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Events 
 
 

January 2001.    
   

 04. Enforcement of the new law on securities.  
   

 08. Early parliamentary elections. The Democratic Socialist Party (DPS) suggested to the other 
political parties to hold early elections before the end of March. 

   

 11. Montenegro economic policy. The Government of Montenegro prognoses a 5% GDP growth 
in 2001. It foresees a 3.5% industrial production growth, 3% agricultural growth, 5% growth 
in forestry, 6% in construction, 5% in transport, communications and trade, 20% in tourism 
and services. Export are planned to increase by 15%, and imports to be at the same level as 
last year. 
Public expenditures should reach 49% of GDP. 

   

 11. 1liter of fresh milk 60 Pfenings. A government decree increases the price of milk from 38 PF 
to 60PF. Milk benefits still from 17 Pfenings subsidy per liter. 

   

 18. The Russian Federation opens a consulate in Montenegro. 
   

 22. The European Union in favor of Montenegro and Serbia within FRY. The Ministers of 
foreign affairs of the European Union recommended Montenegro and Serbia to come to a 
new agreement within the frame of the Federal Republic of Yugoslavia. 

   

 22. A Russian company rents the hotel "Plavi horizont" for three years. ''Moscow trastovaj 
group'' shall pay an annual rent of 650 000 DM to HTP ''Primorje'' from Tivat 

   

 24. Early elections to take place on April 22. 
   

 26. 15.000 tons flour and 20.000 tons maize donation from the US to Montenegro. 
   

 29. The Yugoslav Federal government opens an office in Podgorica. The Yugoslav Minister of 
economy Danilo Vuksanovic estimated that it will contribute to a better cooperation and 
harmonization of relations between Montenegro and Serbia within the Federal Republic of 
Yugoslavia. 
The vice-president of the Government of Montenegro Dragisa Burzan assessed that this is 
one more action of SNP against Montenegro. 

   
February 2001.   
   

 01. Social Economic council established. Its role will be to analyze, follow and support the 
economic and social issues in Montenegro. 

   

 01. Referendum conditions. The majority of the Parliament's working group accepted the 
proposal on the new Law on Referendum. The citizens of Yugoslavia residing in Montenegro 
shall be the only ones to vote. The results will be validated if more than one half of the voters 
take position in favor of independency, provided that more than one half of the registered 
voters vote. The representatives of SNP and NS are against this text of law. 

   

 04. Hotels ''Avala", "Maestral" and "As" for sale.  The money from the sale shall be invested in 
the other hotels of Budvanska Rivijera on reconstruction projects. 

   

 07. The Government of Montenegro refuses a Yugoslav proposal to increase import duties up 
to Yugoslavia’s ones.  

   

 12. Control points on Serbia border with Montenegro and Kosovo. 
The Federal Customs authorities set customs check points at the border with Montenegro in 
order to ''stop the illegal trade of goods''. 
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 15. The Parliament of Montenegro adopted a decree to shorten Members of parliament 
mandates.  It allows therefore the President of the Republic to call for early parliamentary 
elections that should take place on April 22. The new parliament should have 77 deputies. 

   

 19. Laws on referendum adopted. 
   

 20. The President of the Republic of Montenegro proclaims early parliamentary elections. 
   

 27. Another 15 million DEM aid for Montenegro. Collin Powell gave ''the green light'' for new 
financial aid for Montenegro. This money will be used for pensions and electricity imports. 

   

 28. Payments in DEM with Serbia.  The new law on payment system adopted by the Federal 
Parliament foresees that payments between Montenegro and Serbia may be done in Deutsche 
Mark. 

   

 28 Compromise between National Bank of Yugoslavia and Montenegrin bank sector. The 
Montenegrin banks are not yet obliged to pay the deposit required by NBJ to carry out 
international transactions. 

   
March 2001.   
   

 02. Slovenia gives a credit for ''Perucica'' modernization. EPCG and "Rudis" Slovenia signed a 
contract for the reconstruction and modernization of the hydro-station ''Perucica". The 
contract shall take the form of a credit in kind of 10 million DEM. 

   

 02. A section of the Referendum Law of Montenegro proclaimed as unconstitutional. 
The Federal Constitutional Court announced that the section limiting voting rights to more 
than 18 years old citizens residents in Montenegro for at least two years is unconstitutional. 

