and the production in year 2000 

was almost half of that of the years 1996 to 1999. 
 
Some analysts may get rejoiced that May is a better month than the previous ones, the 
industrial production is much higher than May 2000 and 13% higher than April 2001. 

                                                           
1 The statistical office changed its methodology, and proposes a different classification. 
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However in May 2000, the activity in Montenegro was at its lowest so that the performance is 
relative. 
 
Concerning services, there are many seasonal activities so that the true performance shall be 
shown at the end of the summer. Besides the statistical Office provides data only up to January 
2001. 
 
 

Recent evolution of industry output
(constant prices)
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Table 2. Labor force and unemployment 
 

 Mid-year 
population 

Population at 
the end of the 

quarter (or 
year) 

Total 
Employed 
Persons (1) 

Labor force in 
unrecorded 
sectors (3) 

Share of 
unrecorded 
activity in 

labor force % 

Number of 
Unemployed 

(2) 

Percentage of 
unemployed 
women (2) 

1990  612960      
1991 616632 620326 144045 66427 24.7 58144 55% 
1992 624043 627976 134205 75231 27.4 64632 55% 
1993 631933 633608 130901 86567 30.9 62818 58% 
1994 635287 636966 128835 80483 30.1 58210 59% 
1995 638649 640766 125090 81618 30.7 59045 59% 
1996 642890 644812 124264 90866 33.0 60225 60% 
1997 646740 648655 120604 87609 32.2 63995 60% 
1998 650575 652554 117745 79824 30.0 68373 60% 
1999 654540 656532 115349 85035 30.9 75303 60% 
2000 658530 660533 113818 88605 30.9 84092  
1990-Q4  612960      
1991-Q1  614793 146811 64242 24.1 55791  
1991-Q2  616632 144990 66379 24.7 57605  
1991-Q3  618476 144256 65918 24.5 58339  
1991-Q4  620326 140123 69171 25.6 60842  
1992-Q1  622182 135971 72442 26.7 62730  
1992-Q2  624043 134528 73008 26.7 65486  
1992-Q3  626006 133865 75405 27.4 66220  
1992-Q4  627976 132456 80070 28.9 64094  
1993-Q1  629951 131354 84405 30.1 64341  
1993-Q2  631933 130961 87962 31.0 64381  
1993-Q3  632770 130998 87935 31.3 61767  
1993-Q4  633608 130292 85967 31.0 60785  
1994-Q1  634447 129279 84222 30.7 60555  
1994-Q2  635287 128926 81773 30.3 59057  
1994-Q3  636126 129146 77751 29.5 56680  
1994-Q4  636966 127989 78185 29.8 56549  
1995-Q1  637807 125362 80094 30.3 58928  
1995-Q2  638649 124805 79946 30.2 59592  
1995-Q3  639707 125689 81098 30.5 59442  
1995-Q4  640766 124505 85334 31.8 58217  
1996-Q1  641827 123887 89017 32.8 58517  
1996-Q2  642890 123917 92058 33.3 60613  
1996-Q3  643850 125196 91588 33.0 60452  
1996-Q4  644812 124057 90802 32.9 61318  
1997-Q1  645775 121235 91690 33.3 62775  
1997-Q2  646740 120721 90263 32.8 63825  
1997-Q3  647697 120748 85144 31.5 64534  
1997-Q4  648655 119711 83339 31.1 64846  
1998-Q1  649614 117791 82414 30.9 66118  
1998-Q2  650575 117265 80092 30.1 68895  
1998-Q3  651564 118475 77167 29.2 69065  
1998-Q4  652554 117450 79624 29.9 69414  
1999-Q1  653546 116228 82281 30.5 71415  
1999-Q2  654540 115737 84210 30.7 74087  
1999-Q3  655535 115113 86274 31.0 76716  
1999-Q4  656532 114317 87376 31.2 78993  
2000-Q1  657530 113000 89000 31.2 83126  
2000-Q2  658529 112890 89418 31.1 85366  
2000-Q3  659530 114698 87917 30.5 85926  
2000-Q4  660533 114686 88083 30.9 81950  
2001-Q1  661537 113859 89063 31.3 81283  
Apr-00   112300   84947 58% 
May-00   112296   85310 58% 
Jun-00   114073   85841 58% 
Jul-00   114576   86163 58% 
Aug-00   114768   85957 59% 
Sep-00   114749   85657  
Oct-00   114673   82868  
Nov-00   114694   81542  
Dec-00   114690   81069  
Jan-01   114536   81238  
Feb-01   113500   82158  
Mar-01   113542   82453  
Apr-01   113663     
May-01   113943     

Source (1): Monthly Statistical Review, published Statistical Office of Montenegro  
Source (2): Employment Office 
Source (3): estimated by MONET on the basis of Households survey from Statistical Office
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TWO SURVEYS GIVE APPROXIMATELY THE SAME  
PICTURE ON EMPLOYMENT IN MONTENEGRO 
 
 
OCHA survey1 and labor force2 survey show that there are approximately 180.000 
employed in Montenegro. 
 
According to the labor force survey there are in Montenegro 285.000 active people (43% of 
the population, excluding refugees and displaced people), among which some 55.000 people 
that are unemployed (19% of the active population), but willing to find a work and having no 
financial resources from any activity. 
 
Only 41% of the adults consider themselves as being employed, be it permanently or part time. 
This leads to a population of employed of some 180.000. This figure is far above the official 
statistics (114.000) that only partially account the number of employees (excluding army, 
police, companies with less than 5 employees and independents) and that of course do not 
account the employees working in the gray sector. 
 
Altogether there are 230.000 people "working" (81% of the active population): 
o 79 % (182.000) employed: this figure includes all people that earn their living working in a 

company with a contract formal or oral, paying or not social insurance. It includes 
independent workers, owners of private companies, be it official or not 

o 6% (13.000) agriculture workers earning their living exclusively from agriculture 
o 4% (10.000) people working for a member of the household, with or without remuneration 

but contributing to the household remuneration 
o <1% (1.000) house employees, children care, elderly care, goods resellers in the street 

(from their own production or bought), people renting rooms, carrying out financial 
transactions... 

o 11% (25.000) people are partly active, less than 15 hours during the week surveyed 
 
There are 187.000 non active people (28% of the population), among which are 77.000 people 
with personal revenues, (pensions, scholarship, revenues from real estate...) 
 
Unemployment  
 
The two surveys differ slightly concerning the number of true unemployed. According to the 
OCHA survey there should be some 68.000 unemployed, among which 54.000 should be 
registered at the employment bureau. According to the labour survey, there should be some 
55.000 unemployed. Whatever the exact figure, the number is smaller than the one presented 
by the Employment Bureau showing that many people interviewed do not consider themselves 
as unemployed though they are registered (in order for example to get access to the medical 
insurance).  

                                                           
1 carried out in May 2000 
2 Statistical Office October 2000 



Chapter 2. Employment 
 

ISSP - CEPS 
 
12

 
Weight of agriculture in Montenegro 
 
The survey reveals that there are around 18.000 people making their living out of agriculture, 
either being employed or responsible of their own production. They represent 6% of the active 
population, 8% of the working population.  
 
Weight of services 
 
Among the employees approximately 70% work in the service sector. The labor survey gives a 
better estimate than the official data on employment of the number of employees in transport, 
trade, tourism and restaurants (69.000 instead of 26.000).  
 
Private sector  
 
The labor survey is one of the very few sources giving an estimate of the workers in the 
private sector. Among the employed, 65% work in a socially owned or state owned company, 
23% in private companies, 12% in zadruga (cooperative type) or mixed ownership companies. 
 
 
 
 

Number of persons employed, unemployed, on pension 
(1995-2000)
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Sources: Statistical Office for the number of employed 
 Employment Bureau for the number of unemployed 
 Pension fund for the number of pensioners 
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Employment comparison between 3 sources of information (in thousand employees) 
 

 labor survey 3 OCHA4 
official 

employment/ 
unemployment 5 

Main differences 

Employed/unemployed 
employed (formal and non formal) 182    
employed (formal only, 
permanent) 

 156 112 44 

employed for a member of the 
family 

10    

employed unformal  max 386   
farmers 13 max 227   
employed part time  23   
active part time 25    
unemployed without any parallel 
activity 

55 68 ?  

Public/private sector 
employed in the state or socially 
owned sector 

118    

employed in private entities 42    
employed in cooperative or mixed 
ownership companies 

22    

employed economic sector 139  78 61 
employed non economic sector 40  37  
independent (culture, lawyer...) 2    

Structure of employed 
 total 182  total 112  
industry and mining 39 22%  34 29%  
agriculture and fishery, wood, 
water 

6 4%  4 3%  

construction 6 3%  5 4%  
transport 22 12%  10 9% 12 
trade 29 16%  9 8% 20 
tourism, restaurants 18 10%  7 6% 11 
craftmanship 5 3%  1 1%  
communal services 5 3%  4 3%  
financial services 5 3%  3 3%  
education, culture 17 10%  15 13%  
health, social 10 6%  11 9%  
political organizations 13 7%  10 9%  

                                                           
3 Statistical Office October 2000 
4 May 2000 
5 Statistical Office Bulletin 2/2001 and Employment Bureau 
6 not detailed further in the survey 
7 not detailed further in the survey 
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Table 3. Wages 
 

 
Mini
mum 
wage 

Average 
disposa-
ble wage 

Average 
disposa-
ble wage 
in DEM  

Avera-
ge net 
wage  

Of 
which 
Payro
-ll tax 

Average 
Gross 
Wage 

Social 
cont-
rib. 

(total) 

Dispos-
able wage 
interna-
tional 

metho-
dology  

Total 
labor 
cost  

Aver-
-age 
pens-
ion 

(paid) 

Ratio Min. 
Wage / 

Average 
Dispo-sable 
Wage (%) 

1994 65 139 108 234 96 351 117 193 406  47
1995 128 307 126 510 203 766 255 413 873 280 42
1996 243 659 188 1082 420 1621 540 861 1826 600 37
1997 332 879 226 1445 562 2165 721 1155 2445 738 38
1998 453 1228 194 2008 775 3010 1002 1603 3391 1073 37
1999 663 1932 152 2534 595 3798 1264 2483 4356 1581 34
2000 72 188 188 248 59 371 124 252 436 163  
1994-Q1 38 57 52 99 42 149 50 89 181  67
1994-Q2 52 104 86 176 72 265 88 147 308  49
1994-Q3 80 176 147 299 123 448 149 242 516  45
1994-Q4 90 217 148 362 145 543 181 292 619  41
1995-Q1 100 233 129 384 151 576 192 316 661  43
1995-Q2 118 276 125 457 181 685 228 374 785  43
1995-Q3 132 324 125 542 218 812 271 433 923  41
1995-Q4 160 395 127 659 263 988 329 528 1123  40
1996-Q1 200 483 137 811 326 1216 405 649 1384  41
1996-Q2 230 620 180 1022 399 1532 510 811 1726  37
1996-Q3 257 713 206 1164 448 1745 581 926 1961  36
1996-Q4 285 821 228 1331 506 1994 664 1058 2234  35
1997-Q1 302 749 190 1233 481 1848 615 999 2102  40
1997-Q2 323 828 229 1357 526 2033 677 1096 2306  39
1997-Q3 340 934 253 1521 583 2279 758 1216 2565  36
1997-Q4 363 1006 231 1669 659 2501 832 1307 2807  36
1998-Q1 387 989 192 1626 633 2437 811 1310 2763  39
1998-Q2 440 1185 192 1939 749 2906 967 1551 3277  37
1998-Q3 463 1305 200 2129 819 3191 1062 1690 3581  36
1998-Q4 520 1432 194 2338 901 3504 1166 1863 3942  36
1999-Q1 563 1533 172 2014 475 3018 1004 2001 3492  37
1999-Q2 575 1621 151 2123 497 3181 1059 2098 3666  35
1999-Q3 607 1919 144 2522 596 3780 1258 2423 4291  32
1999-Q4 908 2655 140 3477 813 5211 1734 3409 5976  34
2000-Q1 63 164 164 215 51 323 107 219 379 131 39
2000-Q2 69 187 187 246 58 369 123 247 430 165 37
2000-Q3 77 196 196 258 61 386 128 263 454 173  
2000-Q4 80 207 207 272 64 407 135 278 480 185  
2001-Q1 80 204 204 268 64 402 134 278 477 188  
Nov-98 510 1412 193 2299 881 3445 1146 1835 3875  36
Dec-98 550 1556 194 2540 978 3807 1267 2013 4270  35
Jan-99 550 1369 163 1798 425 2695 897 1826 3158  40
Feb-99 570 1603 182 2108 499 3159 1051 2076 3639  36
Mar-99 570 1628 172 2135 502 3200 1065 2101 3680  35
Apr-99 575 1569 157 2052 478 3076 1024 2046 3560  37
May-99 575 1599 152 2092 488 3136 1044 2076 3620  36
Jun-99 575 1694 144 2223 524 3332 1109 2171 3816  34
Jul-99 590 1842 154 2428 580 3640 1211 2332 4137  32
Aug-99 590 1919 160 2520 595 3777 1257 2409 4274  31
Sep-99 640 1997 117 2618 614 3923 1306 2528 4463  32
Oct-99 850 2134 122 2790 649 4182 1392 2840 4898  40
Nov-99 875 2615 145 3415 791 5118 1703 3341 5855  33
Dec-99 1000 3216 153 4226 999 6333 2108 4046 7176  31
Jan-00 60 146 146 192 46 288 96 199 342 123 41
Feb-00 65 165 165 217 51 325 108 222 383 129 39
Mar-00 65 180 180 237 56 355 118 237 412 140 36
Apr-00 67 185 185 243 58 365 121 243 424 155 36
May-00 70 188 188 247 59 370 123 249 432 170 37
Jun-00 70 189 189 248 59 372 124 250 434 170 37
Jul-00 77 191 191 251 59 376 125 257 443 170 40
Aug-00 77 197 197 259 61 388 129 264 456 170 39
Sep-00 77 200 200 263 62 394 131 268 463 179 39
Oct-00 80 203 203 267 63 400 133 274 472 179 39
Nov-00 80 207 207 272 64 408 136 278 480 188 39
Dec-00 80 210 210 276 65 414 138 282 487 188 38
Jan-01 80 199 199 262 62 392 130 272 466 188 40
Feb-01 80 207 207 272 64 408 136 281 483 188 39
Mar-01 80 206 206 271 64 406 135 281 482 188 39
Apr-01 80 205 205 270 64 404 134 281 481 188 39
May-01 80 207 207 272 64 408 136 284 486 188 39

All data in bold are in DEM, conversion at street exchange rate 
Minimum wage is the lowest wage. Average disposable wage: disposable wage once all payments made, 
Montenegro "net wage" 
Average net wage includes payroll tax and voluntary membership to unions. Average Gross wage includes all 
social contributions 
Total labor cost includes average gross wage and all benefits 
Disposable wage international methodology includes other payments to employees



Montenegro Economic Trends July 2001
 

ISSP - CEPS 
 

15

 
 
 
 

Price and Wage '00= 100

10

20

30

40

50

60

70

80

90

100

110

Jan-94 Jul-94 Jan-95 Jul-95 Jan-96 Jul-96 Jan-97 Jul-97 Jan-98 Jul-98 Jan-99 Jul-99 Jan-00 Jul-00 Jan-01
-25%

-20%

-15%

-10%

-5%

0%

5%

10%

15%

20%

25%

Nominal Minimum Wage Real Minimum Wage Inflation DM
 

 
 
 

Total average labor cost

0

100

200

300

400

500

600

Ja
n-

00

Fe
b-

00

M
ar

-0
0

A
pr

-0
0

M
ay

-0
0

Ju
n-

00

Ju
l-0

0

A
ug

-0
0

Se
p-

00

O
ct

-0
0

N
ov

-0
0

D
ec

-0
0

Ja
n-

01

Fe
b-

01

M
ar

-0
1

A
pr

-0
1

M
ay

-0
1

in
 D

E
M

disposable wage summer allowances meals and transport payroll tax, contributions and union voluntary membership
 

 
 
 
Nominal wages have been kept at the same level since the end of 2000, thus maintaining most 
of wages and all pensions at the same level. But as a consequence of inflation, real wages 
decrease gradually. 
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REVENUES AND EXPENDITURES 
 
An analysis of some results of the OCHA survey carried out in May 2000  
 
In May-June 2000 OCHA carried out a survey on revenues and expenditures of households in 
Montenegro interviewing 2000 households and in parallel 5225 adults (excluding refugees). It 
is by far the largest survey carried out on this subject in Montenegro. 35% of the households 
or individuals were interviewed in North Montenegro, 44% in the Center and 21% at the coast. 
 
The results are only valid for the month of May 2000 when the survey was carried out. 
Though the results date now from more than a year, most of the content should still be valid as 
2000 was basically a year of standstill in terms of revenues. 
 
Many results can be used for a structural analysis of Montenegrin society1. So MONET is 
making a summary and analysis of some of the results and comments of this survey. 
 
Expenditures per household 
The expenditures calculated by OCHA may be a very good indicator of wealth and earnings. 
Average expenditures in Montenegro amount to 840 DEM per household with significant 
differences between North, Center and Coast. In North Montenegro, expenditures amount to 
580 DEM, in Center Montenegro to about 800 DEM and at the coast to more than 1000 DEM. 
 
Expenditures are unlikely to vary as much as revenues that may be seasonal. In average 
households are expected to “earn” some 10.000 DEM on a yearly basis. Taken the amounts of 
expenditures households in Center and North Montenegro are unlikely to make much savings 
(poverty line is set at 100 DEM per person). Households at the coast might be earning much 
more than the 12.000 DEM expected to cover their expenditures. 
 
Average revenues per adult having revenues, from formal and non formal sources but 
excluding savings, rent, asset sale, social assistance for the household and including individual 
social benefits or pensions amount only to 310 DEM. 
o average revenues per adult from formal sources: 266 DEM  
o for the 21% adults having non formal activities: average revenues from these non formal 

activities 317 DEM.  
 
Gray or non formal economy is a highly "social" activity not reserved to specific 
categories of the population: 
o 40% of the households have revenues from non formal activities 
o 21% of the adults have some kind of non formal activity 
o Around 1/5 of employed, 1/5 of unemployed and 14% pensioners have revenues from non 

formal activities 
 
The revenues from gray economy for people active in this sector amount in average to 317 
DEM. 

                                                           
1 Other surveys have been carried out at the end of 2000 but are not yet available. First analyses made show that 
the results of the following surveys are on line with the first one.  
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Of course the permanently employed have the highest revenues (aside from the professionals 
of the non formal economy that have even higher revenues). 
o The permanently employed earn in average 407 DEM monthly (formal and non formal 

included), their formal revenues amount to close to 350 DEM.2 1/5 of them that work non 
formally have additional average revenues of 317 DEM. 

o The unemployed earn in average 146 DEM. The unemployed working non formally (1/5 
of them) have additional average revenues of 220 DEM 

o The pensioners earn 205 DEM whereas formal pensions amount only to 168 DEM. 
o The professionals of the gray economy: about 5% people that consider themselves not 

being in any of these categories and that earn in average 550 DEM (280 North, 460 Center, 
1053 Coast).  

 
These revenues are far under the observed expenditures. At the level of the households these 
current revenues vary from 370 DEM in the North up to 840 DEM at the coast, not enough to 
cover the average 840 DEM households expenditures (respectively 580 DEM in the north and 
1040 DEM at the coast). 
 
Side activities or benefits provide significant additional revenues  
(and in some cases enable savings) 
Some of these revenues are the sign of a still poor society: 
o around 26% of the households are producing food products for their own consumption 

leading to additional revenues of 100 DEM monthly  
o 16% receive assistance in cash from friends and family for an average amount of 245 

DEM, and in kind 11% for an average of 100 DEM 
o 22% of the households have revenues from land or property 
o few households have revenues from asset sales 
 
At the coast in particular many households are making use of their savings, mainly obtained 
during high season. 
 