   

 15. The population census is postponed. The census that was planned to take place at the 
beginning of April is postponed for one year. 

   

 15. The Council of the Central Bank is nominated.  The Parliament of Montenegro has 
nominated seven members of the Council of the Central Bank of Montenegro. Ljubisa 
Krgovic, former Vice President of the Government, shall be the President of the Council. 
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Executive Summary 
 

Part 1 
 
In Chapter 1, MONET makes a short analysis on year 2000 performance in industry and in 
services. Industry has rather poorly performed in 2000 and owes its small positive growth to 
the aluminium sector. In the service sector, many sectors show a better performance than in 
industries. Activities in tourism, transport, trade, telephone services show in volume and when 
expressed in value significant increases as compared to 1999. 
 
In Chapter 2, MONET is advocating a new approach on labor regulations in order to favor a 
more flexible labor market instead of a more rigid one as proposed by the unions in their 
“Proposal for a new Collective Agreement”. Besides MONET is warning on the dangers of 
increased wages costs on budget and companies expenditures and on inflation. 
 
In its chapter 3 prices, MONET shows that retail trade prices in 2001 are expected to increase 
by 16 % to 23% as compared to 2000 depending mainly on government’s ability to control 
increases of wages, benefits and pensions, depending on Montenegro’s trade openness and on 
the degree of further price liberalization. 
 
In chapter 4, MONET addresses state revenues and expenditures. Government main budget 
expenditures reached 35% GDP in 2000, with a deficit 11% GDP. The consolidated tax 
revenues reached 50% GDP, including revenues from municipalities and the consolidated 
deficit amounts to 15% GDP. The deficit is mainly financed by foreign assistance that 
amounted to some 150 million DEM.  
 
2001 current expenditures “natural” level is higher than 2000, and unbudgeted or new 
commitments due to polls times show up putting into danger the overall equilibrium of state 
expenditures. It is extremely urgent to set as a priority the control of current expenditures in 
order to reach the projected deficit, not to mention to start reducing it. Diverting expenditures 
from budget to other institutions (funds for example) to present better looking accounts is no 
solution. 
 
In chapter 5 money and credit, MONET presents and analyzes new data on deposits which 
have been collected by the Central Bank. 
 
In the trade section (chapter 6), MONET worked out a new Balance of Current Account to 
present a more realistic picture then the one presented in the official statements. The estimated 
results show that the ba lance shows a surplus of 76 million dollars, as revenues from services 
(tourism in particular) and various transfers including international assistance provide for a 
massive inflow of DEM into the country compensating a deficit in the trade of goods. 
 
In the chapter enterprises, MONET makes an update of the privatization process. 
 
Note: Executive summary for Part 2 is on page 49. 
 



Chapter 1. Output 
 

ISSP - CEPS 
 
6 

 

Table 1 Output  
 
 

 
Official nominal 
GDP (mn YUD) 

(2) 
Real GDP (2) 

Industry output 
(1) 

Transport 
activity (1)  

Electricity 
generation 
(MWh) (2) 

Labor 
productivity in 
industry (1) 

       1990 1778 100.0 0.0 100.0 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 2655 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 43.7 794 138.3 
       Jan-99   60.5 49.1 319 94.6 
Feb -99   64.3 50.5 303 101.2 
Mar-99   63.7 38.3 202 100.5 
Apr-99   58.0 36.5 284 91.6 
May-99   47.7 30.9 311 75.8 
Jun -99   57.7 23.3 145 91.8 
Jul -99   54.9 34.9 197 86.4 
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 42.6 267 96.3 
Jan-01   55.3    
Feb -01   62.6    

        

All variables based 100 in 1990 except stated otherwise - Data in bold in million DEM 
Sources: (1) MONET calculations based on Statistical Office data - Sources: (2) Statistical Office data 
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1. GDP 2000 
 
According to Ministry of Finance latest data, the GDP in 2000 reached 1300 million DEM 
which is 300 million DEM more than in 1999 (+30%). The forecast for 2001 is 1455 million 
DEM (+12%). 
 
 
2. INDUSTRY SHORT OUTLOOK 
 
In 2000 was a difficult year for most of the industrial sectors. Though showing an overall 
growth of 3.7%, only a very small number of industries have had a higher output in 2000 than 
in 1999. 
 
In 2000, one may distinguish three industrial groups: 
o 15 main industrial sectors (electricity, steel works, primary wood industry, food processing 

and drinks industry, tobacco industry…) representing 54% of the total industry 
experienced a lower production in 2000 as compared to 1999, on average – 8.6%. 

o 4 sectors linked to production and transformation of aluminium that represent 31% of the 
industry experienced a strong growth of 15.6% 

o 11 sectors representing 15.2% of the industry experienced a 22,6% growth, this high rate 
includes performances of sectors that had almost no activity in 1999 but that are in 
absolute terms still of little significance. 

 
Without the performance of the aluminium sector, the industry performance falls from +3.7% 
to –1.7%. 
 
January 2001 (-6% as compared to December) is a usual low month for industrial output as 
many companies are closed during holidays. As compared to January, February 2001 shows a 
better performance (+13%). Altogether, for the first two months, industrial output reaches 98% 
of its level in 2000, that is to say roughly stable. 
 
 
3. SERVICES 
 
For 2000 there are few data available as statistical office would more focus on industrial 
activities than on service activities. The following service activities had a higher growth rate 
than industrial ones.  
 
Tourism 
 
The official data on tourism deliver only a part of the total activities linked to tourism. 
Revenues from tourism are estimated by MONET at 84 million dollars. Further details of the 
estimation are given in the chapter trade. The revenues are still well below the late 80s level, 
but the business in tourism seemed to have increased by 30% from 1999 to 2000. The 
introduction of the DEM and strong contacts with Croatia should reinforce tourism in 2001. 
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Source: Statistical Yearbook 
Note: Domestic tourists include Serbian and Montenegrin tourists 
 
Transport 
 
The index from 100 in 1994 fell to 43 in 1999 and should reach some 49 in 2000, showing a 
14% increase in 2000.  
 
The indexes for transportation services for passengers, which are not directly linked to 
industry performance, can be split up into: 
o Transport by railway, the index fell from 100 in 1994 to 25 in 1999 to go up to 69 in 2000 
o Transport by airplane, the index was at 100 in 1994, 119 in 1999 and reaches in 2000 150.  
o Road transport is stable since 1998, well under its 1995 level. 
 
Trade 
 
Retail trade  
These activities are as well a segment difficult to measure. Montenegro accounts a large part 
of unregistered trade (see B. Najman paper section 2) so that data are mostly indicative on 
their evolution rather than on their value. 
 
Its official activity level is far above its 1994 level at 140 in 1999 and 159 in 2000 (+14%). 
 
Trade on open markets or “piazzas” 
This activity is at the border between production and services. From 100 in 1994, the index 
fell to 55 in 1999 and is back to 90 in 2000 (+64%). 
 
Telephone services 
 
As shown in the graph the number of impulses is in constant growth since 1990.  
 
In 2000, following the launching of the first mobile network a few years ago, the Montenegrin 
telecom launched a second network. At the end of 2000, this second network  was claiming 
40.000 subscribers, whereas the first one lost only few subscribers and claims currently some 
100.000 subscribers. 
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Various factors had a positive influence on services: 
o A more favorable political environment  
o More revenues for trade and telephone services (salaries and pensions increase) 
o Introduction of the double currency system  
o Expansion of trade and transport services between Montenegro, Kosovo, Bosnia, Croatia 

and Albania  
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Sources: data from Statistical Office, conversion dinars into DEM by MONET before indexing 
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Table 2.1 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 84921 30.8 75303 60% 
2000   113818 88274 30.8 84061  
        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 86121 31.0 76716  
1999-Q4  656532 114317 87070 31.1 78993  
2000-Q1  657530 113000 88547 31.1 83126  
2000-Q2  658529 112890 88700 30.9 85366  
2000-Q3  658529 114698 87924 30.5 85926  
2000-Q4  660533 114686 87924 30.9 81826  
        Jan-00   113469   81295 59% 
Feb -00   113281   83229 59% 
Mar-00   112249   84855 58% 
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  

         

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 
 
 

Table 2.2 Wages 
 

 Mini Average Average Avera- Of Average Social Dispos- Total Aver- Ratio Min. 