Geographical disparities 
The average “current” revenues amount in the north at some 44% of those at the coast during 
the off season. This difference should be even larger during the high season. Besides 
households at the coast have higher “non current” revenues from assets sale or renting that 
shall increase the gap between the revenues per region. Besides the mid term evolution should 
lead to a two speed development. Taken the projections for higher revenues at the coast linked 
to the development of tourism and the development of activities around the port of Bar in the 
coming years, the revenues at the coast will gradually get higher. 

                                                           
2 This average is higher than the official data (188 DEM) as it is obtained when calculating the employees that 
really receive salaries. It takes into account categories that the official statistics do not include (police, employees 
in small entreprises)  
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Table 4.1. Price evolution 

 CPI total  

CPI total 
monthly 

change in 
% 

RPI total 
official 
monthly 

change in 
% 

RPI food  

RPI food 
monthly 

change in 
% 

RPI goods  

RPI goods 
monthly 

change in 
% 

RPI 
services  

RPI 
services 
monthly  

change in  
% 

1994 100  100  100  100  
1995 197 6.1 6.5 206 8.3 193 10.5 221 8.0
1996 355 3.3 3.3 410 5.2 320 2.2 453 6.4
1997 438 1.4 1.0 492 1.3 378 1.3 576 0.4
1998 580 3.1 2.9 656 3.5 463 3.2 718 3.8
1999 971 7.8 7.1 1080 12.7 751 10.2 1033 6.9
2000 1913 1.7 1.9 2125 1.5 1508 3.0 1762 1.8
1994 Q1 69 56  72  64  
1994 Q2 99 1.7 0.4 83 3.6 108 -0.8 94 2.5
1994 Q3 109 2.8 3.8 125 15.2 106 -0.2 100 2.5
1994 Q4 123 6.9 8.6 136 4.0 115 6.2 141 20.6
1995 Q1 152 4.8 4.7 160 4.5 141 5.8 179 3.4
1995 Q2 174 5.4 5.9 178 4.8 171 8.8 186 1.7
1995 Q3 203 7.6 8.0 216 10.4 201 6.6 228 11.4
1995 Q4 259 6.7 7.3 272 5.7 260 9.2 292 8.7
1996 Q1 314 6.8 6.5 357 11.1 300 4.0 367 7.3
1996 Q2 347 1.9 1.7 396 1.9 316 1.1 408 2.9
1996 Q3 368 2.8 3.4 431 4.1 324 0.9 475 9.5
1996 Q4 391 1.8 1.6 456 0.9 342 2.3 561 1.4
1997 Q1 414 1.8 1.3 470 1.1 360 2.2 560 0.2
1997 Q2 444 3.6 0.7 491 1.4 376 0.4 576 0.4
1997 Q3 436 -2.6 -0.1 492 -0.4 378 0.1 579 0.2
1997 Q4 460 2.8 2.3 517 2.8 398 2.5 591 0.8
1998 Q1 501 2.8 2.1 562 2.9 420 1.7 612 1.5
1998 Q2 555 3.4 2.3 635 4.3 425 -0.4 652 3.9
1998 Q1 601 3.6 4.5 685 3.3 473 5.7 755 4.9
1998 Q2 662 2.8 2.7 741 2.0 536 4.5 853 3.0
1999 Q1 735 3.9 2.7 804 3.9 592 2.4 896 2.0
1999 Q2 851 4.3 3.7 939 4.3 650 3.9 940 1.1
1999 Q3 910 3.3 3.6 1016 4.6 708 3.2 1007 2.6
1999 Q4 1386 20.6 19.4 1560 25.3 1054 23.1 1290 18.2
2000 Q1 1785 2.6 2.9 1975 1.8 1405 5.0 1675 2.2
2000 Q2 1889 1.5 1.4 2108 2.3 1456 0.8 1708 0.5
2000 Q3 1947 1.3 1.6 2189 0.9 1519 2.3 1787 1.9
2000 Q4 2030 1.4 1.7 2226 0.6 1653 2.7 1878 2.2
2001 Q1 2184 2.4 2.0 2409 2.7 1748 1.5 1987 1.7
May-98 559 3.2 0.1 642 4.4 415 -5.3 631 0.1
Jun-98 566 1.3 2.6 648 1.0 421 1.5 694 9.9
Jul-98 572 1.2 2.5 667 2.9 435 3.1 699 0.7
Aug-98 603 5.4 8.2 676 1.4 489 12.6 770 10.1
Sep-98 628 4.2 3.0 712 5.3 494 0.9 796 3.4
Oct-98 642 2.2 2.4 728 2.3 512 3.7 835 4.9
Nov-98 661 2.9 2.7 740 1.6 534 4.4 857 2.6
Dec-98 682 3.2 2.9 754 1.9 560 4.8 866 1.1
Jan-99 708 3.8 3.3 775 2.7 586 4.6 871 0.6
Feb-99 731 3.3 2.1 796 2.7 591 0.9 898 3.0
Mar-99 765 4.6 2.8 841 5.7 600 1.6 919 2.3
Apr-99 833 8.9 7.1 924 9.9 624 3.9 933 1.6
May-99 853 2.4 2.7 943 2.0 656 5.2 936 0.3
Jun-99 868 1.8 1.4 949 0.7 670 2.2 950 1.5
Jul-99 864 -0.5 0.6 948 -0.1 670 0.0 982 3.3
Aug-99 910 5.3 6.6 1018 7.4 718 7.0 1015 3.4
Sep-99 957 5.2 3.9 1080 6.1 735 2.5 1024 0.9
Oct-99 1119 17.0 12.4 1238 14.6 826 12.4 1084 5.8
Nov-99 1362 21.7 25.3 1543 24.6 1090 32.0 1203 11.0
Dec-99 1678 23.2 20.8 1900 23.2 1244 14.1 1584 31.7
Jan-00 1762 5.0 6.3 1962 3.2 1382 11.1 1662 4.9
Feb-00 1781 1.1 0.5 1960 -0.1 1401 1.4 1673 0.7
Mar-00 1813 1.8 1.9 2003 2.2 1431 2.1 1690 1.0
Apr-00 1869 3.1 1.9 2060 2.9 1449 1.3 1702 0.7
May-00 1899 1.6 1.5 2122 3.0 1454 0.3 1704 0.1
Jun-00 1897 -0.1 0.9 2142 0.9 1467 0.9 1717 0.8
Jul-00 1922 1.3 1.4 2170 1.3 1481 1.0 1760 2.5
Aug-00 1945 1.2 1.6 2201 1.4 1508 1.8 1785 1.4
Sep-00 1972 1.4 1.7 2197 -0.2 1567 3.9 1815 1.7
Oct-00 1992 1.0 1.0 2213 0.7 1590 1.5 1824 0.5
Nov-00 2042 2.5 2.9 2231 0.8 1675 5.3 1875 2.8
Dec-00 2056 0.7 1.1 2236 0.2 1695 1.2 1935 3.2
Jan-01 2155 4.8 3.7 2402 7.5 1712 1.0 1941 0.3
Feb-01 2192 1.7 1.6 2409 0.3 1763 3.0 1988 2.4
Mar-01 2207 0.7 0.7 2415 0.3 1770 0.4 2033 2.3
Apr-01 2225 0.8 0.8 2441 1.1 1781 0.6 2046 0.6
May-01 2265 1.8 1.0 2485 1.8 1791 0.6 2046 0.0

Sources: monthly indexes published by Statistical Office 
Methodology: All RPI categories are distinct one from another, their sum is the total RPI 
RPI food includes non processed and processed food products and drinks 
RPI goods includes all goods but food products 
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INFLATION IN MONTENEGRO 
 
There is undoubtedly inflation in Montenegro.  
 
There are been no demand pull factor as the government managed to keep pensions and 
minimum wage at their level of end of 1999. The main reason for inflation is that since the 
beginning of the year, the government, the municipalities and the state owned institutions 
gradually increase prices of goods and services that are under their control. Most of these 
increases are necessary. The inflation observed since the beginning of the year reflects these 
increases. At the end of May 2001, inflation is already +15% as compared to 2000. 
 
Controlled prices or prices fixed by state owned companies 
 
At the end of May, some prices in key sectors have still not increased and are expected to 
increase soon: 
o passenger transportation (rail and air1) 
o ptt services (mainly telecommunications) 
o culture 
 
Others prices have partially increased (in 2000 or 2001), and most of them are expected to be 
further increased: 
o electricity (+20% in february) 
o bread/flour (bread +59% in january) 
o milk (+58% in january) 
o bus (+12% december 2000) 
o kindergarden 
o compulsory car insurance (+10% in december 2000, +5% in april 2001) 
 
Large increases took place in municipal services (water +30% in february, waste water +37% 
in february, garbage services+11% in march following a high increase in 2000...). 
 
Evolution for the non controlled prices 
 
Prices that are not controlled are increasing but more softly aside from the seasonal ups and 
downs. In May 2001 for example prices of vegetables have increased by 17% and fruit by 12% 
as compared to April and such an increase is one of the main causes of inflation in May (+1% 
as compared to April 2001). 
 
Forecast 2001 
 
In line with what MONET announced in its last issue, it seems quite clear that this trend shall 
go on in the second part of 2001 as controlled prices are expected to increase. The expected 
rate of inflation for the whole year should reach a minimum of 23% as compared to 2000, 
taking the assumption that: 
o the other sectors mentioned previously (aside from electricity, bread and milk), shall 

undergo a minimum 20% price increase 
o electricity prices shall be maintained at their current level (for social and political reasons),  
o bread and milk prices shall be totally freed 
 
 
Table 4.2 Price evolution since December 1999. 
 
                                                           
1 Surprisingly the statistics do not record the large air ticket price increases Podgorica -Belgrade 
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dec-99=100 RPI food share in total 
RPI inflation RPI goods share in total 

RPI inflation RPI services share in total 
RPI inflation RPI total  CPI official 

2000-January 103.2 1.5% 111.1 4.1% 104.9 0.9% 106.4 105.0 
2000-February 103.2 1.4% 112.7 4.7% 105.6 1.0% 107.1 106.2 
2000-March 105.4 2.5% 115.0 5.5% 106.7 1.2% 109.2 108.1 
2000-April 108.4 3.8% 116.5 6.1% 107.4 1.3% 111.2 111.4 
2000-May 111.7 5.3% 116.9 6.2% 107.5 1.3% 112.8 113.2 
2000-June 112.7 5.8% 117.9 6.6% 108.4 1.5% 113.9 113.1 
2000-July 114.2 6.5% 119.1 7.0% 111.1 2.0% 115.4 114.6 
2000-August 115.8 7.2% 121.2 7.8% 112.7 2.3% 117.3 115.9 
2000-September 115.6 7.1% 126.0 9.5% 114.6 2.6% 119.2 117.6 
2000-October 116.4 7.5% 127.9 10.2% 115.2 2.7% 120.4 118.7 
2000-November 117.4 7.9% 134.6 12.7% 118.4 3.3% 123.9 121.7 
2000-December 117.6 8.0% 136.3 13.3% 122.2 3.9% 125.3 122.5 
2001-January 126.4 12.0% 137.6 13.8% 122.5 4.0% 129.8 128.4 
2001- February 126.7 12.2% 141.7 15.3% 125.5 4.5% 132.0 130.6 
2001- March 127.1 12.3% 142.3 15.5% 128.4 5.0% 132.9 131.5 
2001- April 128.4 12.9% 143.2 15.9% 129.1 5.2% 134.0 132.6 
2001- May 130.8 14.0% 144.0 16.2% 129.1 5.2% 135.3 135.0 

 
Sources: monthly indexes published by Statistical Office 
Methodology: All RPI categories are distinct one another, their sum is the total RPI 
RPI food includes non processed and processed food products and drinks 
RPI goods includes all goods but food products 
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5.1. BUDGET 
 
The budget situation at the end of May 2001 is critical. As explained in MONET 5 to achieve 
the objectives set in the budget plan, the government had to carry out a very strict control on 
expenditures. Unfortunately it is not the case. 
 
5.1.1 Revenues 
 
The budget 2001 was planning revenues more or less in line with those of 2000. Foreseen 
revenues for the whole year amounted to 369 million DEM, before external financing or assets 
sale1. 
 
Total revenues 2001 are to date slightly under their planned level for 2001. At the end of May 
2001, revenues reach 146 million DEM, that is to say 37% of the budget 2001, instead of 42% 
with a linear approach. These revenues are 10% higher than last year at the same period 
(excluding revenues from customs that were not included in 2000).  
 
But the situation is not as comfortable as its seems.  
o The main category turnover tax (38% of the total revenues) is well under the planned level, 

at 32% of the plan at the end of the first five months. This category might however have a 
seasonal character, so that relative low revenues might be compensated during the summer 
season. These revenues are slightly under their level at the same period in 2000. 

o The second category the income tax (27% of the total revenues), is slightly under its 
planned level (currently 37%) but well above their 2000 level. 

o Most of the smaller taxes or revenues (profit tax, real estate tax, concessions) are all well 
under their planned level ranging from 28 to 33% of the budget.  

o There are to date no revenues from services rendered by ministries or institutions. 
 
Two types of revenues compensate for the others: the tax on international trade reaches 
already 64% of the budget plan 2001 (more specifically the transit tax) and the so-called other 
revenues (137% of the budget 2001).  
o Transit tax is higher than foreseen, but it was underestimated, basically it means that it 

shall reach its 2000 level.  
o Other revenues are higher, but now as earlier this category remains a question mark. It is 

often over executed without letting outsiders having a clear view on the reasons for it. 
 
It remains difficult to compare one year with the other. The budget is making use of revenues 
coming from a separate account2, that collects former federation revenues. According to the 
specific needs of the budget, part of these revenues go to the main budget.3 An increase in 
revenues may hide a decrease. 
 
5.1.2 Expenditures 
 
Unfortunately expenditures are not at all under control. In 2000, total cash expenditures 
amounted to 457 million DEM, largely over executed as compared to the plan 2000. The 
budget 2001 had forecast 446 million DEM expenditures, less than in 2000 though one of the 
main positions, salaries, was compulsorily increasing due to the 2000 wage increases. To 
become reality, this budget requested tremendous control on all expenditures. At the end of 
May 2001 cash expenditures reach already some 206 million DEM, 46% of the plan. Total 
expenditures (arrears from 2001 included) reach more than 50% of the plan. The cash 
                                                           
1 they include revenues from customs that were not included in 2000 
2 which data have not been made available to MONET 
3 the main part goes however to finance the pension fund 
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expenditures excluding salaries (half of budget 2001 expenditures or 68% of the current 
executed budget) reach already 64% of their budgeted level, and are 31% higher than in 2000 
at the same period. 
 
What happened? 
 
The cash over-execution does not come from salaries,  
on the contrary gross salaries are under-executed by lack of cash 
 
The salaries have been maintained at their level of end of 2000 but payments reach only 29% 
of the plan (instead of 42%), meaning that arrears increase. 
 
Net salaries have been paid regularly. But both payroll tax and contributions are not paid 
regularly. At the end of May, contributions reach only 16% of their budgeted level and payroll 
tax only 22% of its budgeted level whereas net salaries reach already 40%. Arrears since the 
beginning of 2001 on these two positions have increased by 21 million DEM. The 
consequences are immediate on municipalities financing that receive 50% of the payroll tax 
and on the social funds. 
 
The positions social benefits, economic intervention and investments have exploded  
 
Social benefits at the end of May reach 75% of the budget. Main reasons:  
ο the increase of social benefits to low revenues families that should on principle be 
compensated by a decrease of state intervention on milk and flour. 
ο the payment of arrears of the main budget and of other institutions or companies:  
# at the end of 2000, budget arrears reached 65 million DEM 
# guaranteed salaries were paid to employees of the former state sector partially 

privatized4, for a total amount of 14 million DEM. 
# and moreover the government took over the debt of the pension fund towards the 

health fund (some 20 million DEM) and is paying it back by monthly installments. 
 
Unfortunately, if some decrease happened, it was totally cancelled by the increase of other 
kinds of state intervention such as: 
o credits (rarely collected back), 191% of their yearly planned level 
o capital investment, 49% of its yearly planned level 
o subsidies to state companies and to other companies (private sector still under state 
control), 52% of their planned level 
o extraordinary expenditures (current and permanent reserves), 74% of their planned level 
 
The cause comes from an overoptimistic budget and a lack of control of the expenditures. 

                                                           
4payment were made to 168 companies for 13.440 employees, 52 DEM per unpaid monthly salary up to June 
2000, and contributions were paid to the pension fund. 
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5.1.3 Deficit 
 
As a consequence the deficit already reaches 42% of the current revenues i.e 62 million DEM 
after 5 months, whereas it was foreseen that 80 million DEM was to be the deficit for the 
whole year 2001 before assets sale and external financing. The real deficit that includes 
arrears created in 2001, namely the unpaid payroll taxes and contributions, reaches 80 
million DEM minimum nearly 55% of the revenues ! 
 
Unfortunately, the government is spending what it does not have, hoping for better days to 
improve the situation. The logics should be reverse.  
 
Cash deficit financing 
The budget received 17 million DEM from foreign assistance out of 60 millions planned for 
the whole year (28%) and borrowed 45 million DEM from banks and local institutions (net). 
To date no assets sale took place though some 20 million DEM were foreseen for 2001 and 
there are no revenues from privatization. 
 
One of the main issues is the origin and the conditions of state borrowings 
Which are the banks and the institutions that are lending to the government, with which funds? 
No data are made available to MONET. The law forbids banks to lend money on short term 
deposits, they may only do it on long term deposits or on their own reserves. There are high 
doubts on whether these legal provisions have been respected, as neither reserves nor long 
term deposits are sufficient enough to cover such amounts. If the government, obliges banks to 
breach the law it is endangering the whole banking system that is already fragile and therefore 
all depositors. 
 
The next question is how is the government planning to repay the credits 
Clearly not from current revenues. One would wish having a clear plan. On principle the 
government should be able to sell assets, privatize key companies (such as telecoms) and 
receive cash for example from the package agreed at the donators' conference. It seems that 
the government is analyzing the possibility to issue bonds and therefore reimburse partly its 
debts. Issuing bonds or selling assets is neither a proper solution when they are basically 
financing current expenditures. This is a dangerous imbalance. 
 
Emergency situation 
The budget is basically under payment cessation. MONET has been describing this situation in 
almost all its previous issues.  
 
In all normal companies, the Court would mandate an expert to strictly apply a crisis 
program/budget defined and to implement the necessary restructuring. Unfortunately 
expenditures control does not seem to be on the agenda. One cannot wait for the Budget Law 
described in MONET 5 to be voted and implemented to improve state revenues and 
expenditures management. There is a crisis, the government, the Parliament and the citizens 
are expected to react. 
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Table 5.1.1. Total budget revenues in million DEM (old classification) 
 

 Total Turnov
er tax 

Payroll 
tax 

Tax on 
self-empl. 

inc. 