Montenegro Economic Trends  April 2001 
 

ISSP - CEPS 
 

11 

mum 
wage 

disposa-
ble wage 

disposa-
ble wage 
in DEM  

ge net 
wage  

which 
Payro
-ll tax 

Gross 
Wage 

cont-
rib. 

(total) 

able wage 
interna-
tional 

metho-
dology  

labor 
cost  

-age 
pens-
ion 

(paid) 

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 38 
            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 39 
2000-Q4 80 207 207 272 64 407 135 278 480 185 38 
            Jun -98 450 1059 170 1729 666 2592 862 1433 2971  42 
Jul -98 455 1336 205 2199 858 3296 1097 1714 3679  34 
Aug -98 460 1253 193 2023 765 3033 1009 1635 3420  37 
Sep -98 475 1326 201 2165 833 3244 1080 1720 3644  36 
Oct -98 500 1327 195 2176 843 3261 1085 1742 3682  38 
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 81 199 199 262 62 392 130 273 467  41 

            
All data in bold are in DEM, conversion at street exchange rate. All non bold data are in YUD. 
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 union tax, 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 
January 2001 drop:  countereffect of dec 2000 payments 
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COMMENTS 
 
As explained in Monet 4, the minimum salary increase is the result of a decision involving 
mainly the government and the unions, with almost no voice to the chamber of commerce or to 
the business associations that should be representing the economic sector. Minimum salary 
increased from 50 to 80 DEM during year 2000. 
 
The 2000 scenario led mainly to long term negative economic effects:  
o higher current government expenditures (higher wages, higher social benefits, higher 

pensions) that require financing (foreign help, tax increase, arrears…) and not foreseen in 
the budget 

o higher former state sectors salaries that most of the companies cannot afford taken their 
current economic situation. 

o higher pressure on most private sector companies that are in many cases already in a 
fragile situation. 

 
 
MONTENEGRO NEEDS LABOR MARKET FLEXIBILITY,  
UNIONS PROPOSE MORE CONSTRAINTS AND RIGIDITIES  
AND WHICH POSITION HAS TAKEN THE GOVERNMENT ? 
 
We do not know, but we will repeat a clear message given to other Central and Eastern 
European countries: The International Monetary Fund, the major international institution 
supervising and consulting the economic performance of countries, has warned other transition 
countries. Their success in getting closer to EU accession is heavily influenced by the 
development of their labor markets: 
 
“An essential element in facilitating the continued adjustment of the accession countries 
is labor market flexibility. If labor markets are characterized by low real wage flexibility, 
low mobility, and a high degree of employment protection such as high costs of firing and 
hiring, then adjustment is likely to be slow and costly. The accession countries appear to 
have generally low mobility across sectors, occupations, and regions, and this has 
important implications for the pace of adjustment. The evidence shows that overall there 
are relatively low levels of turnover in the unemployment pools of the accession 
countries. Explanations for this low mobility include informational failures, 
inappropriate skill structure, housing market rigidities, and high costs of moving from 
public to private enterprises for those with substantial job tenure and labor market 
experience in the public sector.” 
IMF World Economic Outlook 2000 
 
Montenegro is still at a very early stage of economic recovery after many difficult years. Why 
should it start repeating the same mistakes that have already been identified as obstacles to 
economic performance in other countries?  
 
MONET believes that in 2001 the government might redefine the relationship between the 
state and economic sector. Instead of “updating” the Law on Labor or updating the current 
collective agreement, the government might very well step out, redefine its role, transfer its 
current responsibility to the companies, the workers and their respective representatives. It 
should give a go to a more flexible labor market that will accompany economic growth instead 
of impeding it.  
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EXAMPLE: THE WAGE SETTING PROCESS 
 
In Montenegro, most salaries, benefits… increase automatically due to the habit of setting up 
wages as a multiple of the minimum wage per category.  
In a new system that would give more flexibility to the labor market:  
o the government might be expected to protect the poorest categories of workers, by setting 

up the lowest wage level 
o there should be only one minimum wage, which will be the lowest wage (currently 80 

DEM), and not several as it is the case now, (minimum wages are now set per categories of 
workers, ex: for example: the minimum disposable wage for an employee with a master 
degree is  236 DEM before any side benefits). 

o increasing the lowest wage should have no or little influence on other wages. Employers 
should be freed from the automatic increase of their total payroll as a consequence of the 
increase of the lowest wage. Instead of often unaffordable and flat increases, one should 
favor increases linked to profitability increase and one should favor a more discriminative 
system linked to merit for example. 

o low wages (under 150 DM) should have very low payroll tax, less than 15 % 
 
 
NEW COLLECTIVE AGREEMENT PROPOSAL:   
TOWARDS A MORE RIGID, MORE COSTLY LABOR MARKET 
 
Changes in the wage calculation 
  
The lowest wage will be hourly and no longer monthly, it will apply for the “most simple 
and normally intensive work”, which level is not yet clarified.  
 
Higher coefficients  are proposed by the unions: 
 

Qualification (education) 
Existing 

coefficients Proposal 
   

Unqualified work 1.00 1.00 
Qualification 6 months  1.20 1.28 
Qualification from 6 months to 2 years  1.50 1.58 
High school education (2 - 3 years) - qualified worker  1.65 1.97 
High school education (4 years) - qualified worker  1.85 2.20 
High school education (4 years) with specialization –  
(high qualified worker) 

1.90 2.54 

College education  - 2 years  2.20 2.83 
College education  - 4 years  2.70 3.37 
Master degree  2.95 3.56 
Doctorate  3.20 4.00 
   
   

 
Winter and summer allowances: 
o Summer allowance: from 3 to 4 lowest wages 
o Winter allowances: from 0 (not an obligation) to 4 
 

Retirement of workers : obligation to pay 10 lowest wages as a retirement benefit, instead of 
6. 
 

Redundancy:  
o the employer should design a program to secure the rights of the redundant employees. 

The employer shall inform the unions and the Employment office 
o pregnant women, employed women on a leave, women having less than three years old 

children, employees below 18 years old and parents of disturbed children cannot be made 
redundant 
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o redundancy indemnity: - 36 average monthly wages, or average employer’s wages, if 
higher instead of 24 currently.  

 

Activity interruption:  If the worker is not responsible for the interruption, the employer shall 
pay 80% of the employee’s wage, instead of 50% currently.  
 
Transport :  full compensation if public transport is being used instead of half now. 
 
Meal allowance : from half the lowest wage to one. 
 
Insurance:  
The employer should subscribe to a collective insurance policy to provide benefits (2.000 to 
8.000 DEM) in case of death, or accident linked to professional and private circumstances 
 
Contributions to unions: 
Compulsory payment of 0.3% of gross wages (Montenegrin definition “disposable wage + 
income tax +employee contributions”), instead of 0.2% 
 
Housing allowance: 
Compulsory payment of 3% on gross salaries (Montenegrin definition), none currently.  
 

Unions minimum proposed salary on a monthly basis  
(hypothesis same lowest salary 80 DEM) 

 
4 YEARS COLLEGE DEGR EE 

 Category  Current system 
Proposal by the 

unions 
    

1. Coefficient 2.70 3.37 
2. Disposable wage 2.70*80=216 DM 3.37*80=270 DM 
3. Social contributions and income taxes 216*97%=209 DM  270*97%=262 DM  
4. Summer allowance 20.50 DM  30 DM  
5. Meal allowance 40 DM  80 DM  
6. Winter allowance - 30DM 
7. Transportation cost (estimate)  8 DM 16 DM  
8. Housing allowance - 13 DM  
9. Insurance policy - unknown amount 
    

 Average monthly cost 494 DM 685 DM 
        

 
LOW QUALIFIED WORKER 

 Category  Current system Proposal by the 
unions 

    
1. Coefficient 1.20 1.28 
2. Disposable wage 1.20*80=96 DM  1.28*80=102DM  
3. Social contributions and income taxes 96*97%=93DM  102*97%=99 DM 
4. Summer allowance 20.50 DM  30 DM  
5. Meal allowance 40 DM  80 DM  
6. Winter allowance - 30 DM  
7. Transportation cost ( estimate) 8 DM 16 DM  
8. Housing allowance 3% - 5 DM 
9. Insurance policy - unknown amount 
    

 Average monthly cost 257 DM 362  DM 
        

 
This new proposition comes back to an increase of some 39 to 41% of the total cost of 
work. It comes back as well to a disposable wage increase of 57 to 59%. 
 