Agric. & 
Forest. 
Income 

tax 

Other 
income 
taxes 

Profit 
Tax 

Property 
Tax 

Admin. 
& court 
Taxes 

Registrati
on Taxes 

Reside
nce & 

concess
ions 

Tax on 
internat

ional 
transact

ions 

Special 
tax on 
petrol 

Other 
Revenu

es 

Plan 1995 205.6 84.8 73.3 6.2 6.2  6.2 6.2 3.6 0.6 6.1   12.6 
Executed 1995 205.6 107.6 75.9 2.8 0.5  5.6 1.5 1.9 0.0 0.7   9.0 

Plan 1996 314.3 128.6 126.6 8.6 6.3  10.0 8.6 3.1 0.9 4.3   17.4 
Executed 1996 314.9 137.6 106.8 3.9 0.5  5.5 3.4 2.3 7.3 1.4   46.3 

Plan 1997 512.6 208.2 209.2 10.3 7.2  12.8 9.0 5.1 2.3 7.4   41.0 
Executed 1997 513.4 149.5 180.6 4.9 0.7  8.8 6.6 4.4 94.8 2.2   60.8 

Plan 1998 399.8 171.6 156.4 8.0 4.7  10.5 7.0 4.8 2.5 6.0   28.3 
Executed 1998 387.1 122.1 138.0 3.8 0.6  7.0 4.8 3.9 85.5 3.3   18.1 

Plan 1999 294.7 128.0 105.8 3.1 1.1  7.4 4.1 5.1 6.9 2.0   31.2 
Executed 1999 292.8 147.5 69.4 1.5 0.3  5.0 4.2 2.9 17.0 3.2   41.9 

Plan 2000 394.0 170.4 149.0 4.5 1.1  8.3 11.3 4.1 8.0 6.4   31.0 
Executed 2000 347.5 193.2 87.7 1.9 0.1 0.0 8.5 4.7 2.4 8.6 3.8  6.6 30.0 
Of its category  
in % 

88.2 113.4 58.9 42.1 7.7  102.6 41.7 59.5 107.4 59.6   97.0 

Plan 2001 369.4 175.5 100.0 3.0 1.0 3.9 10.0 6.0 2.6 0.8 7.8 34.6  24.1 

2000 Q1 69.7 39.5 16.2 0.2 0.0  0.8 0.5 0.5 2.7 0.7  2.3 6.2 
2000 Q2 90.3 36.5 21.1 0.4 0.0  2.1 0.9 0.7 4.1 1.0  1.8 21.8 
2000 Q3 91.7 49.3 24.0 0.7 0.0  3.0 1.8 0.6 1.9 1.1  2.5 6.8 
2000 Q4 95.8 67.9 26.5 0.6 0.0  2.6 1.5 0.6 0.0 0.9  0.1 -4.9 
2001 Q1 90.2 30.7 21.5 0.5 0.0 1.6 1.5 1.0 0.7 0.0 1.3 15.7 0.0 15.6 

Jan-00 21.4 14.3 4.6 0.1 0.0  0.1 0.1 0.1 0.7 0.2  0.3 1.0 
Feb-00 17.7 9.9 4.7 0.1 0.0  0.1 0.2 0.2 1.0 0.3  0.5 0.8 
Mar-00 30.6 15.3 7.0 0.1 0.0  0.6 0.2 0.2 1.0 0.2  1.4 4.5 
Apr-00 37.6 11.5 8.2 0.1 0.0  0.6 0.2 0.2 1.1 0.3  0.3 15.1 
May-00 21.0 8.4 6.2 0.1 0.0  0.5 0.3 0.2 1.4 0.4  0.8 2.7 
Jun-00 31.7 16.7 6.7 0.1 0.0  1.0 0.3 0.2 1.6 0.4  0.7 4.0 
Jul-00 19.9 16.5 7.0 0.2 0.0  0.8 0.4 0.2 1.3 0.5  0.6 -7.4 
Aug-00 43.1 15.7 9.8 0.3 0.0  1.4 0.8 0.2 0.5 0.4  1.2 12.8 
Sep-00 28.7 17.2 7.2 0.2 0.0  0.8 0.6 0.2 0.1 0.2  0.8 1.5 
Oct-00 33.5 13.3 7.5 0.2 0.0  0.5 0.5 0.2 0.0 0.3  0.0 11.0 
Nov-00 42.6 27.8 8.9 0.2 0.0  0.5 0.4 0.2 0.0 0.2  0.0 4.3 
Dec-00 19.7 26.7 10.1 0.2 0.0  1.5 0.6 0.3 0.0 0.4  0.0 -20.2 
Jan-01 25.2 9.1 7.4 0.2 0.0 0.2 0.2 0.3 0.2 0.0 0.4 0.1  7.2 
Feb-01 27.7 9.3 6.6 0.2 0.0 1.0 0.3 0.4 0.3 0.0 0.4 5.4  3.9 
Mar-01 37.3 12.3 7.5 0.2 0.0 0.4 1.1 0.3 0.3 0.0 0.5 10.2  4.5 
Apr-01 31.4 12.8 7.8 0.1 0.0 1.0 0.5 0.3 0.3 0.0 0.4 5.3  2.9 
May-01 23.9 12.2 7.1 0.2 0.0 0.3 0.9 0.4 0.4 0.0 0.4 1.2  0.9 

Cumul 2001 145.6 55.7 36.4 0.8 0.1 3.0 2.9 1.7 1.4 0.0 2.0 22.2  19.4 
in % of the 
plan 39% 32% 36% 27% 6% 75% 29% 28% 55% 1% 26% 64%  81% 

 

Source: Ministry of Finance 
As of 2000, turnover tax includes usual turnover taxes and excise duties,  
however transit tax and customs duties are in the category International Transactions 
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Table 5.1.2. Total budget expenditures in million DEM (old classification) 
 

Invest. Econ. Interv.   

 Total 
Salaries 

& 
payroll 

Material 
exp. 

Pu
bl

ic
 w

or
ks

 

M
ai

nt
ai

na
nc

e 

Special 
purposes

ag
ric

ul
. c

om
m

. 
re

se
rv

es
 

ro
ad

s, 
ra

ilw
ay

s 

ot
he

r Subv. to 
Municip. 

Educ. 
Health, 
Culture, 

Social, 
NGO 

Financin
g exp. 

Extraord
-inary 

Expend. 

  

1995 202.2 97.8 11.1 20.1 7.3 25.8 0.4 11.1 27.8 1.0    

Plan 1996 305.0 128.3 19.9 42.0 19.9 36.2 0.6 21.5 36.2 0.4    

Executed 1996 306.7 141.7 18.5 39.3 13.0 34.0 0.5 18.2 40.4 1.1    

Plan 1997 497.3 234.9 34.2 53.7 27.5 40.4 3.8 32.3 67.7 2.8    

Executed 1997 497.4 241.9 33.3 48.1 21.6 50.6 3.5 30.3 64.5 3.5    

Plan 1998 372.9 169.9 24.9 40.7 22.0 31.7 3.4 28.7 49.3 2.3    

Executed 1998 369.9 182.7 21.8 42.2 17.2 31.1 4.3 25.2 40.1 5.4    

Plan 1999 284.6 119.1 18.1 28.3 17.1 39.8 1.6 27.0 32.0 1.5    

Executed 1999 301.6 129.2 18.5 32.8 15.6 41.1 1.7 25.0 34.7 3.1    

Plan 2000 383.8 180.8 23.7 16.7 27.8 20.5 17.0 8.0 12.5 1.7 36.9 36.8 1.5 10.1   

Executed 2000 457.2 189.4 26.4 33.4 27.5 19.9 20.3 8.0 22.8 2.0 33.7 54.7 2.9 16.2   

Of its category 
in % 119.1 104.8 111.2 200 98.8 96.9 119.4 99.8 182.2 118.4 91.4 148.7 202.6 160.5   

2000 Q1 89.6 35.6 4.5 6.3 4.3 3.5 1.9 1.8 7.1 0.3 8.1 13.7 0.4 2.2 
  

2000 Q2 119.0 47.3 8.5 6.3 6.0 5.1 4.7 2.3 14.1 0.5 8.4 10.1 0.9 4.8 
  

2000 Q3 125.5 52.4 4.8 10.8 7.8 6.7 6.6 2.0 7.1 0.5 9.2 10.8 0.7 6.0 
  

2000 Q4 123.1 54.1 8.5 10.0 9.4 4.6 7.1 1.9 -5.6 0.7 8.0 20.2 0.9 3.2 
  

 Loans and credits Charge-free grants and social benefits 

 
Total Salaries 

& 
payroll 

Material 
exp. 

Rents Capital 
expense

s 

Subsidie
s for 

agr, rail, 
road 

to
 p

ub
lic

 c
om

pa
ni

es
 

to
 o

th
er

 c
om

pa
ni

es
 

O
th

er
 

to
 in

di
vi

du
al

s 

to
 N

G
O

…
 

to
 E

m
pl

 a
nd

 H
ea

lth
 

fu
nd

 

to
  m

un
ic

ip
al

iti
es

 

So
ci

al
 in

su
ra

nc
e 

Other 
expense
s (incl 

interest)

Extraord
inary 

expendit
ures 

Plan 
2001 

447.1 230.1 76.6 2.8 35.7 22.3 1.0 1.5 2.9 4.7 2.7 10.6 5.3 38.3 3.2 9.6 

2001 Q1 127.2 41.1 27.4 1.0 11.3 8.4 4.2 1.3 0.9 1.2 0.9 12.2 0.5 13.0 1.2 2.7 
Jan-01 41.0 7.9 10.3 0.2 3.4 5.6 0.7 0.3 0.2 0.3 0.4 2.4 0.1 8.3 0.3 0.7 
Feb-01 32.9 17.0 7.8 0.4 2.7 1.1 1.2 0.0 0.4 0.3 0.3 0.8 0.0 0.1 0.2 0.6 
Mar-01 53.3 16.2 9.3 0.4 5.2 1.7 2.3 1.1 0.2 0.6 0.2 9.0 0.3 4.6 0.7 1.3 
Apr-01 54.5 18.1 7.7 0.6 4.4 1.5 0.5 0.6 0.5 0.3 0.2 9.7 0.2 5.9 0.5 3.8 
May-01 25.1 8.7 7.3 0.3 1.5 1.7 2.2 0.2 0.0 0.8 0.0 0.4 0.9 0.1 0.3 0.7 
Cumul 
2001 

206.8 67.9 42.4 1.9 17.2 11.6 6.8 2.1 1.4 2.3 1.1 22.3 1.6 19.0 2.0 7.2 

Of its 
category 
in % 

46% 30% 55% 68% 48% 52% 683% 142% 47% 50% 40% 211% 31% 50% 62% 74% 

 

Source: Ministry of Finance 
Note: The Ministry of Finance presents a new methodology as of 2001. 
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Table 5.1.3 Total revenues and expenditures in mn DEM 
 

 Total expenditures Total revenues Foreign financing 

 Plan Executed Plan Executed 

Surplus/De-
ficit 

Executed

Domestic 
financing EU US 

Reserves 
change 

1995  202 206 3 n.a. 0 0 3 
1996 311 307 314 315 8 n.a. 0 0 8 
1997 503 497 513 513 16 n.a. 0 0 15 
1998 372 370 400 387 17 n.a. 0 0 17 
1999 281 302 295 293 -9 18 0 0 9 
2000 384 457 394 347 -110 20 50 59  

2000 Q1  87 70 -18  10 14  
2000 Q2  119 90 -29  4 20  
2000 Q3  125 92 -34  11 25  
2000 Q4  123 96 -27 20 25 0  
2001 Q1  127.2 90.2 -37.0 30.3 7.0   

Jan-01  41.0 25.2 -15.8 13.5 2.2   
Feb-01  32.9 27.7 -5.2 5.7   
Mar-01  53.3 37.3 -16.0 11.1 4.9   
Apr-01  54.5 31.4 -23.0 12.3 10.4   
May-01  25.1 23.9 -1.2 2.8   

Cumul 2001  206.8 145.6 -61.2 45.4 17.4   
 

Source: Ministry of Finance and MONET calculations. 
Note: The position "Reserves" as mentioned in Ministry of Finance are not reserves but extraodinary 
expenditures. In 2000 MONET reinserted them as expenditures and therefore they disappear as 
reserves. 
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5.2 SOCIAL FUNDS 
 
The cash crisis in the government budget has an immediate impact on the funds. 
 
5.2.1 Pension Fund 
 
Though asked for several times, monthly revenues and expenditures of the pension fund have 
not been made available to MONET by the pension fund. 
 
The information received from other sources enables MONET to have some understanding of 
the situation. The Fund is probably under very much pressure. 
 
Revenues 
ο The revenues from contributions are well under their planned level. On the top of it, the 
pension fund benefited from the extraordinary payment of contributions linked to the payment 
of guaranteed salaries by the government. Without this payment, the revenues would only 
reach 23% of the plan instead of 33% for the first four months (linear approach). One of the 
main issues is that the government paid only 40% of its contributions since the beginning of 
2001.  
ο Revenues from turnover tax are under the plan as it is the case for turnover tax that goes to 
the budget, maybe for seasonal reasons. 
 
Expenditures 
To operate normally the pension fund needs some 22.5 million DEM per month. It spent only 
19 million per month. 
It has reduced its expenditures. For example it almost stopped paying its contributions to the 
Health Fund. This position for the whole year 2001 was budgeted at 38 million DEM, the fund 
paid less than 8% of the budgeted level. Investments are low... 
 
Cash Deficit 
ο The 28 million DEM cash deficit is financed by two sources that do not have endless 
reserves: The American financing in 2001 amounts only to 10.5 million DEM at the end of 
April. Further disbursements are not yet planned. 
ο The so-called "account 84" that collects funds meant previously to the federation (customs 
duties, part of turnover tax...). But as the main budget is as well making use of these funds, 
using the customs duties for the main budget, the account is expected to have no more 
reserves. 
 
Arrears increase, in particular towards the health fund. 
 
Evolution 
One may expect that both the contributions and the external financing will be under even 
higher pressure during the coming months. 
At some point one shall observe late payments of pensions. 
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5.2.2 Health Fund 
 
In 2000, the total revenues of the health fund reached 108 million DEM, almost exclusively 
coming from contributions. Total expenditures reached 113 million DEM, showing a deficit of 
5 million DEM. 
 
The fund in its yearly report explains the reasons for such a deficit: 
 
! irregular payment of contributions by the pension fund and the state budget. The pension 

fund paid the contributions for the pensioners up to the first 3 months of 2000 (at end of 
March 2001), their debt towards the health fund reaches 20 million DEM. At the end of 
2000, the government took over the pension fund debt and pays this debt by monthly 
installments. 

 
! irregular payment of contributions on the salaries of the employees of the economic sector. 

Several government decrees allowed companies such as KAP, OBOD, RTVCG 
(Television Crna Gora) not to pay or to delay payment of their contributions. The ministry 
of Finance committed itself to pay the contributions of RTVCG in 12 months installments. 
The fund undertook several actions to collect some of its payables.  

 
! unsettled issue of the financing of the health expenditures of refugees or displaced persons.  
 
! unsettled issue of the financing of the health expenditures of the unemployed and the 

agricultural workers through the budget. For the agricultural workers, the total revenues 
amount to 0.2 million DEM whereas the expenditures reach 3.4 million DEM. For the 
unemployed, the total revenues paid by the Employment Bureau and the main budget 
amount to 2.9 million DEM whereas the expenditures amount to 12 million DEM. 

 
The health fund suffers from severe problems of liquidity. At the end of May 2001, the cash 
deficit reaches already 7.3 million DEM. By the end of 2001 this deficit will be much larger. 
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Table 5.2.1. Pension Fund (in million Dem) 
 

 
Pensions and 

benefits planned 
to be paid 

Total revenues of which social 
contributions 

Total 
expenditures 

of which pensions 
and benefits 

Net arrears 
towards pensioners 

(pensions and 
benefits) 

1995 134.1 91.4 171.0 123.7  
1996 216.3 133.0 257.3 185.7  
1997 278.7 197.3 324.5 215.7  
1998 225.1 250.3 155.3 286.2 197.6 1.5 
1999 168.0 172.8 98.7 189.8 143.3 26.1 
2000 203.0 228.6 131.1 215.0 183.1 46.1 

plan 2001 214.4 300.0 172.0 300.0 200.3  
Q1 2000 41.7 47.5 32.7 44.1 36.9 94.6 
Q2 2000 50.1 47.5 29.5 52.2 44.2 109.4 
Q3 2000 54.8 58.8 34.9 56.8 50.1 131.1 
Q4 2000 56.5 74.8 33.9 61.8 51.9 148.3 
Q1 2001 53.6 63.3 33.5 57.6 48.4 155.2 

Jan-00 13.1 11.0 6.5 10.8 9.7 29.5 
Feb-00 14.3 13.5 6.9 13.8 9.7 34.1 
Mar-00 14.3 23.1 19.3 19.5 17.4 31.0 
Apr-00 15.6 15.8 11.4 18.1 14.3 32.2 
May-00 17.4 16.3 9.0 11.7 9.3 40.4 
Jun-00 17.1 15.4 9.1 22.3 20.6 36.9 
Jul-00 18.0 16.5 11.0 13.1 11.2 43.6 
Aug-00 18.0 19.3 10.0 17.5 15.7 46.0 
Sep-00 18.8 22.9 13.9 26.2 23.2 41.6 
Oct-00 18.8 20.4 9.5 13.9 10.1 50.3 
Nov-00 18.8 28.1 10.8 19.9 17.2 51.9 
Dec-00 18.8 26.3 13.6 28.0 24.6 46.1 
Jan-01 17.9 16.4 8.0 18.5 16.1 47.9 
Feb-01 17.9 22.6 10.6 12.1 9.7 56.0 
Mar-01 17.9 24.3 14.9 27.1 22.6 51.3 
Apr-01 17.9 17.7 10.8 19.0 15.7 53.4 

Cumul Jan-Apr 01 71.5 81.1 44.3 76.6 64.1 53.4 
 

Sources: Pension Fund and MONET estimation for pensions planned to be paid. Arrears are calculated taking 
the acknowledged debt towards pensioners at end 1999. Data converted from dinar to D-mark by MONET. 
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Table 5.2.2 Health Fund (in million Dem) 
 

 Total revenues 

of which social 
contributions 

(excl budget and 
extraordinary) 

of which 
revenues from 

budget 

of which 
extraordinary 

(aid on Kosovo 
refugees and 

others) 

Total 
expenditures 

of which current 
expenditures 

(dispensaries/em
ergency/medicat

ion…) 

extraordinary 
expenditures 

(Kosovo) 

1995 77.1 75.2 0.4 0.6 77.1 77.1  
1996 107.8 106.9 0.8  122.0 122.0  
1997 155.5 154.4 1.1  155.5 155.5  
1998 116.9 114.1 2.8  129.1 129.1  
1999 97.1 88.4 1.9 6.8 81.6 81.6  
2000 108.8 103.5 2.9 2.4 113.6 121.6 1.7 

plan 2001 130.6 126.3 3.4 0.9 130.6   
Q1 2000 18.0 16.2 1.0 0.8 22.4 21.7 0.8 
Q2 2000 26.7 25.4 0.6 0.7 25.6 25.4 0.3 
Q3 2000 27.6 27.0 0.5 0.0 28.9 28.3 0.6 
Q4 2000 36.5 34.8 0.8 0.9 36.6 46.3 0.0 
Q1 2001 26.5 25.7 0.8 0.0 31.2 31.2 0.0 

Jan-00 4.3 3.9 0.1 0.4 4.8 4.5 0.3 
Feb-00 6.2 5.4 0.6 0.2 8.3 8.1 0.2 
Mar-00 7.5 6.9 0.3 0.2 9.3 9.1 0.2 
Apr-00 11.3 10.7 0.1 0.5 9.5 9.3 0.3 
May-00 5.9 5.5 0.4 0.0 7.9 7.9 0.0 
Jun-00 9.5 9.2 0.2 0.1 8.2 8.2 0.0 
Jul-00 9.0 9.0 0.0 0.0 9.1 8.9 0.2 
Aug-00 10.5 10.3 0.2 0.0 11.0 10.7 0.3 
Sep-00 8.1 7.7 0.3 0.0 8.8 8.6 0.2 
Oct-00 12.1 11.0 0.1 0.9 12.8 12.8 0.0 
Nov-00 9.2 9.2 0.0 0.0 10.3 10.3 0.0 
Dec-00 15.3 14.6 0.6 0.0 13.4 13.4 0.0 
Jan-01 8.5 8.1 0.3 0.0 9.7 9.7 0.0 
Feb-01 7.9 7.7 0.2 0.0 10.6 10.6 0.0 
Mar-01 10.2 9.9 0.3 0.0 10.9 10.9 0.0 
Apr-01 8.1 7.7 0.4 0.0 9.5 9.5 0.0 

Cumul Jan-Apr-01 34.7 33.4 1.2 0.0 40.7 40.7 0.0 
 

Sources: Health Fund. Data converted from dinar to D-mark by MONET. December 2000 estimate by 
MONET 
Note: there are small differences between Health Fund data and MONET calculations 
 



Chapter 6. Monetary issues 
 

ISSP - CEPS 
 
32

 
Table 6 Deposits and own accounts of banks  
(in million DEM) 
 

 Of which: 

 
1. Total deposits 1.1 Sight 

deposits1) 
1.2 Term 
deposits2) 

1.3 Deposits 
for 

international 
payments3) 

1.4 Deposits 
for payments 
with Serbia4) 

2. Accounts of banks5 

       

Apr-00 73.88 57.51 1.95 14.42  2.21 
May-00 89.27 72.13 3.81 13.32  2.87 
Jun-00 74.49 63.31 3.49 7.70  3.05 
Jul-00 95.02 74.85 3.72 16.44  4.40 
Aug-00 118.04 99.18 3.23 15.63  3.53 
Sep-00 90.69 77.25 2.58 10.85  5.21 
Oct-00 95.67 89.85 1.12 4.71  3.84 
Nov-00 88.46 77.37 4.33 6.58 0.18 6.91 
Dec-00 80.21 73.16 1.38 5.37 0.30 8.33 
Jan-01 99.59 86.35 5.28 7.46 0.50 5.52 
Feb-01 89.07 80.10 5.33 3.04 0.61 5.57 
Mar-01 105.05 91.99 7.07 3.81 2.18 5.74 
Apr-01 84.32 75.65 2.32 4.75 1.60 4.74 
May-01 94.42 75.05 6.64 9.86 2.87 5.34 
       
       

10.04.00 72.68 59.03 1.96 11.69  3.65 
20.04.00 75.36 59.30 2.11 13.95  3.70 
30.04.00 73.88 57.51 1.95 14.42  2.21 
10.05.00 80.05 58.92 5.14 15.99  1.98 
23.05.00 77.63 63.01 5.06 9.56  3.12 
31.05.00 89.27 72.13 3.81 13.32  2.87 
10.06.00 71.57 60.23 4.85 6.49  3.42 
22.06.00 71.00 58.05 4.11 8.84  3.08 
30.06.00 74.49 63.31 3.49 7.70  3.05 
10.07.00 71.78 63.00 3.60 5.17  5.28 
20.07.00 87.12 68.46 2.98 15.69  3.89 
31.07.00 95.02 74.85 3.72 16.44  4.40 
10.08.00 88.00 81.43 3.38 3.19  3.16 
21.08.00 100.55 86.87 3.75 9.93  3.76 
31.08.00 118.04 99.18 3.23 15.63  3.53 
11.09.00 109.78 93.11 2.90 13.77  4.57 
20.09.00 99.10 84.79 2.68 11.64  3.46 
30.09.00 90.69 77.25 2.58 10.85  5.21 
10.10.00 86.02 81.00 1.79 3.23  3.19 
20.10.00 86.67 80.33 0.90 5.43  3.10 
30.10.00 95.67 89.85 1.12 4.71  3.84 
10.11.00 92.25 81.33 3.27 7.66  2.98 
20.11.00 83.10 75.71 0.41 6.87 0.11 4.75 
30.11.00 88.46 77.37 4.33 6.58 0.18 6.91 
11.12.00 90.30 78.89 5.31 6.00 0.09 4.70 
20.12.00 90.39 80.73 6.16 3.22 0.29 4.78 
31.12.00 80.21 73.16 1.38 5.37 0.30 8.33 
11.01.01 124.04 117.41 1.59 4.60 0.44 5.61 
20.10.01 114.86 105.84 3.45 5.33 0.23 5.57 
31.01.01 99.59 86.35 5.28 7.46 0.50 5.52 
10.02.01 91.35 81.30 7.05 1.97 1.03 5.44 
28.02.01 89.07 80.10 5.33 3.04 0.61 5.57 
10.03.01 90.70 80.40 4.51 4.95 0.84 4.90 
20.03.01 112.37 107.68 1.75 2.17 0.76 4.10 
31.03.01 105.05 91.99 7.07 3.81 2.18 5.74 
10.04.01 98.66 88.83 3.69 4.21 1.93 5.94 
20.04.01 92.75 78.01 3.08 9.10 2.55 6.18 
30.04.01 84.32 75.65 2.32 4.75 1.60 4.74 
10.05.01 89.91 77.23 2.04 6.49 4.14 3.63 
21.05.01 93.81 75.49 8.97 5.74 3.60 6.00 
30.05.01 94.42 75.05 6.64 9.86 2.87 5.34 
11.06.01 83.07 71.34 1.97 7.50 2.26 5.48 
       

 

Source: Central bank of Montenegro 
Categories are shown at the end of each period  1) sight deposits of nonbanks immediately available for 
transaction purposes 2) deposits of nonbanks with a maturity of up to 3 months 3) deposits of nonbanks, which 
are earmarked for international payments 4) deposits of nonbanks, which are earmarked for payments with 
Serbia 5) own reserves of banks held at the central payments system, ZOP. 
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MONET stresses again that figures on the banking system are not reliable because the 
central bank so far cannot enforce any proper reporting of banks. 
 
The regulation allowing banks to give loans only if they are fully covered by term deposits of 
the same maturity or by their own reserves is still enforced. Thus sight deposits, which present 
the highest part of all money held at banks, can not be used for the extension of loans. Banks 
are not satisfied with this situation. The Central bank will possibly maintain this regulation 
until the end of the banking sector restructuring process. 
 
However, MONET has serious doubts that credit creation at banks is fully regulated in 
Montenegro (see our report on Dangerous Liquidity Management in the Montenegrin Banking 
System and our comment on budget in this issue). 
 

Deposits since January 2000
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Accounts of banks from january 2000 
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TRADE WITH SERBIA STILL COMPLEX 
 
 
Though since March 2001, the transactions between the two republics may be done in 
Deutsche Marks, selling or buying goods in the other republic is still a complex and costly 
issue and therefore leaves room to the development of the gray economy.   
 
 
TRANSACTION COSTS AND CURRENCY COSTS ARE STILL TOO HIGH  
TO ALLOW FOR LARGE FLOWS BETWEEN THE COUNTRIES  
IN A FULLY TRANSPARENT WAY. 
 
 
Bank transfer: the only real legal way far too expensive 
 
As Deutsche Mark is considered as a foreign currency in Serbia, payments made to and by 
Montenegrin companies transit through a German Bank to be sent back to the National Bank 
of Yugoslavia in Serbia. The transaction cost amounts to 0.79% (Podgoricka Banka) up to 1 to 
1.5% (other banks). As a comparison a company making transactions within Montenegro 
should pay only 0.33% which already expensive. 
 
 
Cash payment: not fully legal 
 
This system is commonly used because it is a way to avoid financial fees but as well because it 
gives more room for the gray economy. The Montenegrin legislation does not allow 
companies to keep cash beyond a small amount. All cash received from clients should every 
day be deposited at the banks at the end of each working day. In parallel companies are not 
allowed to withdraw cash from the bank to carry out transactions (they should be using bank 
transfers). So that local companies even if they register all their sales will breach the law to be 
able to reduce their costs as they will make use of the cash they receive from their clients, 
instead of depositing it to the banks.  
 
Serbian companies are not allowed to receive cash for wholesale activities in principle. They 
shall be allowed to receive this cash payment in DEM and deliver goods without turnover tax 
being paid if the Montenegrin company provides a statement issued by the Montenegrin fiscal 
institution stating that the goods shall be sold in Montenegro and therefore shall pay turnover 
tax in Montenegro.  
 
 
Barter is a solution but not a panacea 
 
Barter still remains an efficient way to trade. But barter has many drawbacks, well known.  
Some other solutions that are in a way equivalent to barter consist in opening a bank account 
in Serbia, selling goods and receiving dinars and immediately buying some other goods with 
the same amount of dinars so that no currency change nor money transfer shall be required. 
This solution is efficient in the case the Montenegrin company really needs to buy goods in 
Serbia. If it does not need then it shall buy goods for other companies in Montenegro that it 
will resell in Montenegro for Deutsche Marks, entering once again businesses that differ from 
its own one. 
 
Conclusion 
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Many traders prefer avoiding bank transfer which should be the easiest method. Good 
competition between banks should enable to lower the provisions to the very minimum. 
Allowing companies to withdraw cash to carry out transactions in Serbia could provide a legal 
cheaper legal solution. 
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WELCOME TO MONTENEGRO 
OR 
LITTLE STORY ABOUT THE VERTUES OF FAIR  
COMPETITION AND PRIVATIZATION 
 
Dear foreigners, 
 
Imagine that you arrive sometime in December-January by car via the border with Croatia. 
You do not need a visa which considerably facilitate travelling but a bad surprise expects you 
at the border, your insurance policy is not valid in Montenegro. A few years ago for not paying 
the damages occurred by locally insured cars abroad, European insurance companies excluded 
Yugoslavia from the green card system. So at the border, you are expected to subscribe a 
temporary insurance policy that amounts to 200 DEM for 2 weeks. The same insurance policy 
in summer time would cost 30 DEM, what not having such a rate for the whole year ? As a 
comparison, the yearly insurance for a VW Golf III registered in Montenegro amounts to 130 
DEM. 
 
Since June 2001, a new tax appeared 50 DEM for foreign registered cars entering Montenegro 
in order to be allowed to drive on Montenegrin roads. 
 
Then driving to Podgorica will be full of surprise. Police will stop you every 10 minutes to ask 
you for your papers that of course will be fine. They would show you that you did not respect 
the 30 to 40 km/hour speed limit. the new policy seems to put the speed limit as low as 
possible so that everyone might be caught beyond the limit. Having paid the still cheap penalty 
5 DEM, you will concentrate your attention on your speed counter, but be careful because 100 
km/hour cars will overtake you without being too much cautious or worried about police 
controls... 
 
Approaching Cetinje, you might be stuck in the OBOD demonstration, the last method chosen 
by the union of this electrical appliance company to show its discontent on the hard but 
necessary restructuring program proposed by the government. 
 
Did you arrive by plane ? Take a taxi from the airport to town. As in many other countries, be 
careful, the fare should approximate 17 DEM but you are likely to be charged 30 DEM. 
 
You just arrive to Podgorica. The only hotel in town center having many rooms is the Hotel 
Crna Gora, part of the state owned company Utip Crna Gora. Park your car there, 2 DEM per 
hour, look at the price 280 DEM single up to 490 DEM double. Of course there is as well a 
price for nationals, much lower (a usual habit in many countries)... For sure the price is 
international, but a lot remains to be done concerning the quality....  
The company is the owner of the 2 largest hotels after Hotel Crna Gora, not "as nice", but 
almost as expensive. 
 
In other words, the state owned company with its current quasi monopoly situation milks the 
cow. 
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ABOUT THE VERTUES OF PRIVATIZATION OR FAIR COMPETITION 
 
Hotel industry 
Private entrepreneurs propose rooms in small hotels - 15 rooms maximum- at a fair price for 
the quality, quality far above that of the state owned company, price lower. 
 
As a fair result they are full everyday. Besides, these hotels have the same price policy for 
nationals and foreigners. Lower quality hotels opened their doors. A they as well benefit from 
a very good position on this market, they are the cheapest, they step by step increase their 
prices, up to 120 DEM which is far from being a world price for the quality proposed. 
 
Podgorica needs clearly that its hotels be privatized and sold to different owners. At that time 
only, customers will have value for their money. Let us hope that for this state owned 
company that they will find partners for all 3 hotels at the same time, otherwise the fall for the 
left over will be tough. 
 
Taxi 
Taxi drivers from town center to the airport will charge you a normal price as any taxi may 
drive you to the airport (only the airport taxi can drive you from the airport into town). 
 
Insurance/road tax 
Foreigners have no choice but immediately paying their insurance policy and paying their road 
tax to the only office present at the border... Equal treatment between nationals and foreigners 
might be a fair solution. 
 
OBOD 
This company desperately needs to be privatized and to stop being linked to the government. 
This 2000 workers company for the last 4 years basically does not produce anything though it 
has the potential to be back on its previous markets. If no solution is to be found between 
workers, investors and the government better close down the factory to reduce costs such as 
the payment of the salaries. 
 
Regards from Montenegro 
 
 
For information 
Prices in DEM 
 

Single room Double room Flat Hotels 
nationals foreigners nationals foreigners nationals foreigners 

UTIP Crna Gora 
Crna Gora 140 280 210 490   
Podgorica 100 230 150 380   
Ljubovic 100 230 150 380   

Private hotels 
Eminent 200 200 250 250 250 250 
Bojaturs 180 180   180 180 
Evropa 65 120 90 200   
Lovcen 65 120 90 200   
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COMMENT 1 

 
IS THE LEGAL FRAMEWORK IN MONTENGERO PROMOTING  
THE DEVELOPMENT OF SMALL BUSINESSES ? 
 
1.THE SELF EMPLOYMENT FRAMEWORK IN MONTENEGRO  
IS NOT ATTRACTIVE ENOUGH 
 
1.1.Number of self employed registered 
 
In March 2001, about 8.200 people were self employed in Montenegro. There was in 
Podgorica 1960, in Pljevljia 660, in Niksic 615, in Berane 580, in Bijelo Polje 550... 
 
There are some oscillations in summer time. At that time some 1.200  self-employed persons 
register themselves temporarily. 
 
1.2.Registration procedure  
 
A self employed is by the law a physical person that works in view of producing a profit. The 
activity may be production, trading or service. The self employed persons may carry out one 
of several activities depending on the provisions of the Law. 
 
A self employed may start his activities once registered at the Commercial Court after the 
approval of the municipality. The registration process requires several documents, attestations, 
certificates. The total amount of money required for the registration depends on the type of 
activity carried out. If the activity requires premises the minimum amount shall be 600 DEM if 
the self employed does himself all the procedure. Through an agency, additional costs shall be 
added. The economic situation is such that this amount may appear as a barrier to entry for the 
registration of a large number of self employeds. Taxi drivers, truck drivers and other 
professions that do not require premises shall need some 100 DEM to carry out their 
registration process. 
 
This process lasts about 10 days in the best case and usually 20 days up to a month. 
 
1.3.Taxation 
 
The self employed is due to pay tax on his revenues, turnover tax and social contributions. 
 
Self employeds may be divided into those that are taxed with a fixed tax and those taxed on 
their real net revenues. The tax payer that is not able to have an accurate accounting of his 
activity or that would be burdened in his activity by doing so pays a fixed tax. Any tax-payer 
that on principle shall be tax with a fixed sum may ask to be taxed on a variable basis. 
 
Some tax-payers may not be taxed by a fixed sum such as: 
o tax payers active in trade or intermediaries in real estate or in goods trade,  
o or taxpayers carrying out activities in which other persons have invested  
o and taxpayers that had more than 26.200 DEM (a multiple of the minimum salary) net 

revenues the previous year. 
 
 
On the total number of self employed, only 2.000 are taxed on a variable basis and about 6.000 
are taxed with a fixed sum. 
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The two taxation systems have different tax base but have the same tax rates. The tax-payer 
shall pay 20% tax on profit, 2% tax to the municipality and social contributions: 
o for the pension fund 24% 
o for the health fund 15% 
o for the employment fund 1% 
 
The Law foresees a minimum and a maximum base for the calculation of social contributions. 
The minimum base for the calculation shall be 3 minimum salary, the maximum 15, 
respectively 240 and 1.200 DEM. Therefore tax payers are due to pay a minimum of 100 
DEM contributions monthly to be allowed to carry on their activities. At the opposite, self 
employed earning a net profit higher than 15.000 DEM yearly shall only pay contributions up 
to 480 DEM monthly. 
 
Lump taxation 
Tax-payers according to their profession belong to fiscal categories. The tax base is a multiple 
of the minimum gross  salary and depends on the category of activity of the self employed. 
The base for the first category is one minimum gross  salary that is to say 131 DEM currently. 
 
The base for the members of the second to the sixth category varies from 2 to 8 times the 
minimum gross salary, up to 655 DEM monthly. Members of the seventh category (lawyers, 
accountants...) have a tax base that corresponds to the gross salary of people employed in 
similar activities. 
 
This base is corrected using criteria that may have a drastic impact on the calculation of the tax 
base: geographical situation of the premises (from -10% up to +50%), equipment (-5% to 
+30%), surface of the premises (-10% to +150%), number of employees (for each employee 
+5% , maximum +25%), age of the self employed and ability for work (up to -20%), market 
conditions (from -30% to +90%) and other criteria such seasonal character of the activity that 
may reduce the base by 50% or increase it by 1000%.. 
 
Example: a shoemaker in the town center with no employee. The shoemaker belongs to the 
second group, his minimum tax base shall be 262 DEM + 50%*262 DEM = 393 DEM, and his 
total monthly tax shall be around 250 DEM. The shoemaker shall have to produce net 
revenues of 250 DEM just to pay its tax.   
 
Variable taxation 
The tax base originates from the profit and loss statement of the self employed. The profit of 
the year before is the basis for the current year. The tax payer shall pay advance monthly 
installments. At the end of the year a regularization takes place. 
 
The same rates as for the taxpayers taxed with a fixed sum apply. The total taxation shall reach 
62% of the net revenues: 
o 20% for the tax on profit 
o 24% + 15% +1% for the contributions 
o 2% for the municipality tax 
 
Example for a tax-payer that earned 6000 DEM net profit last year. His tax base amounts to 
500 DEM monthly on which he is to pay more than 300 DEM tax.  
 
Tax exemptions, reductions: same regime as companies  
A newly established taxpayer is exempted for the first three years of tax on profit. Newly 
established entities in trade, technical or business services and real estate insurance are only 
exempted from tax for the first year of activity. If the activity is registered in economically 
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weak area the exemption shall last 5 years. Self employed employing new employees benefit 
from a reduction of the tax base of 40% of the salary for the first two years. 
 
A tax payer in which a foreign investor invest capital and whose share amounts to minimum 
10% of the total capital, benefits from a tax cut on 5 years, in proportion to the share of the 
investor. The tax payer that invests in equipment, in shares... benefits from a tax base 
reduction up to the level of investment, for the next 3 years, to a maximum of 70% of the 
taxable base. 
 
1.4. Analysis: The whole system needs to be reconsidered 
 
Variable taxation is far too expensive for a self employed 
 
The amount of tax really paid does not reflect the real business activity. 
 

 Number of self employed Average tax paid 
(march 2001.) 

Variable 2.014 227 
 

On average tax payers taxed variably should on principle earn net after tax some 140 DEM 
monthly. It is not much realistic to think that such revenues would motivate people to work.  
 
 
With a total 62% tax on his net revenues before tax, the tax payer is only but motivated to 
carry out part of his activity unofficially. He might not be much better off registering a 
company as the minimum salary for a director is set by the Collective Agreement and as the 
costs and procedures for operating a company are dissuasive for a small activity1. The variable 
system begins to be more attractive once taxpayers earn more than 1200 DEM monthly net 
revenues before tax because at that point, only the tax on profit is still variable. But this case is 
very rare. As shown in the table the average tax paid by variable tax payers is less than 230 
DEM. So that for the very large majority of them the most realistic scenario is tax evasion. 
The only solution consists in reducing the total taxation to a level acceptable to the taxpayer. 
 
Fixed taxation calculation should be reviewed 
 
An entrepreneur does not know waht is going to be tax base . The base varies from year 
to year of from month to month according to criteria that does not master. It is difficult to 
foresee activities and investments in such a frame. 
 
Criteria 
The taxable base depends on factors that are not compulsorily signs of profitability: 
geographical situation, equipment, surface, age... Other factors such as market situation or 
seasonal factors may increase drastically the base. This system, meant to be simply is in fact 
rather complex and depends largely on the appreciation of the fiscal authorities of the self-
employed's activity and environment.  
 
Indexation 
Lump taxation is a function of minimal salary.. Its level is set by the government, the unions 
and the chamber of commerce (see our analyses in previous issues of MONET). It 
automatically increases the tax to be paid by the  self-employed. In January 2000 the minimum 
salary was 60 DEM, in December 2000, 80 DEM. In one year time self employed workers had 
to pay 33% more tax. But the profitability of their business has no reason to follow this trend. 
It is therefore necessary to review this indexation process.  
                                                           
1 See the second part of this comment 
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The classification per category should be carefully reviewed to assess whether it corresponds 
to the market reality.  
 
Some provisions common to all self employed might be reviewed 
 
ο The minimum level of social contributions may appear as barriers to the entry. It is set at 

100 DEM currently. This figure is surprisingly high and forbids any person having little 
revenues to declare them. One wonders why there is a difference between the contributions 
on the minimum legal salary that amount to 50 DEM for a net salary of 80 DEM and the 
minimum amount of contributions required for a self employed: 100 DEM.  

ο There is not much motivation to carry out investments as the deductibility is not 100% and 
lasts only 3 years and has no impact on the base on which are calculated social 
contributions. 