One is aware of the consequences of such increases when they are not linked to GDP growth.  
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o Inflation should go on at a high rate 
o State budget expenditures are expected to explode, meaning that taxes shall increase and 

large real adjustments could occur if foreign aid disappears. 
o Economic recovery impeded as laying off is made even more costly, and as payroll costs 

increase 
o Grey economy should be thriving 
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Table 3.1. Price evolution (index 100 in 1994) 

 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 1958 1.3 1.6 2189 0.9 1519 2.3 1787 1.9 
2000-Q4 2032 1.4 1.7 2226 0.6 1653 2.7 1878 2.2 
          Jan-98 481 2.1 1.1 540 1.9 410 0.9 594 -0.3 
Feb -98 509 5.9 4.4 572 5.9 421 2.8 621 4.6 
Mar-98 512 0.5 0.8 575 0.5 427 1.3 621 0.1 
Apr-98 542 5.8 4.4 615 6.9 438 2.7 631 1.5 
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 

          
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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COMMENT 
 
CPI (Consumer Price Index) from 100 in December 1999 reaches 122.5 in December 
2000. RPI (Retail Price Index) from 100 in December 1999 reaches 125.3 in December 
2000. The reasons for such increases come from a combination of factors.  
 
 
1. Final impact of the transition from dinars to DEM 
 
The largest impact has been seen in the last months of 1999.  
 
 
2. In 2000 Montenegro has lost its trading position and its cheap close supplier, 
 the replacement solution is costly 
 
Conflictual relationship with Serbia had consequences on trade with Serbia: supply from 
Serbia but as well reexport to Serbia or other countries have decreased to a very low level. 
Montenegro is importing just for its own needs: 670.000 inhabitants, a little town in Europe. 
 
It had as well an impact on trade with many other countries that used to send goods through 
Serbia (Hungary, Bulgaria, Macedonia) to Montenegro. Goods coming from Hungary, 
Bulgaria or Macedonia would take a costly route. Trading with other close countries would be 
no better: Italy, Croatia and Slovenia are expensive countries.  
 
Clearly goods bought abroad were more expensive than goods bought in Serbia because of 
higher ex factory prices and higher costs. Buying from distanced “cheap” countries was no 
solution for Montenegro as volumes were not significant enough and therefore prices and 
transportation costs could not be optimized. 
 
 
3. Illegal purchases from Serbia were costly 
 
Traders probably took a risk premium for the illegal transaction and exploited monopolistic 
situations in many goods. This added an extra margin and thus increased final prices. 
 
 
4. Higher local demand  
 
Higher wages, pensions and social benefits (see previous MONET issues) due to the 
governments attempt to pursue a policy of social peace created additional purchasing power of 
private households and pulled prices up. Paid wages from 1999 to 2000 increased by +60 
million DEM, pensions +40 million DEM, benefits +20 million DEM. Additionally, higher 
revenues from tourism (which are estimated at 60 million DEM revenues for private families) 
are a pull factor on prices of all quality local products and non tradable products and services.  
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5. Lower or poor quality local supply 
 
Local supply is poor and rigid. In some cases, for example in the food industry, the local 
supply decreased (due to whether conditions the production level fell to 87% of 1999). Local 
products prices automatically appear as cheap as compared to imported products leading to 
price increases. Higher prices on all free sectors are just a consequence and prices for services 
follow the trend. 
 
 
6. Several controlled prices increase 
 
The government decided to increase electricity and gas prices.  
 
 
FORECASTING INFLATION 2001 IN MONTENEGRO 

 
Though Montenegro chose the Deutsche Mark to avoid the drawbacks that were linked to the 
dinars, namely high and volatile inflation, there still has been significant monthly inflation 
rates in 2000  (the average monthly retail price index increases by 1.9% in 2000). 
 
Expansionary monetary policy used to be a major culprit of inflation in the old monetary 
system. But since the successful substitution of the Dinar by the D-Mark as the official 
currency, Montenegro is independent from the monetary policy of the National Bank of 
Yugoslavia. And the new central bank of Montenegro has no power to print money or to give 
loans to the government and thus can hardly be blamed for rising prices any more.  
 