 
Conclusion 
 
Altogether, the self employed legal framework presents imperfection that need to be 
settled to create a framework attractive for independent entrepreneurs. 
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2. ESTABLISHING COMPANIES IS A TOO COMPLEX AND  
COSTLY PROCESS TO STIMULATE ENTREPRENEURSHIP 
 
The registration procedure has to be fully reviewed 
 
Aiming at analyzing the registration process in Montenegro, the Center for Entrepreneurship 
has analyzed in detail all phases and proposed several measures for their improvement. The 
whole analysis is presented in a document "Analysis of the registration procedure for 
companies in Montenegro" April 2001. 
 
The analysis showed that the registration process in Montenegro is: 
 
Complex, long and slow 
There is no clear explanation on the various stages of the whole registration process. It 
involves a large number of institutions that do not communicate efficiently and quickly with 
each other. People willing to establish a company and knowing only partially the procedures 
will spend much time and money. The whole process lasts about 30 days. 
 
Subject to discretionary rights from the administration 
The administration bodies involved in the registration procedure are numerous and have 
discretionary rights. 
 
Expensive or requesting too much financing 
The founding capital for a limited liability company amounts to 5.000 $ minimum, about 53 
average salaries. On the top of it, one must add the costs for establishing the company that 
amount approximately to 4 salaries, amount paid to the agencies that take care of the 
registration. 
 
 
3. CONCLUSION 
 
One of the main objectives for Montenegro in the coming years is to give the best 
development opportunities to the private sector. To date the framework presented to the new 
entrepreneurs presents major drawbacks. Montenegro should review the self employed 
framework and the company registration process in the view of attracting workers to formally 
register their activities, and motivating potential businessmen to start an activity. 
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COMMENT 2 

 
 
BANKS IN MONTENEGRO 
 
According the Law on banks and Law on Central bank that have been adopted last November, 
banks had a maximum of twelve months period to re-register and fulfill the provisions of the 
new law. To date, no bank finished this procedure. Why? The reason is that the regulations 
and by-laws that describe the process of re-registration were only adopted in May this year. 
Banks were not in a position to start restructuring before this date. It is likely that the deadline 
to carry on restructuring will be extended.  
 
In May 2001 the Central Bank adopted four decisions: 
 
 
On minimal capital standards 
 
The minimal standards of capital are defined according to Basel principles on capital. Banks 
have to sustain their solvency ratio at 8% meaning that banks have to keep capital as a share of 
8% to risk weighed assets. The level of the risk capital (first class capital + second class + 
losses) has to be maintained at a minimum of 5 million DEM or more as required by the 
solvency ratio.  
 
 
On the criteria and the classification of assets 
 
The assets of a bank are classified by categories: good assets, assets with some special 
remarks, sub-standard assets, risky assets and loss. Credits are classified in these categories 
according to their risk measurement. They may be split into different categories. This decision 
foresees that all credits given to an entity shall be classified in the lowest category if one of 
these credits has a negative ranking. It foresees as well reserves for potential losses on credits. 
 
 
On minimal standards for the management of credit concentration and crediting people 
connected with the bank 
 
The total amount of credits given to one client or to a group of connected clients cannot be 
higher than 20 % of the first class capital of the bank. If credits to a single customer amount to 
more than 10 % of the first class capital, they are considered as large credits. The sum of all 
large credits cannot be higher than 300% of the first class capital. 

 
Credits provided to a person connected to the bank (such as shareholders, managers...) cannot 
be higher than 1% of the first class capital and the total sum of these credits cannot be higher 
than 10% of the first class capital. 
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On the licensing procedure 
 
It defines all the documents, authorizations that a bank must present in order to receive its 
license. It defines as well the fees that a bank has to pay.  
 
Other decisions such as mergers, establishing or closing branches, election of independent 
chartered accountant and general manager, investment in non productive or non financial 
enterprises are subject to authorizations from the Central Bank and payment of fees. 

 
For the time being, the Central Bank is auditing all banks in Montenegro and the results will 
show which banks fulfill the conditions for pre registration.   

 
If a bank owns the minimum capital required and fulfills all other conditions (methods, 
organization and acts), it shall receive the license from the Central bank. According to a 
preliminary statement of the Central bank some banks fulfill all requirements for licensing. 

 
If a bank owns the minimum required capital but does not fulfill the other conditions it will 
have to submit a request for prolonging the pre registration period. The banks will be 
responsible to fulfill all other conditions, to adjust their business methods, organization and 
acts along with the new regulation, in the additional period. These banks will have several 
possibilities: recover the bad debts or add extra capital. Merging these banks with others that 
have much better ratios might solve the problem as well. But it requires healthy and willing 
banking partners. 
 
In the case that a bank does not fulfill any conditions, it will not be allowed to continue its 
work.  
 
The pre registration process should be finished by the end of 2001. Its goal is that banks that 
are healthy continue to operate and banks which are not shall be closed. Once the restructuring 
process is achieved only a strict implementation of Central Bank regulations and a strict 
control of bank activities shall ensure a healthy banking system.  
 



Comments 
 

ISSP - CEPS 
 
46

 
DANGEROUS LIQUIDITY MANAGEMENT OF MONTENEGRIN BANKS 
 
Montenegro Bank is in serious difficulties because it suffers from non-performing loans. In 
principle Montenegro Bank should not have become illiquid and then insolvent if it had 
obeyed the present banking regulations. However lack of supervision and sanctions against 
banks give reason to believe that Montenegro Bank has found loopholes to lend without 
sufficient reserves. One important loophole is explained in this article, it is connected to the 
liquidity management of Montenegrin banks. Though we cannot assess to which extent it has 
caused the difficulties of Montenegro Bank, we assume that it contributed to a major part. The 
main idea is that Montenegrin banks violate the present regulation and extend loans. Then 
these banks trade one form of liquidity, namely their own deposits held at foreign banks, 
against cash, another form of liquidity, in order to pay out the loans. But the deposits held at 
foreign banks actually originate from people transferring money to Montenegro, for whom 
Montenegrin banks manage the foreign payments. Thus banks eventually limit the liquidity of 
some customers (the people who received foreign payments) in order to provide liquidity for 
other customers (their new debtors).  
 
In order to understand the process the liquidity of Montenegrin banks, reserves in the 
Montenegrin financial system and the present regulation on lending have to be explained.  The 
liquidity of a Montenegrin bank includes its own liquid reserves, which it either holds at its 
accounts at the central clearing and payments system (ZOP) or at a foreign correspondent bank 
and cash reserves held in the vaults of the bank. In order to increase its total liquidity a bank 
can borrow liquidity from other banks at the interbank market. By trading own deposits held at 
foreign banks against own reserves held at ZOP-accounts banks do not increase their total 
liquidity but just trade one form of liquidity against another form of liquidity. And if banks 
then withdraw their ZOP-account in cash, their total liquidity decreases. This is the crucial 
point: If banks ultimately reduce their liquidity by these transactions, they can become illiquid, 
i.e. they cannot perform timely payment services for other customers. 
 
The present regulation on lending has been in place since the introduction of the D-Mark in 
November 1999. The Montenegrin authorities have introduced strict regulation on lending 
because they considered the Montenegrin banking system as too weak and too poorly 
supervised. Banks will only be allowed to lend D-Marks if the loan is either fully covered with 
the banks own liquid reserves or if it is covered by term deposits. Thus banks are not allowed 
to transform short term liabilities (e.g. sight deposits) into long term claims (e.g. loans) and 
thus sight deposits, which are the major part of all deposits, cannot be used for credit creation. 
It is basically a 100% reserve regulation because all sight deposits which are readily available 
for payments should be fully covered with reserves (liquidity of banks and cash).  
 
Accordingly reserves in the Montenegrin financial system include the liquidity of banks and 
cash held at ZOP, which should cover all sight deposits used in the ZOP-system. Precisely 
banks and legal entities hold ZOP-accounts and thus not only sight deposits of legal entities 
but also ZOP-accounts of banks, a part of their liquidity, should be covered by cash held at 
ZOP.The regulation should ensure that banks will always be able to pay out sight deposits and 
to conduct payment services. But if at all, the regulation can only be supervised in the ZOP-
system, because all sight deposits used for payments in the ZOP-system correspond to ZOP-
accounts and these ZOP-accounts must be ultimately covered by cash. However the 
Montenegrin authorities have little knowledge about other sight deposits which are held at 
banks and have not shown up in the ZOP-system. The Montenegrin authorities cannot check 
whether these deposits are fully covered with reserves, e.g. with cash held in the vaults of the 
banks or – more importantly – with deposits of Montenegrin banks held at foreign banks.  
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Thus Montenegrin banks have found opportunities to circumvent the regulation and to create 
deposits by giving loans which are not covered with reserves any more. Imagine a 
Montenegrin bank receives a foreign payment on behalf of its customer. It will be credited on 
its own account at the foreign bank and it credits its customer in Montenegro. At the same 
time the bank can give a loan to another customer who needs cash urgently. The bank has no 
cash but it has a deposit held at a foreign bank which it can turn into cash in the Montenegrin 
interbank market. At the Montenegrin interbank market banks being short of cash frequently 
ask other banks for support and offer to pay with deposits held at foreign banks. So they buy 
additional cash with deposits held abroad. But the counterpart of the deposit of the 
Montenegrin bank held at the foreign bank is a deposit of a bank customer at the Montenegrin 
bank who expects to have the money on the account readily available. The deal has finally 
caused liquidity shortages of the bank.  
 
An example will underline the argument: Assume a bank, call it Bank A, has 100 million 
deposits which correspond to 100 million ZOP-accounts fully covered by cash held at ZOP 
and ready to be used for payments in the ZOP-system.1 The stylised balance sheet of Bank A 
includes 100 million DEM of ZOP-accounts at the asset side and 100 million DEM deposits at 
the liability side. And for simplicity (and not in sharp contrast to many weak banks in 
Montenegro) the bank has no capital (see balance sheet of Bank A: START) 
 
Bank A receives a foreign payment of 35 million DEM at its correspondent bank in Germany 
on behalf of its foreign customer, e.g. a nongovernmental organization, call it NGO. Bank A 
will be credited on its deposit held abroad and thus receive a claim to the bank abroad and it 
will credit the deposit of the NGO and thus create a liability (transaction 1). However the 
deposit of the NGO does not show up as a ZOP-account in the ZOP system, because so far it 
has not been used for any domestic payments via the ZOP-system. 
 
Bank A’s balance sheet has increased by 35 million DEM. Now an illiquid customer, call it 
Company X, needs cash urgently to fulfil its obligations to its workers. It asks its Bank A to 
provide a short term liquidity loan of 35 million DEM. Bank A gives the loan, it now has a 
claim to Company X and credits the deposit of Company X with 35 million DEM. Bank A’s 
balance sheet has increased by another 35 million DEM (transaction 2).  
 
Bank A has created a deposit of 35 million DEM for Company X, which is not covered by 
reserves, but it now needs the cash to pay out the loan. So it buys liquidity from another 
Montenegrin bank (call it Bank B) and pays Bank B with its deposits held abroad (transaction 
3). The structure of the asset side of Bank A’s balance sheet has changed. Its claims to banks 
abroad have been reduced by 35 million DEM and its account held at the ZOP-system (its own 
liquid reserves) has increased by 35 million DEM. 
 
Bank A withdraws the cash from the ZOP on behalf of its customer.2 And after the cash has 
been withdrawn, because workers of Company X need their salaries, Bank’s A balance sheet 
has been diminished by 35 million DEM, because its own ZOP-account and the deposit of 
Company X have been reduced by this amount (transaction 4).  
 
Total assets and liabilities of Bank A are now 135 million DEM, but more importantly the 
structure of its asset and liabilities side has changed substantially (see balance sheet of Bank 
A: END). Deposits are not fully covered with reserves any more, deposits of 135 million DEM 
correspond to ZOP-accounts of 100 million DEM and loans of 35 million DEM. 
                                                           
1 In the Montenegrin accounting system ZOP accounts are not considered as counterparts of bank deposits. 
However for illustrating the point we use more appropriate accounting practices. ZOP is the clearing house and 
banks hold the reserves covering the deposits as ZOP-accounts. 
2 alternatively Bank A transfers its positive ZOP-balance to the ZOP-account of Company X and then Company 
X withdraws cash.  
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As long as Company X does not repay its loan, the NGO or other depositors will not be able to 
readily use the total 135 million DEM of deposits for current payments, but only 100 million 
DEM. Customers of Bank A have problems to conduct payments domestically (because there 
are not enough ZOP-accounts) and internationally (because Bank A has no positive balances at 
foreign banks), because sight deposits of Bank A are not fully covered with reserves any more. 
 
 

Balance sheet of Bank A: START* 
Claims to foreign banks 0 Sigh deposits 100 
ZOP-accounts 100   

Transactions at Bank A* 
(1) Claims to foreign banks +35 (1) Sight deposit NGO (outside ZOP) +35 
(2) Loan to Company X +35 (2) Sight deposit Company X (outside ZOP) +35 
(3) Claims to foreign banks -35   
     ZOP-accounts (own reserves) +35   
(4) ZOP-accounts (own reserves) -35 (4) Sight deposit Company X (outside ZOP) -35 

Balance sheet of Bank A: END* 
Claims to foreign banks 0 Sight deposits 135 
ZOP-account 100 (of which 35 outside ZOP)  
Loan 35   
* in million DEM 
 
The story gets even worse when the loan is not repaid at all, because Company X is insolvent 
or unwilling to repay the loan. Bank A now has liabilities of 135 million DEM but only assets 
of 100 million DEM, because the loan has been written off and the bank has no capital to 
cover the loss. Its net worth is negative because liabilities exceed assets. Illiquidity now has 
turned into insolvency for Bank A.  
 
To summarise the main results: The total amount Bank A is short of liquidity after conducting 
these operations is 35 million DEM and loans of the same amount have been created. If these 
loans become non-performing, Bank A will have troubled debts of 35 million DEM. Now it 
can be easily seen how Montenegro Bank has come into difficulties by being caught with 70 
million DEM of non-performing loans. Just imagine that Montenegro Bank has behaved as 
Bank A in the example. And just imagine that the example has been repeated with another 35 
million DEM ... 
 
The major problem is that Montenegrin authorities can – at best - only supervise the 100% 
reserve coverage of deposits which show up in the ZOP system. Montenegrin authorities can 
hardly have any information about all other deposits held at banks. When these deposits 
originated from foreign payments they are covered by reserves in form of deposits of 
Montenegrin banks held at foreign banks. But if these deposits are used to refinance loans 
given on soft conditions, banks will not only have problems of illiquidity but ultimately of 
insolvency.  
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VAT - VALUE ADDED TAX 
 
Montenegro is preparing the introduction of VAT together with experts of USAID and DFID. 
It is the most important reform in the tax system. 
 
WHAT IS VAT AND HOW DOES IT WORK?1 
 
VAT is a general consumption tax, which is directly proportional to the price of goods and 
services. It is collected fractionally, on each transaction in the economic chain, and is neutral. 
o It is called VAT because the tax becomes payable at the each successive stage where value 

is added to the product or service.  
o It is a general tax applying in principle to all commercial activities involving the 

production and distribution of goods and provision of services. 
o It is a consumption tax because it is borne ultimately by the final consumer. it is not a 

charge on companies. 
o It is charged as a percentage of prices, which means that the actual tax burden is visible at 

the each stage in production and distribution chain. 
o It is collected fractionally, via system of deduction whereby taxable persons (VAT 

registered businesses) can deduct from their VAT liability the amount of tax they have 
paid to other taxable persons on purchase of their business activities. Each company pays 
VAT on all goods and materials it buys and it also charges VAT on all the good it sells. 
VAT rate charged on bought goods is called input tax, and the one that is paid on sealed 
goods is called output tax. At the end of each month of quarter (or other defined period), 
companies calculate all paid VAT and collected VAT and reimburses the balance. 

 
The mechanism ensures that the tax is neutral regardless of how many transactions are 
involved. 
 
Example with a 21% VAT 
 
A manufacturer sells goods to a wholesaler for 100 DEM and charges 21 DEM VAT on that 
amount (21%). The wholesaler therefore pays 121 DEM. The manufacturer pays 21 DEM to 
the government.  
 
The wholesaler sells to a retailer the goods for 130 DEM and charges the retailer 27 DEM 
VAT (21%) for a total price of 157 DEM, all taxes. The wholesaler will then owe the 
government 27 DEM, but he already paid 21 DEM to the manufacturer and therefore will pay 
the difference 6 DEM to the government.  
 
The retailer in turn applies VAT to the selling price 150 DEM, some 31 DEM. As it already 
paid 27 DEM, it shall only deliver 4 DEM to the government.  
 
The final consumer has bought the goods for 181 DEM, full taxes. He is the one that pays the 
VAT as he is not reimbursed. But the VAT has been collected gradually, the manufacturer, the 
wholesaler, the retailer have collected part of the VAT and forwarded it to the fiscal 
authorities. 
 
 

                                                           
1 (note: VAT has three forms: gross product, income and consumption. In the article we will talk about 
consumption form of VAT.) 
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VAT IS A WIDESPREAD MODEL 
 
It is a modern fiscal model and is being used in most developed countries in the world. All 
Member states of EU adopted VAT legislation. Today 28 of 30 OECD member countries have 
or plan to introduce a VAT on goods and services. Of course many other countries that are not 
members of OECD or EU use this kind of consumption tax.  
 
VAT rates in European Union are not unified. Denmark and Sweden opted for high VAT rates 
(25%) and Luxembourg for low ones (15%). The average rate for EU countries is 19%. When 
OECD countries introduced VAT the average standard rate was 12.5% and now it is 17%, 
showing an increase. Switzerland has the lowest rate in Europe 5%.  
 
Among the transition countries Slovakia and Hungary have high rates 25%. 
 
WHAT ARE THE MAIN ISSUES WHEN DEFINING THE NEW VAT SYSTEM? 
 
Number of rates to introduce 
 
Shall there be a single rate for goods and a single rate for services or different rates for goods 
and different rates for services? Even though many countries use multiple tax rates there is a 
clear trend towards reducing the number of rates. Most economies in transition use two rates. 
Almost half of the countries using VAT have only one rate and all the countries that have 
recently introduced VAT have also chosen one rate The EU Commission favors reducing the 
number of rates.  
 
Croatia that launched VAT in 1998 for example has chosen one standard rate (one for goods 
and one for services. 
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Tax rate 
 
Usually different tax rates are used for goods and services and tax on services are lower than 
on goods. It is much easier not to declare your activity and income if you produce services 
than if you produce or sell goods. Therefore by the lower rate for services the official economy 
is stimulated. 
 
Croatia standard rate for goods is 22 % and for services is 10%.  
 
Tax basis 
 
The next decision should be about the minimum turnover above which a VAT rate should be 
paid. 2  It means that companies having a low turnover are assimilated to final consumers. 
They are exempted from VAT. For example in Croatia, enterprises which have an annual 
turnover lower than 50 000 HRK (8 300 US $) do not calculate VAT on their products. Of 
course these enterprises can be registered as VAT payers if they want to and this decision is 
usually based on whether they sell to registered or nonregistered enterprises. But as a 
minimum, each trader should be required to record and file their purchase invoices.  
 
Each fiscal institution shall make its own calculation to set its own limit, taking into 
consideration the costs of control and the additional revenues they would get from going to the 
very end of the chain.  
 
Exemptions 
 
Usually a small number of goods and services are exempted from VAT in almost all countries. 
In Croatia, for example, there are only few exemptions such as health, social and similar 
services. Services and goods exempted from VAT should be preferably listed in the law. That 
is, for example, the case in the European legislation.  
 
Zero tax rate 
 
It applies usually to exports but it can be enlarged to international transport, supplies for 
diplomatic missions.... These goods or services that are not taxed should be carefully analyzed 
as they can have impact on the tax base, the tax rates, tax evasion, revenue generation and 
simplicity of all VAT tax system. 
 
WHY CHANGING FROM TURNOVER TAX TO VAT? 
 
Current situation in Montenegro 
 
Montenegro has a turnover tax system. The tax is sometimes withheld, but in most cases the 
payment takes place at the end of the chain. Turnover tax has been lowered recently. 
 