The first 4 to 5 months of the introduction of the Deutsche Mark be ing happen to be a 
transitory period. As of March 2000, the inflation rates show some sort of stabilization. During 
the last three months, inflation rates growth reflect two issues:  
 
Ø A significant price increase in products and services prices, which prices are not 

controlled, for example in textile, equipment for flat, plastic devices, medicine, 
newspapers, car insurance… 

 
One may wonder why such increases still take place. The lack of competition, the low 
trading volumes, an increase in demand compared to a supply that is not flexible may 
explain these results. If Montenegro keeps opening its trade and keeps privatizing its 
companies enabling for better functioning markets, one should stop observing such 
increases. 

 
Ø A significant price increase in products and services, which prices are controlled or under 

“supervision”: bread, milk, electricity, communal services, autobus services…  
 

The price increases decided during the last three months by the government or the 
municipalities on bread, milk, flour, communal services… are clearly the cause of a high 
inflation rate in retail price services in December (+3.2%), in food products in January 
(+7.5%) and in goods and services in February (+3% and +2.4% respectively). 

 
These price increases have to take place. They should be followed by further ones, as 
many prices are still too low to allow the service or product provider to earn benefits, carry 
out investments… without being subsidized by the government as a compensation for low 
prices. In an attempt to reduce government economic intervention and in order to have an 
economic sector more independent and economically sustainable, the government 
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increased by 66% and 58% the bread and milk prices. In principle at the end of 2001, 
bread should have increased by 100%, flour by 240% and milk by 87% as compared to the 
end of 2000.  

 
On principle as well further large increases on other products and services are expected to 
take place during year 2001. Some prices of services have been adjusted (communal 
services) at lea st partially, others not yet (PTT services, railways transport…). Both the 
electricity company and the gas company are asking for price adjustment to the reality of 
their costs. It remains a government decision to allow for such increases. 

 
Changes of the inflation rate are basically in the hands of the government. By allowing 
necessary price increases that would lead to a better functioning of the economy, the 
government should face higher inflation rates, as was the case in January 2001 when milk and 
bread prices were increased. But these increases happen once and once prices are freed, the 
inflation rate should come back to its residual level. 
 
The government during these last months took positive decisions on these issues, but it might 
be afraid by unpopular prices increases before the elections and refrain from increasing further 
on the controlled prices. There is no miracle solution, prices have to increase to allow 
Montenegro to develop its economy, to attract investors…  
 
The question is merely that of the timetable.  
 
The residual inflation growth for goods seems to reach a maximum of 1% per month, for food 
0.2% and for services some 0.3%, leading to an average monthly residual inflation of 0.5%, 
The average increase of the retail price index would be  16% compared to 2000 if after 
February 2001, RPI would rise only by its residual rate. 
 
With some hypothesis of further increase on bread and milk prices (up to 70 and 82 PF 
respectively), 30% electricity prices increase, 10% increase of gas prices, 20% in PTT, 
railways and culture tariffs that have not been recently adjusted, one might reach an average 
yearly increase of RPI index of 20% as compared in 2000. 
 
Of course, these assumptions exclude any increase of inflation due to increased demand. 
MONET assumes that the government will not repeat the increases of wages, benefits and 
pensions that occurred in 2000. In the opposite case, the excess of demand in a market in 
which the supply is still limited for various reasons will immediately create further in flation. If 
the government agrees on increasing salaries, benefits and pensions, the growth of the retail 
price index might reach 23%. 
 
So, last year the government contributed to high inflation by raising wages, social benefits and 
pensions. It created higher demand and increased the costs of production and thus “pulled and 
pushed” prices upwards. It was an unwise policy, because of the price effect (which will 
probably feed through into year 2001) the purchasing power will not have increased as much. 
Therefore people will not necessarily be better off in real terms. 
 
This year, the government will influence inflation by lifting price controls. It is a good policy, 
because prices then will be again a signal of scarcity and thus will take over their true 
economic function. And lifting price controls should not be mistaken as socially unfair: 
People, who need financial support, should not receive it indirectly via price controls, because 
then they have to share the benefit with people who do not need the financial assistance. It 
would be better to support people in need directly by income transfers. Money saved on price 
controls should be spend this way. 
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Note 1: Such estimates are inevitably crude and should be treated as first approximations to be 
refined in light of additional information. 
Note 2: RPI index already increased by 3.7% in January 2001 and by 1.6% in February 2001. 
 
 
Table 3.2 Price evolution since December 1999. 
 