! The usual tax rate on goods is 17%, and the lower rate is 8% (for example on electricity). 

But additional taxes on goods of 2 % up to 4% should be paid for army, and additional 
2%+2% should be paid for pensions and transport. So that the total tax on goods is at least 
23%, in the case of 17% basis. 

 

                                                           
2 Turnover is the most common criteria, but in the some countries the other criteria or their combinations are used 
too (capital asset, number of employees, number of owners, profit) 
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! The tax on services is 9% and additional 2% + 2 % should be paid for army and transport, 
and the total tax rate for services amount to 13%. 

 
! There are many exemptions in both cases.3 
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In this example sales tax amounts to 21%. The wholesaler and retailer buy goods without tax, 
because they will sale it further on. The final consumer pays the tax, but the holder of this tax 
is the retailer who should transfer it to the Government.  
 
Tax evasion is widespread, tax collection is not efficient 
 
One cannot estimate how much turnover tax in the current system is lost or unpaid but 
definitely it represents a highly significant amount. 
 
In the current system the retailer often avoids the obligation to repay the tax paid by the final 
consumer to the Government. Fiscal institutions are not able to follow the products till the 
final consumer. That is one of the main reasons why the current system is not efficient. 
 
Besides many goods use fully illegal channels avoiding any tax payment 
o as Montenegro is a small country with several borders, many goods sold are said to go for 

export, but stay in Montenegro. 
o many products enter Montenegro through illegal channels and of course are not subject to 

tax. 
 
Many companies have double accounting. Fiscal institutions are not equipped to monitor 
turnover tax payment. The introduction of cash registers should improve the efficiency of the 
system. 

                                                           
3 Some of them were listed in MONET 5, part 2 
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VAT will not solve all the issues 
 
VAT will allow a better collection for the goods or services that enter legally into the country 
or that are produced legally in Montenegro. Almost all the other issues (export, illegal import, 
double accounting) will mainly persist and should be settled throughout improved control for 
example. 
 
But VAT introduction will enable tax collection from the importer, from the manufacturer, 
having each player in the chain being involved and responsible for further collection. 
 
Which standard tax to adopt? 
 
! The temptation is to put a high tax rate because it is the most efficient tax in Montenegro 

(now turnover tax represents almost 60 % of public revenues). But without setting a high 
tax rate, the income for the budget will be already much higher than the existing system (it 
the collection is more efficient). Besides VAT or turnover tax is one of the harsher taxes as 
it reaches everyone, every consumer not considering whether the consumer is rich or poor. 
Montenegro's fiscal system makes very little difference between the poor and the rich. 
Such a tendency should not be favored. 

 
! The situation in Serbia should be considered too. Serbia recently introduced one tax rate 

for services and goods, 17%. An additional 3% should be paid to the federal budget, for 
the army. The fiscal systems of Montenegro and Serbia are mainly independent, but 
anyway a high difference between rates can cause some adjustments. Consumers shall 
make their own choice on where to buy goods and services. 

 
Shall there be inflation? 
 
If Montenegro was to apply the same rates as those existing now, the only cause for inflation 
due to VAT would be the better collection that would oblige more players to include VAT, 
leading to price increases if they expect to maintain their margins. 
 
However as prices are already in line with many other countries, increasing their prices would 
set these entreprises in an unsustainable position.  
 
If Montenegro simplifies the tax regime, reduces exemptions andthe standard rates, it will 
have an immediate one shot impact on prices. To date, no figures are mentioned. 
 
But in the economic practice the answer to the question whether the introduction of VAT will 
cause a continued rise in prices depends on factors outside the fiscal reform. The decisive 
factors are the level of development market mechanisms, the movements made in the 
economic policies, the phase of the economic cycle in which economy finds itself at the 
moment of VAT introduction, income policies and numerous psychological factors. 
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EURO IS COMING! 
 
BACKGROUND 
 
Presently 12 of the 15 countries of the European Union form a monetary union. Their common 
currency is called the Euro, which will be introduced as cash next year. Germany is one of the 
members and therefore it will exchange D-Mark cash for Euro-cash in 2002.   
 
The European Union was created in 1957. France, Germany, Belgium, Italy, Luxembourg and 
the Netherlands signed then the Treaty establishing European Economic Community in Rome 
on March 25.  
 
"The Treaty of Rome declared a common European market as a European objective with the 
aim of increasing economic prosperity and contributing to “an ever closer union among the 
peoples of Europe"". 
 
The EEC (European Economic Community) Treaty, as the most important of the Treaties and 
the broadest in scope, constitutes the core of the European integration process. 
 
It has twice undergone major revisions, through the Single European Act (1986) and the 
Treaty on European Union (1992). The Treaty on European union agreed and signed in 
Maastricht on February 7, 1992 is seen as the most comprehensive reform of the Treaty of 
Rome, because it produced a clear timetable for further progress on the road to economic and 
monetary union. 
 
Today, the members of the European Union include  Austria, Belgium, Denmark, Finland, 
France, Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain, 
Sweden and the United Kingdom, and so far 12 of them form a monetary union. 
 
MONETARY UNION 
 
The Single European Act and the Treaty on European Union introduced the Economic and 
Monetary Union (EMU) and laid the foundations for a single currency, the Euro. 
 
"The successful development of the Euro is central to the realization of a Europe in which 
people, services, capital and goods can move freely". 
 
The first stage of EMU ran from 1 July 1990 to 31 December 1993 and featured the removal 
of remaining restrictions on the free movement of capital and an increased focus on economic 
convergence.  
 
The second stage began on 1 January 1994 and ran until 31 December 1998. This was when 
the main preparations for EMU were made including the establishment of the European 
Monetary Institute, the forerunner of the European Central Bank, together with a variety of 
legislation and policy decisions designed to improve the standards, quality and management of 
public finances.  
 
The third stage of EMU began on 1 January 1999, when the exchange rates of the participating 
currencies were irrevocably set. At the same time, the European System of Central Banks took 
sole charge of monetary policy for the Euro area. Member States began implementing a 
common monetary policy, the Euro was introduced as a legal currency and the 11 currencies 
of the participating Member States became subdivisions of the Euro. Greece has since joined 
(1 January 2001) so that 12 Member States will introduce the new Euro banknote and coins: 
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Belgium, Germany, Greece, Spain, France, Ireland, Italy, Luxembourg, the Netherlands, 
Austria, Portugal and Finland.  
 
Denmark, Sweden and United Kingdom are not currently participating in the single currency. 
Denmark is a member of the Exchange Rate Mechanism II (ERM II) which means that the 
Danish crone is linked to the Euro, although the exchange rate is not fixed. 
 
HOW THE EURO LOOKS LIKE? 
 
One euro is divided in 100 cents. The banknotes will be identical in all member countries. 
Unlike the banknotes the coins will not be identical in all the countries in euro area. One side 
of the coin will be same for all countries (European side); the other side will vary from country 
to country (national side). Banknotes and coins are common means of payments in the euro 
area irrespective of the country of origin.  
 

 
 

CONVERSION AND CHANGEOVER 
 
Conversion into euros is regulated by a law passed in 1997. This says that only the rate fixed 
for each national currency unit on 1 January 1999 can be used for convesrion into euros. The 
use of any other rate would be a breach of the law. The irrevocably fixed conversion rates 
between the euro and the currencies of the Member States adopting the euro are presented in 
the following table: 
 

The exchange rates of the national currencies of 
the 12 member countries have been irrevocably 
fixed at January 1st 1999 and since then the twelve 
member countries have a common monetary 
policy and a common central bank, the European 
Central Bank. Thus the monetary union exists 
already and the introduction of euro-cash is just a 
technical procedure 
 

Euro banknotes and coins will be available to 
banks and other institutions from September 1 
2001. The introduction of the euro cash will start 
on January 1st 2002. The introduction of euro cash 
means that the total volume of banknotes and 
coins in circulation has to be completely replaced 
within a short period of time. With this 

introduction, the dual currency system will start, which means that both, euro and national 
currencies will be in circulation. EU economics and finance ministries issued a joint 
declaration agreeing to limit the dual circulation of national banknotes and coins to a 
maximum period of two months. 
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For example in Germany, resident credit 
institutions and retailers will accept D-Mark 
banknotes and coins up to February 28, 2002.The 
Bundesbank will continue to convert any amount 
of DM free of charge at the official exchange 
rates for an indefinite period. These arrangements 
will create a reliable framework for a smooth 
changeover to euro banknotes and coins. 
 
 
PUBLIC CAMPAIGN 
 
The public awareness campaign is to take place 
in all participating countries according to the 
same principles, the same timetables and where 
possible using the same informational media. 
These campaigns will be concentrated in the 
second half of the 2001. The national central 
banks will play a key role in the euro 2002 
informational campaign, as they are responsible 
for implementing this campaign at the national 
level. 

 
 
WHAT ABOUT MONTENEGRO? 
 
Montenegro adopted the deutsche mark as its 
official currency in November 2000. Therefore it 
intends to switch to euro in 2002.  
 
Very few enterprises and citizens are aware that they will use euro in five months. Only few 
people are aware  and they do not know when the conversion shall start and end, what shall be 
the conversion rate, how much the changeover will cost, what shall be the procedure. 
 
The Central Bank (CB) is preparing this process. The euro introduction plan will be adopted in 
July. There is very little information available to the public. The public campaign and the 
education of citizens will, according the announcements of the central bank representatives, 
start after the adoption of the plan. 
 
HOW WILL THE CHANGEOVER BE ORGANIZED? 
 
There are currently around 100 million DEM on the accounts that should be converted. There 
is however no precise information on the cash in circulation, but according the Central bank 
estimations, it amounts to 100 million DEM. 
 
The money on the accounts will not present a problem. All money will be immediately 
converted into euro. It is just a technical issue on the accounts and not a physical changeover. 
But the exchange of cash will be more complex. 
 
The Central Bank has two solutions:  
o a quick changeover with deadlines set to exchange DEM into Euro  
o a slow changeover when the government step by step introduces Euro in the payment 

system as was the case for dinar replacement 
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It is likely that Montenegro will opt for a rather quick changeover as in other Euro countries. 
Several questions arise: what shall be the fee, shall the conversion be confidential, till when 
Deutsche Mark shall be in use in Montenegro ? 
 
Fee 
 
One of the main questions is the banking fee. When deutsche mark owners become aware that 
they will have to change DEM into euro, they will be interested to know the cost of the 
conversion. This is not defined, and it will depend, according to CB officials, on the agreement 
between the Central bank and the Bundesbank.  
 
In the process of currency exchange some costs will occur. The question is who will pay these 
costs, the Government, the banks, the citizens? The situation, in which only the citizens will 
pay these costs, through banking fees, will be unwise and unfair. Citizens lost their confidence 
in the banking system so that their cash reserves are kept at home. Taxing  their savings held 
in cash will be felt as a tax on wealth. 
 
A proposition would be that the changeover for a certain period (for example one-month) be 
free of charge to the expense of the Government. After this period the citizens would have to 
pay a fee.  
 
Confidentiality 
 
Confidentiality will be an issue for all people that have earned cash  in an informal way, which 
is basically the case for many people in Montenegro. They shall be interested to know whether 
they may anonymously convert their DEM into Euro. Otherwise, they might switch to other 
currencies, invest their money in order not to have to convert so much money, or go directly to 
Germany to convert large amounts. 
 
MONET believes that the conversion should provide full confidentiality. The country should 
use this opportunity to measure the volume of cash in circulation. 
 
Public campaign 
 
Once the Central bank defines all relevant issues for the euro introduction and adopts its 
activity plan, it will have to start a public campaign to enterprises, entrepreneurs and citizens. 
This kind of campaign started long ago in the Euro area. It has not started in Montenegro yet. 
Montenegro had a similar experience changing from dinar to DEM, but people were used to 
calculate in DEM, it is not the case with euro. One of the positive aspects is that the 
undeveloped computerized economy does not require the adjustments that were necessary for 
the EU countries. 
 
Introducing Euro cash means introducing the same cash as Germany and most countries of the 
European Union will use from 2002 onwards. Keeping on D-Mark notes and coins simply 
means keeping on “an old version of the Euro” because all D-Mark notes and coins are already 
worth 1.95583 D-Mark for one Euro.  
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COMMENT 3 

 
FOREIGN INVESTMENT IN MONTENEGRO 

 
1. MONTENEGRO LEGAL ENVIRONMENT IS RATHER FAVORABLE  
TO FOREIGN INVESTORS, HOWEVER SEVERAL LAWS ARE PROBLEMATIC 
 
1.1 THE LAW ON FOREIGN INVESTMENT RECENTLY REVIEWED  
PROVIDES A RATHER GOOD FRAMEWORK FOR FOREIGN INVESTORS 1 
 
The framework that governs foreign direct investment in both republics is a matter of federal 
law. The law that principally governs foreign direct investment in the FRY is the Federal 
Foreign Investment Law. In the case of Montenegro, a legislation was recently enacted which 
also pertains to foreign investment2. 
 
The Montenegrin Foreign Investment Law attempts to simplify the red tape regarding foreign 
investment in Montenegro by circumventing certain provisions of the federal Foreign 
Investment Law. There are notable differences between the provisions of the Federal Foreign 
Investment Law and the Montenegrin Foreign Investment Law, certain of which may be pre-
empted by the Federal Foreign Investment. 
 
Fortunately legislative changes are currently being contemplated at the Federal level with a 
view towards simplifying the Federal Foreign Investment Law. 
 
Foreign direct investment in the FRY is expressly permitted, it is still subject to reciprocity 
which means that reciprocal rights must be available to a Yugoslav natural or legal person to 
invest in the same country as that of the proposed foreign investor. In contrast with it, the 
Montenegrin Foreign Investment Law contains no reciprocity requirement. (This difference 
may be subject to federal pre-emption). 
 
The Montenegrin new law on foreign investment considers as foreign investor a:  
o foreign legal entity which headquarters is abroad;  
o foreign citizen; 
o Yugoslav citizen whose residence or stay abroad is longer than one year; 
o company with over 25% of foreign capital  
o company established/founded by a foreigner in the Republic. 
 
Permitted investments 
 
Both laws permit foreign investors to establish a company, invest into a company or establish 
a division of a foreign company. They expressly contemplate investments via concessions and 
BOT. 
 
Investments may be in the form of currency, objects, services, property rights and securities. 
Objects, services and rights have to be presented in financial (monetary) form. 

                                                           
1 Main elements from The Balkan Newsletter LINKLATERS and ALLIANCES 
2 published in the Official Gazette n 52 of 3 November 2000 
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Prohibited investments 
 
They both prohibit foreign investment in certain fields unless: 
o such investments are made in partnership with a domestic citizen or entity, or 
o the foreign investor does not have a controlling interest in the enterprise. 
 
But the two laws differ markedly on the type of restricted/prohibited investments. 
In particular the Federal law states that a foreign person may not - unless in compliance with 
the above mentioned conditions - establish or invest in an enterprise in the FRY that actively 
engages in:  
o armaments, military equipment 
o public information, communication systems (telecommunication facilities, integrated 

service networks and or satellite communications) 
o public utilities e.g water supply and heating 
 
In contrast, the Montenegrin Foreign Investment Law states that a foreign person may not 
unless in compliance with the above mentioned conditions establish or invest in an enterprise 
engaged in: 
o armaments, military or 
o in any activity in a restricted territorial area border zone, national park… 
 
It should be noted that the Montenegrin Foreign Investment Law which attempt is to eliminate 
any restriction on foreign investment in public information, communication systems may be 
pre-empted by the relevant provisions of the Federal Law. 
 
Among others, a foreign investor is granted to: 
o directly or indirectly have a control position in a commercial enterprise 
o transfer to other foreign or domestic entities its rights and obligations 
o share transfer and reinvest without any restriction the profit accruing from its investment 
o repatriate certain of its invested in kind contributions 
o fully repatriate its investment or the remainder of its in kind contributions in the event of 

cancellation of the contract or upon the expiration of the subject investment contract or 
dissolution of the subject enterprise. 

o participate to profit on the basis of his investment and to freely transfer and reinvest the 
profit, including the exchange of currency; 

 
Governing Law 
 
Disputes are dealt with the relevant court in the republic, if the contract does not provide that 
such disputes shall be settled through foreign or domestic arbitration in compliance with the 
international conventions.  
 
One of the unique attributes of the Montenegrin law is that it ensures that a foreign investor is 
treated on an even handed basis vis a vis the Government. It states that if the Government is a 
party to a Foreign Investment contract with a foreign investor or is a shareholder in a company 
with a foreign investor the Government shall not be permitted to have any rights which exceed 
those afforded to the subject foreign investor. 
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Incentives 
 
The Federal law foresees a number of incentives related to foreign direct investment - but 
these incentives are expected to be reduced soon. The legislation in Montenegro states 
expressly that a foreign investor shall not be taxed in a less favorable way than domestic legal 
entities will. 
 
The law provides various incentives:  
o a newly established entity with a stake of foreign investment that exceeds 50% capital or 

with a 100% stake of foreign investment is exempted from profit tax for the first five years 
upon the start of its activity, with an investment of no less than 100.000 DEM.  

o an existing company in which a foreign person invests capital (at least 10% of the total 
capital) benefits from a profit tax cut during the next five-year period, in proportion to the 
share of foreign capital in the total fixed capital. 

o imports of new equipment on the basis of a foreign investor’s stake are exempted from 
customs duties. 

 
Comment 
 
The Montenegrin law on foreign investments seems to be rather liberal allowing for the entry 
of investors in almost all sectors of the economy, providing necessary guarantees on fair 
treatment and real incentives. 
 
1.2. OTHER LAWS, COMMON TO ALL  
ENTREPRISES PRESENT STILL DRAWBACKS 
 
1.2.1 Law on financial transactions 
 
There are many negative features in the law on foreign transactions. The existing law is made 
for a system operating with dinars as a legal tender. Other tenders are only but foreign 
currencies. Montenegro did not pass a Law neither decrees that would clarify what measures 
are still valid in Montenegro. Till then the existing Federal Law is the only reference. The 
content of this law is rather serious. 
 
! The Federal institutions make projections of their balance and state the maximum amounts 

of currencies that local companies may invest abroad or use abroad. In case of imbalance 
of currencies the Federal institutions may decide to forbid the transfer of currencies for 
investment abroad as well as credits to abroad or may create specific conditions to allow 
these transfers 

 
! Companies may only pay imported goods or services once they are delivered, aside for 

spare parts and imported equipment for production that can be partly paid in advance. 
 
! The federal government states the conditions by which the NBJ may give authorization to 

a company to hold currencies abroad. Basically companies are not allowed today to hold 
directly their accounts abroad. 

 
! There is a free transfer of currencies abroad after execution of all obligations in 

Yugoslavia.  
 
! Companies earning profit from activities undertaken abroad shall repatriate 30% of this 

profit to Yugoslavia. The Federal state may increase this percentage if necessary. 
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! A foreign person may take out of Yugoslavia no more currencies than the amount they 
entered Yugoslavia with. This would cause a problem for foreign employees in 
Montenegro. 

 
Comment 
 
To date several provisions of the Federal Law are valid in Montenegro such as the restrictions 
on advance payment for imported goods or services and the interdiction to hold accounts 
abroad. This law needs simplification and cleaning to allow companies to be definitely owners 
of the revenues that they earned and able to make use of their financial means freely. 
 
Such changes are necessary both for local and foreign companies. Foreign investors have the 
choice to invest in Montenegro or in another country and barriers such as those mentioned in 
the Law on Foreign Investment enter into consideration. 
 
1.2.2 Return of assets to former private owners 
 
The question of return of nationalized assets to their former owners is still unclear. This issue 
will be particularly problematic when dealing with investments in tourism. 
 
In December 2000, a law protecting the interests of the former private owners was passed. It 
was forbidding companies owning assets taken from former private owners to use the assets as 
a guarantee for a credit, take a mortgage or any other kind of legal contract binding the assets. 
 
This Law was withdrawn a few months later, mainly because it was blocking companies in 
their day to day activities and slowing down the privatization process. 
 
A draft on the restitution Law is being worked out.  
 
The former owners are in an unpleasant situation as they do not know what kind of solution or 
compensation will be chosen and as they see that large scale privatization is launched. 
Investors are in an awkward position as the mechanisms are not clear and as it not defined that 
the assets of a privatized company may not be subject to any return to former owners. It seems 
that Montenegro shall take all responsibilities on these issues. But this "guarantee" is not 
sufficient to ensure that there shall be no consequences arising for the investor. 
 
1.2.3 The Law on Labor and the collective agreements 
 
Our reader may refer to MONET 5. The existing Law on Labor is being reviewed. The current 
law together with the Collective Agreement give already a frame that provide relevant 
guarantees to workers. The unions promote changes that would increase the obligations of the 
employers. These include 3 years redundancy indemnity instead of 2, eight monthly minimum 
allowances for summer and winter instead of 3 currently, 3% payment on gross salaries for a 
housing fund instead of none currently, together with new coefficients that would increase 
minimum wages per category, therefore increasing other wages. 
 
Such proposals do not fit with one of the key conditions for economic revival: labor market 
flexibility. 
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2. THE PRAGMATIC EXPERIENCE OF FOREIGN INVESTORS IN MONTENEGRO3 
 
The two main foreign investors for the last 5 years in Montenegro express difficulties or 
problems that may appear extremely relevant at the time when Montenegro is looking forward 
to attracting other foreign investors. 
 
Pro/Monte the first mobile telecommunication network created in 1996 by a Greek 
Norwegian consortium - Telenor South Telecom and West South telecom together with PTT 
communications of Montenegro. The total investment to date in Pro Monte reaches 100 
million DEM, another 40 million DEM is planned for 2001. The company employs 132 
permanent workers. It has commercial roaming contracts with 87 operators of mobile 
telecommunications from 54 countries. Today Pro Monte announces having more then 
100.000 customers. 
 
Trebjesa is the Montenegrin brewery which majority was acquired by Interbrew (world #2 
brewer) in 1997. 
 
The company employs some 360 workers, produces 700.000 hectoliters of beer. The total 
investment reaches some 50 million DEM. 
 
Both investors started their operations during a particularly unfavorable period going through 
highly unstable situations. As of the end of 1999, the overall situation gradually improved, 
especially once the deutsche mark was introduced as an official currency. Both investors knew 
that the environment was unstable and took this risk into consideration when investing. But 
they did not expect such an unstable environment. 
 
It is difficult to plan an activity, foresee investment when the rules of the games are changing 
every now and then. 
 
 
2.1. PRO MONTE: A DIFFICULT LEGAL ENVIRONMENT 
 
Exclusivity given to Pro Monte and cancelled 
 
The consortium was selected after an international tender for a mobile operator. The company 
was given a 20 years exclusivity because Montenegro was a small country (600.000 
inhabitants, the size of a town in many countries) rather poor, facing economic and political 
crisis with little space for more than one license. The interest of Montenegro was to get a 
professional mobile telecommunication network for public use.  
 
Five years later, when the situation has become more stable, and when it appeared that mobiles 
were extremely fashionable in Montenegro, the government breached one of the clauses of the 
contract with Pro Monte and allowed a second operator (owned by the state owned 
telecommunication company) to start its activities. 
 
A fight began between the government, the state owned company and Pro Monte. Pro Monte 
started an international arbitrage procedure in Belgrade. Later on an amiable arrangement was 
finalized. The general director of Pro Monte at that time said that he was spending most of his 
time sorting off this unreal issue rather than doing what he was supposed to do: managing the 
company. 
 

                                                           
3 Main remarks from CFEPG interviews with the two companies. 
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New law on telecommunications 
 
As of December 2000 a new law was enacted, setting new rules of the game. 
 
Changes in taxes 
 
The turnover tax was 7% and went up to 11%. The social contributions decreased from 160% 
of the net salary to 100%. 
 
A newly introduced 5% tax on all Pro Monte's revenues has to be paid to pay for the radio 
diffusion center. The company submitted an appeal but in the meantime it has to pay its taxes. 
 
Lack of efficiency of the legal/financial system 
 
Jurisdiction 
Some laws that are used in the telecoms are federal, others are Montenegrin. Limits are still 
not clear enough, there is not clear understanding of what jurisdiction prevails.  
 
Long Court decisions  
Pro Monte has very little power against bad payers, as court decision take a long time and are 
difficult to enforce. 
 
 
2.2. TREBJESA: A DIFFICULT BUSINESS ENVIRONMENT 
 
Customers and suppliers 
 
The amount invested in the brewery had been foreseen to allow a large expansion outside 
Montenegro. In 3 years time the market completely changed for Trebjesa, not because of the 
consumers but because of political issues. Borders that were opened at the time of the 
acquisition got totally closed (border Serbia-Montenegro), then partly reopened. But current 
mechanisms do not allow for a simple and efficient trade between the two republics4. Borders 
with Croatia and Albania that were closed, opened but with high import duties leaving little 
room for export. Sales strategy had to be extremely flexible. Building long term strategies was 
impossible. 
 
These changes had major consequences as well on raw materials supply and on costs. 
 
Unfair competition 
 
Trebjesa has been suffering from the illegal entry on the Montenegrin market of imported 
beers or serbian beers (to a lesser extent). The sale of illegally imported beer or the sale of 
imported beers purchased abroad at undervalued official price(for the purpose of lowering 
taxes) have been and are still largely tolerated (though diminished). Controls that were due to 
take place at the borders or on the wholesale/retail system were inefficient. Trebjesa was 
asking for a fair treatment. Financial police would take care to have Trebjesa pay every single 
tax, but imported beers would enter the market without paying import duties and worse 
without paying turnover tax and excise duties that the local beer had to pay. Distributors 
would earn much more money by selling illegally imported beers than local beer. 
 
Relations with the workers and the minority shareholders 
 

                                                           
4see comment on trade 
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Employees and shareholders of the brewery had very little ideas on the meaning of profit, 
return on capital, international management standards, legal rights (right of majority/minority 
shareholders...). Questions or problems are still arising to date. The Montenegrin major 
companies are still not privatized so that Trebjesa appears to be the first example among 
middle and large companies of restructuring and introduction of new standards.  
 
The government had set up a 3 years lock up clause forbidding Trebjesa to dismiss workers. 
Overstaffing was an issue for Trebjesa, (of course not for Pro Monte that recruited instead of 
laid off) that was solved gradually by proposing packages to employees that would be willing 
to leave the company or by buying contributions for pension5. 
 
 
2.3. BOTH COMPANIES SUFFER FROM THE SAME FINANCIAL CONSTRAINTS 
 
Imports 
Both companies had large investment programs, or simply need to buy raw materials abroad. 
Import procedures are too long and complex. Each one requires an authorization from the 
Ministry of Economy that then should be submitted to the Clearing House (ZOP). A shorter 
procedure was adopted for Pro Monte but to date not implemented. 
 
Pro Monte faces a supplementary problem when importing software, which value presents a 
problem for the Montenegrin authorities.  
 
Costs of international transactions 
As banks are carrying out very little activities, their fees are high on international transfers, 
one of the few services they provide. 
 
Repatriation of dividends 
The payment of dividends to abroad should take place without any restrictions.. But as a part 
of the severe control on outflow of foreign currencies, the greenlight for dividends payment is 
rather difficult to obtain. 
 
Transferring the bank accounts in another country 
The existing Federal Law on Foreign Transactions still forbids a company, foreign or not, to 
directly open an account in a bank abroad and have this money safe and producing interest. 
 
This question is particularly sensitive when many local banks are in a very dangerous situation 
(see our comment on Dangerous Liquidity Management in this issue), when the restructuring 
process barely started and when the transparency on the risk encountered when using the 
services of a bank is non existing, leading to high risks for a company. Not to mention that 
short term deposits do not produce interest rates. 

                                                           
5 Only self departure were allowed. 
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Conclusion 
 
The lack of political, geographical and financial stability is let us hope an old story for 
Montenegro. With its best willingness, the authorities in Montenegro could not do much more 
than what they did. However when discussing with the managers of these companies, it 
appears clearly that several other aspects are definitely in the hands of the authorities. 
 
Montenegro's attractiveness to investors is limited when: it imposes new taxes and more 
restrictive laws, new obligations for employers, it breaches contractual obligations, it imposes 
restrictive financial transaction procedures, it does not provide conditions for a fair 
competition... New laws and practice shall take place in order to create a real attractive legal 
and business environment. On the ground companies settle some of the difficulties in 
numerous discussions with the authorities, losing a lot of time. Such an environment prevents 
them to develop the efficiency they are able to develop, to the detriment of their shareholders, 
endangering future investments, prospects for the employees and for sure for Montenegro. 
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TOURISM IN MONTENEGRO: WHAT PROSPECTS ? 
 
1. MASTER PLAN FOR TOURISM 
 
DEG (German Investment and Development company) on behalf of the German Federal 
Ministry for Economic Cooperation and Development published the “Touristic Master Plan 
for Montenegro”. MONET makes a summary of the Executive Summary of this document and 
comments the current context. 
 
1.1.Montenegro�s position is weak 
 
The total number of nights declined from 11 million in the 80s to 5 million today. All the 
foreign markets have broken away. It suffers from a lack of financial resources, a lack of a 
commercial product, a lack of adequately qualified specialist personnel. The hotel sector is a 
low earner, underutilized and standards are far too low for the demanding guest. 
 
The current touristic supply includes 10% hotels (mainly 2** category), 8% camping sites, 
12% company or youth hotels (basic standard), 32% vacation dwellings and 37% private 
accommodation. These figures include estimates of unregistered bedding. 
 
On the top of it, other problems arise: 
o a large grey market 
o illegal building that damage the landscape  
o serious deficit in water and power supply, in disposal of waste water and solid waste 
o two airports that are in need of basic modernization and extension 
o southern part of the coast unreachable currently in 1-2 hours bus (expected time requested 

by tour operators to get to the destination) 
o legal ownership not always clear: former private owners look for compensation 
o lack of cooperation amongst distributors and operators 
o a vague image on the market, except as a low budget destination 
 
This cannot be the base for the tourism redevelopment. Limited investment or simple 
promotion campaign cannot be sufficient, by far. 
 
1.2.There is a need for a comprehensive program 
 
There should be an agreement and a close cooperation at all political, administrative and social 
levels, together with cross border cooperation (with Croatia in particular). There should be a 
legal frame with implementation rules for the administration. International standards for the 
tourism and infrastructure have to be defined. 
 
Strategic aims 
 
Montenegro should become a “high quality Mallorca” in summer and a qualified niche 
market provider in winter. New bedding capacity needs to be built.  
 
Hotel bedding capacity should be enlarged by 2010 to 50.000 to 100.000 by 2020. It now 
stands at 25.000. 
 
There should be a longer season of 150-160 days as hotel quality will be combined with an 
attractive infrastructure and range of leisure and special options. The number of overnight 
stays should rise to about 15 million in 2010 and to 25 million in 2002. Daily per capita 
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turnover in accommodation would increase from the presently estimated 35 DEM over the 
years to 90 DEM (10% below the Majorca average). 
 
The focus in hotel capacity expansion is the 3-5 stars category. The existing hotels are 
measured against these standards, adjusted, graded or converted. Where this proves to be 
impossible or as soon as demand declines or as hotels start to make a loss, they will be 
removed from the market, demolished and replaced by more attractive facilities. 
Standards will also be set for private lodging, camping and other bedding and implemented 
gradually with price increases. 
 
Customers: Montenegro must concentrate on two source regions for its customers 
 
o The local markets (former Yugoslavia) that make today the quasi totality of customers 
o Western and Northern Europe 
 
Products 
 
Two product lines 
o A reasonably priced product for the local market and Eastern Europe (using and improving 

existing capacity) 
o A high quality product for Western and Northern Europe that progressively replaces the 

cheap offers 
 
Several product segments 
 
! Unique landscape, culture, small town milieu 

Boka Kotorska (Bay of Kotor) with Herceg Novi, Kotor, Perast 
Ambience: leisurely, expensive & exclusive 

 
! Pebble beaches and bays, younger public, lively vacations 

Rocky coast Tivat, Budva, Sutomore 
Ambience leisurely, expensive & exclusive 

 
! Sandy beaches, modern holiday complex, sporty, families 

Ulcinj  
Ambience: informal, sporty, natural 

 
! Culture, nature, local colour 

Hinterland Durmitor, Tara/Moraca rivers, Skutari (Skadar) Lake 
Ambience: natural, hospitable 

 
! Well tended spa, culture, sports, recreation, congresses 

Cetinje 
 
Clear specifications to allow for an organized and harmonious development 
 
Clear specifications on what can be built where and how have to be set. It is important to stop 
illegal building, illicit refuse damps. An efficient organization of waste disposal paired with 
the removal of the unofficial dumps and intensive public relations to alter the common habit of 
dumping garbage in the landscape have to be launched. Montenegro may set as did Majorca, 
or Gran Canaria some very strict guidelines such as minimum standards for renewing or 
issuing operating licenses, minimum areas in every new project for every bed, for sports 
facilities, specific style of construction… 
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Improving the infrastructure 
 
Investment in infrastructure: water supply (management and grid rehabilitation) are under 
way, other projects (new pipelines Croatia Montenegro, waste water, solid waste) need to take 
place. 
 
Sozina tunnel under construction should shorten the transfer time from Podgorica to Ulcinj. 
The questions of the ownership of the airports still unclear needs to be solved to renew the 
airports.1 
 
Electricity supply is insufficient to cover the needs of the population, the industry and much 
larger tourism.2 
 
Solving the legal context issues 
 
Many companies in tourism are owners of assets that were nationalized. Former owners have 
not yet been compensated. The legal framework is not finalized, creating tensions. Till the 
mechanisms are not clarified, investors shall have trouble assessing their risk. 3  
 
Attractive conditions for investors need to be created 
 
The general conditions and incentives for investors must take into account that: 
o tourism investors are coveted all over the world 
o the climatic conditions in more southern climes allow for an all-year season which is more 

lucrative for investors.  
 
Key investment incentives for long term success are: 
o the attractiveness of the area, the climate, costs (e.g low pay) and labor law, the catchment 

area and the image.  
o certainty in law  
 
A large set of instruments may be used to attract investors: 
o provision of leisure infrastructure 
o subsidies from own or EU funds 
o concessionary long term loans for acceptable collateral 
o tax relief of exemption for many years 
o training allowances 
o marketing subsidies 
o real estate at favorable terms 
o extension of supply and disposal infrastructure up to the project premises 
o public-private partnerships 
o extension of public leisure and amusement facilities 
o extension of transport links 

                                                           
1 MONET note 
2 MONET note 
3 MONET note 
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2. MONET ASSESSMENT OF THE CURRENT  
ATTRACTIVENESS OF TOURSIM FOR INVESTORS 
 
The tourism industry is a highly competitive industry. Montenegro has as mentioned in the 
master plan and by many specialists large potential. But what is an advantage (unspoiled 
nature, sites, no negative idea associated with Montenegro brand name…) has drawbacks. A 
lot has to be done. Some of the work is to be done by the state, but a lot remains into the hands 
of the economic sector. 
 
Montenegro is a question mark for investors and operators in terms of name, infrastructure and 
legal environment. 
 
Building a new hotel or renovating an existing one, inserting it into a famous chain resort 
catalogue is no guarantee for filling its capacity. In another country where tourism is fairly 
well developed it might be the case.  
 
Besides, structuring financing is difficult 
 
Building new hotels requires large investments and existing main hotel resorts are in very poor 
condition and require as well large investments. Due to the absence of investment in the hotel 
industry, all existing hotels (aside for the very few recently built) need a total refurbishment. 
 
Large hotel operators tend not to invest the amounts that are requested to buy, build, renovate 
the infrastructure (that may range from 40 to 80 million DEM for the main hotels on the 
coast). They run the project, take only the commercial risk. They are ready to operate using 
management contracts or renting, leasing the premises. They are a key to tourism development 
and Montenegro needs them. 
 
Separate investors are needed as much as operators.  
 
In small projects, local owners of the land or the existing facilities are often ready to take part 
to new projects but have usually no or limited cash to invest in such projects. In large projects, 
greenfields or renovation, one should look at foreign investors that could be more real estate 
owners than hotel specialists. However there is little short term upside expected on most 
projects which is a major constraint when approaching them. 
 
Once an investor takes the risk, some international financial institutions might join the project, 
with debt or equity but expected return on investment or interests rates are high. The country 
suffers from a high risk premium. Most equity funds even financed by international 
institutions aiming at the development of the local economy are requesting 20% return on 
capital or provide 7 to 10 years loans, sometimes up to 12 years. Such financial mechanisms 
are difficult to match with the current needs of the hotel resorts/ hotel operators that would 
need long credits or equity investment with lower ROC (return on capital). 
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Short term prospects 
 
Smaller projects might find more easily financing than larger ones as operators might be as 
well investors and as the total amounts requested leave as well some room for the involvement 
of local investors. 
 
Larger projects such as taking over existing large hotels or making a greenfield to create large 
3 to 4* hotels or resorts are unlikely to take place this year. In some very specific cases when 
an image is already built, when the surrounding infrastructures are acceptable (airport close, 
water available...), when the hotel or resort basically relies almost exclusively on itself, such as 
in Institut Igalo (medical/thermal center), foreign investment might be foreseen. 
 
The likeliest scenario is that most of the existing hotels that are for sale or that will be soon for 
sale shall be taken over by local investors or side investors that will run the operations without 
investing the necessary sums to renovate thoroughly the hotels to upgrade them. These 
investors would focus on developing a reasonably priced product. 
 
Mid term prospects 
 
Better financing conditions might be available with a restructured banking system, with an 
intensified collaboration with the IFI. Within one or two years time, with a clarified political 
environment, hopefully settled legal disputes with former owners and improving 
infrastructure, Montenegro might be likely to attract high quality strategic key investors and 
operators. 
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COMMENT 4 

 
2001. is a key year in terms of privatization. The process was more or less at a standstill for 
the last two years. By launching the Mass Voucher Privatization (MVP) and international 
Tenders on shares of large size companies the Goverment of Montenegro is accelerating the 
process. MONET analyses MVP and batch sales privatization processes 
 
MASS VOUCHER PRIVATIZATION (MVP) 
 
 
A. MAIN PROVISIONS  
 
 
1. MVP is open to all citizens over 18 
 
The initial list of beneficiaries of vouchers includes some 444.000 citizens. All citizens aged 
18 or more had the right for vouchers. 
 
2. Large sized Companies to be privatized through MVP 
 
The value of the capital meant to be distributed through MVP amounts to 2.3 billion DEM, 
some 28% of the remaining social capital. The evaluation has been carried out in most 
companies some ten years ago so that the real value has little to do with the one announced.  
 
There are about 48 000 employees in the companies that are going to be privatized through 
MVP. 
 
 
During this process, most shares from the Development Fund will be transferred as well as 
some shares of the Employment Bureau and the Pension Fund. 
The remaining shares of these funds shall be privatized via auctions organized by the 
Privatization Council. 
 
In some cases, a majority stake is to be privatized. This is the case for Albatros AD Ulcinj, 
Solana “Bajo Sekulic” Ulcinj, “Monteks” Niksic, “Gradnja”, “Guming”, Staklenici 
Agrokombinata 13.jul, “Jasikovac” Berane and “Kristala”, “Metalproduktu”, 
“Montenegrosport”, “Rudis ciglani”... 
 
But in most cases only 20 to 30% stakes go through MVP. However in these cases a large 
majority shall still be private as employees have acquired shares of their companies a few 
years ago.  
 
Some large companies are part of this MVP: the telecom company, the electricity company, 
the tobacco factory, the Podgorica hotel resort, the Budva and Ulcinj hotel resorts, the bauxite 
company, the aluminium combine... 
 
No banks are part of the MVP. 
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3. Phases, expected timetable 
 

Phase Timetable Activity 

I Phase 17 april – 16 june 

Information of the citizens on their rights and how to 
receive vouchers if they are not on the initial; listing 

 
Updating initial listing 

 
ZOP to open voucher accounts for citizens and 

privatization funds 

II Phase 18 june – 18 september 
Establishing PIF and public campaign 

 
Voucher transfer to family members or PIF 

Intermediary 
phase 19 september – 29 september Calculation of number of vouchers received by PIF 

III Phase 1 october – 31 october Transfer of vouchers into shares of companies 

IV Phase 1 november – 29 december 

Results of the auctions, information to citizens and PIF 
 

Post auction activities, corrections, results  
transmitted to Central Depositary Agency 

 
 
4. Vouchers 
 
An individual who received vouchers may keep them to bid directly and buy shares of a 
company or transfer them to one of his family members or to a PIF. An individual may not 
have more than a limited number of vouchers. 
 
5. PIF and management companies 
 
In the MVP process several PIF are established. Management companies establish such funds 
with the authorization of the Privatization Council following strict procedures. The 
management company is an AD company registered at the Commercial Court. It shall 
exclusively establish and manage the PIF. The PIF is a legal entity established once it collects 
a minimum amount of vouchers. Its capital shall be divided into units. One year after the 
auctions a PIF may be transformed into an investment fund. A Law on investment funds is 
under preparation. 
 
A PIF may own maximum 10% of its capital in one company, aside if it acquired more during 
the initial auction procedure. A PIF may not have more than 51% of the capital of one 
company aside if it acquired more during the initial auction procedure. If so it shall sell shares 
to come back to a 51% maximum. 
 
The management company shall receive during the first year maximum 5% of these units. 
These units will have no voting rights. Once transformed into an investment fund, these units 
shall become shares and have all voting rights. The management company shall receive 
maximum 5% of the net value of the portfolio, which value is assessed by international 
auditors. 
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B. SHALL MVP BE SUCCESSFUL?  
 
 
1. The main objective shall be soon reached: the transfer of ownership 
 
MVP is the most efficient way to have a quick privatization, introducing new shareholders in 
the capital of a company. By the end of year this main objective shall be fulfilled. 
 
2. The provisions of the Law should allow for a rather fair functioning of the MVP  
 
It shall succeed in avoiding some of the drawbacks faced by other countries when 
implementing their MVP.  
o Vouchers have been distributed to all citizens, in equal amounts. There are no favored 

categories 
o Vouchers may not be traded, though some of them already unofficially are traded, 

individuals may carry a limited number of vouchers. Individuals may not mandate 
representatives, they have to go physically to ZOP to make use of their vouchers 

o Individuals may bid directly, avoiding PIF and deciding precisely where they want to 
invest their vouchers 

o PIF have to have a balanced portfolio and on principle shall be very rarely majority 
shareholders  

o MVP is not too much subject to political attention that could delay its implementation. 
 
3. On the other hand, no one may expect citizens to  
understand the fundamentals of MVP 
 
MVP remains an unfair procedure as the vast majority of citizens is in no way able to make a 
sound choice given its level of financial or business understanding, the so-called information 
campaigns and the information that is available on companies. Only insiders or experts shall 
be able to make a proper decision. 
 
4. What are the risks ? They are not much  
different from those in other transition countries 
 
Bad management of PIF 
The question of the ability of the management companies to manage such portfolio and 
promote the necessary structural changes remains to be seen. As in other countries the quasi-
absence in Montenegro of professionals experienced is a problematic issue. The quality of the 
funds shall depend mainly on the quality and experience of the foreign teams. 
 
Conflict of interest 
A PIF may not be owner of banks avoiding suspicious transfers between banks and companies.  
 
Lack of financing and restructuring 
The newly privatized companies shall face the same problems as today such as the limited 
access to financing and the absence of a clear ownership structure. Economic recovery shall 
depend on the ability of the shareholders and the companies' managers to carry out full 
restructuring, bring funding for investment or working capital, and even shut down companies.  
 
! Financing: One may hope that along with the privatization process, a new independent and 

sound banking system will emerge, providing credits to firms that can repay them. 
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! Restructuring: In many cases one may expect companies to reject restructuring as 
employees are shareholders of the companies and a restructuring process endangering their 
position will be delayed. At some point, a necessary consolidation of the shares for 
example within the hands of the management or the investment fund shall lead to a clear 
majority and therefore to a clear strategy.  

 
Consolidation  
The MVP proposes a majority stake for only a few companies. In most cases, PIF will be 
minority shareholders. The Law on PIF foresees that a PIF shall have no more than 51% of the 
capital of a company, aside if it acquired it during the first auction. So that only in very few 
cases PIF shall be majority owners. Later on PIF transformed into investment funds may 
acquire more shares. In some countries larger funds acquired smaller ones in order to own 
large stakes of companies and did not carry out the promised restructuring or sold large stakes 
and only part of the profit came to the PIF owners, the other part being diverted. This issue 
may be settled with a good control through international auditors or consultants.  
 
Consolidation may be felt as a risk but it as well an opportunity, with larger stakes funds may 
have an impact on company restructuring and may attract strategic investors that would not be 
interested by minority packages.  
 
Conclusion 
After 3 years of hesitation, the MVP is launched. It is not a perfect system, but it is fast and 
rather efficient. At the end of the year altogether 50% of the capital in Montenegro shall be in 
private hands. Montenegro needs to be directed by private hands, this process along with the 
other tenders and auctions launched this year are necessary steps for a future revival of the 
economy. 
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BATCH SALE PRIVATIZATION 
 
 
Aside from MVP and international tenders for majority stakes, Montenegro has introduced the 
so-called Batch sale, which consists in selling a minority stake to an investor and providing 
him with a way to the majority. 
 
The general Assembly of shareholders issues new shares that together with the minority stake 
represent a majority stake. An investor shall present an offer for the majority package but will 
only be the owner of the majority package once it fulfills all terms of the business plan 
presented to the Privatization Fund. 
 
In the meantime the investor has the control of the company as he has a majority at the 
Supervising Board and manages the company. 
 
A commission is established with experts from the Privatization Council that analyzes whether 
obligations are fulfilled or not. Criteria are based on the business plan presented by the 
investor and said to be flexible. But in the case that obligations are not fulfilled the investor 
loses his right for the majority together with his minority shares. 
 
This system is foreseen as a way to guarantee that an investor shall develop the company as 
mentioned when buying the company.  
 
The main question is whether such a legal framework will attract investors. The investor is 
requested to invest in a company, manage it and only after 3 years, after a decision of an 
institution, may become the true owner of the company. For many investors this would appear 
as a major constraint. Investing requires clear ownership rights. Managing a company 
especially in transition countries requires flexibility as the environment is changing constantly. 
A business plan may not be followed for very good professional reasons. Having these reasons 
be "approved" to enable ownership to be transferred to the investor shall be part of a 
negotiation in which the investor is not sure to win, reducing thus interest. 
 
For 15 companies Agency for Reconstruction recently announced privatization through batch 
sale method.. For mill "Muharem Asovic" from Niksic the negotiation is in process. For 14 
companies for which tender was announced, the tender will be repeated. One may think that 
the current political and ecnomical environment together with the batch sale framework are a 
reason for a lack of interest from the side of investors. 
 
The batch sale tender for 5 hotel companies (HTP "Korali", HTP "Mimoza", HTP "Primorje", 
HTP "Fjord" and TP "Cetinjeturist") will be announced.  
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COOMENT 5 

 
MONTENEGRO OFF SHORE ZONE 
 
1.LEGAL FRAMEWORK 
 
In 1996, Montenegro became an off shore zone. According to the Law on companies that 
operate under specific conditions, Montenegro is a destination in which all legal and physical 
entities can establish an off shore company. Montenegro provides various tax cuts for these 
companies. 
 
Establishing of company 
 
Companies are registered at the Ministry of Finance. Off shore companies may have a limited 
responsibility (LTD) or may be a share company (AC). Companies can be also established as 
anonymous. The minimum capital required to establish a LTD is 1.000 USD and an AC is 
10.000 USD.  
 
The capital has to be deposited in one of the banks that operate on the territory of Montenegro.  
 
Companies have to pay several taxes  
 
Companies have to pay a registration tax that amounts to 150 USD for LTD and 200 USD for 
the AC companies. They have to pay an annual tax of 80 USD for LTD and 100 USD for AC 
companies. 
 
According a new decision adopted in the February 2001 companies have to pay 100 USD as 
an administration tax. 
 
Off shore banks  
 
Off shore banks can be established as share companies providing financial services. Until 
February 2001 banks were registered by the Ministry of Finance. Specific conditions were not 
required, banks had simply to pay the capital of 10000 USD as for all other share companies. 
 
As of February 2001 the registration of off shore banks entered the jurisdiction of the Central 
Bank that, until now, did not define the conditions for registration. 
 
Activities  
 
These companies may do international trade; provide financial and non-financial services, 
provide management and consulting services, carry out trade and production of informational 
technology. Off shore companies can export domestic goods. 
 
Off shore companies can do business between themselves or with other legal of physical 
entities outside Yugoslavia. But these companies can use management, consulting and other 
services provided by the entities in Montenegro.   
 
These companies are completely independent in their business, free to acquire and handle their 
turnover and property. 
 
Tax incentives 
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Companies pay a profit tax of 2.5%. 
 
On the salaries of foreign employees they pay 5% tax on net salary, and on salaries of 
Yugoslav citizens they pay only the pension (6%+6%) and health contributions (4%+4%). 
 
Companies do not pay excise and tax duties on goods, equipment ad services that are used for 
business purposes.  
 
Companies do not pay customs and other duties for goods and equipment that are imported for 
business purposes. 
 
2.WHICH BENEFITS COULD MONTENEGRO 
HAVE FROM OFF SHORE COMPANIES? 
 
Banks may have very significant revenues 
o The major part of activities of off shore companies consists in financial transactions. For 
all transaction banking fees are charged. 
 
Employees, enterprises and other individuals 
o Employees, enterprises and other individuals provide services (lawyers, advocates, 
translators, book keepers, legal representatives, accountants) to off shore companies  
o Hotels, restaurants, rent a car agencies, taxi drivers services are used by the representatives 
of these companies  
 
Budget 
o Registration, annual taxes and profit taxes go to the government budget. It is true that these 
are not big amounts but they represent a budget inflow. 
 
3. IS THE OFF SHORE SYSTEM ATTRACTIVE FOR INVESTORS? 
  
Until now 1200 off shore companies are registered in Montenegro, from which 500 off shore 
banks. Many companies were established in 2000. Most companies have Russian 
shareholders. The number of 1200 enterprises might look small but compared to the 7000 
active enterprises in Montenegro off shore companies look more important. 
 
Some of these companies are not active but it cannot be precisely measured. Neither can be 
defined their business as basically everything on these companies is confidential and that 
anyhow available data could not draw a clear picture of offshore activities. 
 
The system was attractive mainly for companies that did not look for any control 
 
Until recently the control on off shore companies was almost absent. These companies were 
registered at the Ministry of Finance without Court intervention. These companies had very 
little obligations and no penalty was foreseen if the annual balance sheets were not submitted. 
Fiscal authorities were not equipped to track off shore activities. Establishing a bank did not 
require any specific regime as opposed to establishing domestic banks according to the usual 
procedure. 
Such an open environment opened the doors for any kind of activities, and one may assume 
that it opened the doors to the worst ones. 
 
But for companies carrying out standard off shore activities the system is not so 
attractive as it not efficient 
 
Banking system 
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The banking system is not sound and efficient, so that off shore companies do not carry out 
transactions through Montenegrin banking system.  
 
Employees 
Individuals who work for off shore companies cannot be officially registered at the social 
funds that do not recognize their specificity. Off shore companies are employing an 
unregistered workforce. 
 
Off shore companies cannot use customs tax cuts 
Customs in most cases do not accept that these companies are free from customs duties if they 
import goods for business purposes. Off shore companies have to pay customs duties. 
 
Altogether Montenegro proposes a framework that is not particularly attractive. 
 
4. WHAT MONTENEGRO CAN DO? 
 
Montenegro can decide to develop a healthy off shore environment 
 
There are many off zones and off shore countries round the world. This system is not so 
popular inside the European community. But if it is very carefully and cleverly developed it 
can bring large benefits (especially for banking system) to Montenegro.  
 
For that it is necessary to: 
o Increase transparency  
o Improve control  
o Strengthen the banking sector 
o Provide homogeneity and continuity in the legal regulations 
 
There are some positive moves:  
ο banks can no longer be registered by the Ministry of Finance, without any specific 
requirements 
ο the Ministry of Finance adopted a new decision according to which all annual balance 
sheets have to be revised by foreign or domestic audit office and submitted until the end of the 
following year. Some sanctions if these obligations are not achieved are prescribed by this 
decision too. But standard companies in Montenegro have much tougher obligations, why are 
off shore companies still pampered  
 
Taken this quasi absence of control, it seems obvious that the International Community is the 
one that suggested that banks be registered at the Central Bank, and no longer at the Ministry 
of Finance, and that most probably offshore banks registration would be purely stopped. 
 
It is likely that the international community will ask Montenegro to stop all off shore activities 
if Montenegro foresees any European integration. This scenario shall take place in particular if 
off shore activities remain totally out of control. 
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COMMENT 6 

 
CURRENT PENSION SYSTEM IN MONTENEGRO 
 
As in most countries that have not reformed their pension system, Montenegro has a "pay-as-
you-go" system (PAYGO). This public system provides old-age, disability and survivor 
benefits to the working population. The costs of the current users are paid by the current 
employees (and employers). 
 
Two minimum conditions must be fulfilled to acquire 
the right to pension benefits. Men must be at least 60 and 
women 55. Employees must have worked for at least 20 
years.  
 
Early retirement is available for men of 65 and women 
of 60 who contributed for 15 years. Early retirement is as 
well available to men of 50 who contributed for 40 
years, and women of 50 years who contributed for 35 
years. 
 
 
CALCULATING PENSIONS 
 
1. Pension benefits are based on the average revenues during the employee's 10 highest 

consecutive years of earnings. Men receive 35% of this base for 15 years of work and an 
additional 2% for each year of contribution. Women receive 40% of this base for 15 years 
of contribution and an additional 3% for each year of contribution until 20 years of 
contribution. After 20 years contribution women receive an additional 2% for each year. 
The maximum pension for both men and women is 85% of the base. 

 
2. Disability pensions have the same base as pension benefits. Disability pensions in case of 

professional injury or illness represent 85% of the pension base. 
 
3. Survivor benefits (pensions for the family members once a pensioner died) are calculated 

based on pension benefits or disability pension rights that the beneficiary would have at 
the time of his death. The pension paid is then based on the number of family members: 
one member 70%, two members 80%, three members 90%, four and more members 100%. 

 
Absolute minimum and maximum 
The base for the calculation of the minimum pension and disability benefits pension is the 
average net wage in the Republic. The minimum benefit depends on the number of 
contributing years and can not be lower than 40% of the base. 
 
The maximum pension benefit is limited to 85% of four average wages in the Republic, that is 
to say 780 DM. 

Type Define-benefit 
Participation Mandatory 
Management Publicly-managed 
Financing PAYGO 
Coverage Working population 

Eligibility 

Age 60 for men of 
age 55 for women 
and fulfilled 
minimum 
contribution period 
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CURRENT SITUATION: IMBALANCE BETWEEN THE NUMBER OF  
PENSIONERS AND THEIR BENEFITS ON ONE SIDE AND THE NUMBER  
OF CONTRIBUTORS AND THEIR CONTRIBUTIONS ON THE OTHER SIDE. 
 
Number of pensioners and average pension (in DM) for April 2001. 
 

Pension benefits Disability Survivor Total 
Number of 
pensioners 

Average 
pension 

Number of 
pensioners 

Average 
pension 

Number of 
pensioners 

Average 
pension 

Number of 
pensioners 

Average 
pension 

        

33.112 233 27.734 167 24.776 153 85.622 188 
        

 

Pension benefits represent 94% of the average wage. The average pension in April year 2001 
amounted to 188 DM, while the average wage for the same period amounted to 205 DM. In 
Serbia this percentage is similar as in Montenegro. 
 
This ratio is much higher than in most countries. In Slovenia, for example, average pension 
amounts to 68% of the average wage, in Czech Republic 49%, Poland 55%, Hungary 58%, 
Macedonia 60%. In the Federation of Bosnia and Herzegovina, the law foresees that pensions 
are paid with the available funds so that payments vary.  
 
Contributions to the Pension Fund represent 39% of the disposable wage so that an employee 
receiving the average net wage in Montenegro shall pay 80 DM contributions to the Pension 
Fund. This means that 2.39 workers are needed to pay the benefits of one pensioner. In other 
words, it is necessary to have 203.150 employees with an average wage of 200DM paying 
contributions to pay the average pension benefits of 188 DM to 85.000 Montenegrin 
pensioners. But, the number of employees who actually pay contributions is between 140 and 
160 thousands, so that there are only 1,75 contributors per pensioner. 
 
The Pension Fund is therefore not able to pay pension benefits out of contributions. Revenues 
from contributions in 2001 represent only 50% of all pensions. This ratio decreased from 80% 
in 1997 to 65% in 2000. 
 
Additional revenues are provided from turnover taxes, customs and excise duties, special taxes 
or fees and international community donations. In 2001 around 140 million DM were planned 
to be collected from these sources, around 50% of all costs. 
 
REASONS FOR THIS SITUATION 
 
1. high number of beneficiaries (partly a heritage of former socialist system, partly a 

demographic process) 
2. absence of contributors for war pensioners as the Federation stopped financing war 

pension benefits since 1997-1998  
3. automatic adjustment of pension benefits with wages. The minimal wage increase in 2000 

increased the average wage and automatically the pension benefits. At the beginning of 
2000 the average pension was 130 DM and at the end of the same year it amounted to185 
DM. 

4. low economic activities that impede contribution payment. Many employers pay just the 
minimum net wages, and postpone payments of social contributions. Besides as the main 
budget is in a difficult liquidity situation, it is unable to carry out some of its obligations in 
particular towards the pension fund and the health fund. 
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The future period shall be very difficult: 
o the number of employees will decrease because of companies restructuring (lay off, early 

retirement)  
o the demographic ratio young/old worsens 
o categories having special rights (fewer working years to open their rights to pension) such 

as policemen for example shall knock at the door of the pension fund  
o employees who worked officially and received their net salaries but for whom 

contributions have not been paid by the employer shall as well knock at the door of the 
pension fund and ask for their pensions 

 
 

Population structure by age

0 5000 10000 15000 20000 25000 30000 35000 40000 45000

 0 - 4

10---14

20 - 24

30 - 34

40 - 44

50 - 54

60 - 64

70 - 74

80 - 84

ye
ar

 in
te

rv
al

population 2021

 
 

Population structure by age

0 10000 20000 30000 40000 50000 60000

0-5

10-14

20-24

30-34

40-44

50-54

60-64

70-74

80-85

ye
ar

 in
te

rv
al

population 1998

 
 
 
 



Comments 
 

ISSP - CEPS 
 
82

REFORM, THE ONLY SOLUTION 
 
It is obvious that solutions have to be found. The current system must be restructured. A 
proposal of USAID experts is to keep the current system and restructure it so that in ten years 
time a sustainable system should be created based on the current 39% contributions (24% of 
the gross wages). 
 
KEY MEASURES SHALL BE TAKEN 
 
 
o put an end to the link between average salary and pensions to allow salaries to increase 

without creating immediately a deficit in the Pension Fund  
o reduce the level of minimum pensions  
o change the formula to calculate pension 
o review and rationalize the beneficiary categories  
o review the true incapacity of invalids 
o reduce gradually the other non pension benefits 
 
Other measures such as increasing contributions or increasing retirement age may be 
damaging measures for the economy and its restructuring. 
 
On the top of it the most efficient measure that does not depend on the pension fund and that is 
rather complex to implement consists in establishing an economic environment that would 
create new working places and transfer current unofficial workers into the official channels. 
 
Once these vital measures are taken, in a second step, the government shall work out a full 
reform of the system towards a two or three pillar system, public or private, to have employees 
saving their contributing for their own pensions. The experts from USAID assume that it is 
still too early to implement such pillars, in particularly as financial markets in Montenegro are 
not enough organized and as there are not enough young contributors. The new pillars may 
function together with the current PAYGO system. PAYGO system would ensure a fair 
pension to all pensioners. The other one or two pillars would accumulate funds from 
contributors and only start disbursing them when these contributors become pensioners. The 
motivation of employees to register their salaries shall increase as these pillars would not be 
considered as taxation but as savings. 
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