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 
         
 
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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SECTION 1: MAIN GOVE RNMENT BUDGET 
 
The total executed expenditures amount to 457 million DEM at the end of 2000 (35% of the 
official GDP published by the Government of Montenegro), whereas the executed revenues 
amount to 347 million DEM (27% GDP) excluding foreign assistance.  
 
REVENUES 
 
The total revenues for 2000 excluding foreign assistance amounted to 347 million DEM, 88% 
of their budgeted level. 
 
The main reason why planned revenues are largely below budgeted ones comes from payroll 
tax collection.  Payroll taxes amounted 149 million DEM, while executed revenues reached 
only 88 million DEM (59% of budget). Some other revenues have been poorly planned: tax on 
self-employment (plan 4.5 million DEM, executed 1.8 million or 41% of budget), property tax 
(plan 11.3, executed 4.7 million or 42 %). The turnover tax is the only category that exceeded 
its budget level by 23 million DM or 13%. 
 
Among revenues, the largest category is the turnover tax  (56%), while payroll tax accounted 
for 25% of total revenues. These two categories represent 81% of the total revenues.  
 
When comparing with last year, revenues were higher by 54 million or 19%. 
 
EXPENDITURES 
 
When comparing real expenditures (cash and committed) with budgeted expenditures, 
expenditures exceeded planned ones by 104 million DM or 27%. In 1999, when real 
expenditures exceeded planned ones by 52 million DEM or 18%. This clearly shows that 
expenditures are always unrealistically planned. Most expenditures exceed their budgeted 
level, while only a few are on line or slightly lower than their budgeted level. 
 
The total expenditures with debts were in 2000 about 150 million higher than in 1999. 
 
Salaries and other benefits represent the largest category (43% of all expenditures, same as in 
1999). These expenditures were 30 million DEM higher than budgeted ones and represent 
more than 20% of the total deficit. 
 
DEFICIT 
 
The budget shows a deficit of 110 million DM. This deficit has sharply increased as compared 
to the end of November (- 82 million DEM). The reasons for such an increase are the 
imbalance between revenues and expenditures in December. Expenditures in December were 
at the level of November ones, they amounted to 47 million DM, while revenues in December 
amount only to 20 million DM. 
 
The deficit, which amounts to 110 million DEM, is a cash deficit and doesn't include some 30 
million DEM debts (November 2000 figure). When adding debts created in 2000, expenditures 
amount to 487 million DEM, and the total deficit reaches 140 million DM. This deficit 
represents 40% of the 2000 executed revenues or about 11% GDP. The budget deficit is 
mostly financed by foreign assistance (partly as well by asset sale and arrears) that amounts to 
108.5 million DEM. 50 million DEM comes from European Union assistance, while about 60 
million DEM have been given by the US. The deficit 2000 takes large proportion as the cash 
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deficit in 1999 amounted only to 9 million DEM, while the executed budget surplus in 1998 
amounted to 17 million DEM. 
 
 
Table 4.1.1. Total budget revenues in million DEM (old classification) 
 

 Total 
Turnove

r tax 
Payroll 

tax 

Tax on 
self-empl.  
Income 

Agric. & 
Forest. 
Income 

tax 

Profit 
Tax 

Property 
Tax 

Admin. & 
court 
Taxes 

Registr-
ation 
Taxes 

Residence 
& concess-

ions 

Special 
tax on 
petrol 

Other 
Reve-
nues 

            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 347.4 193.2 87.6 1.8 0.1 8.5 4.7 2.4 8.6 3.8  30.0 
Of its category  
in % 

88.2 113.4 58.8 41.2 8.4 102.6 41.7 59.5 107.4 59.6  97.0 

            Plan 2001 369.1 189.5 103.9 3.0 1.0 10.0 6.0 2.5 0.8 7.8  24.0 
            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 95.6 67.9 26.4 0.6 0.0 2.6 1.5 0.6 0.0 0.9 0.1 -4.9 
            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 

June-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 

July-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 
August -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 

Sept-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 33.4 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 19.6 26.7 10.1 0.2 0.0 1.5 0.6 0.3 0.0 0.4 0.0 -20.2 
            Sum for 12 
months 

347.4 193.2 87.6 1.8 0.1 8.5 4.7 2.4 8.6 3.8 6.6 30.0 

Of total 
revenues in % 

100 56 25 1 0 2 1 1 2 1 2 9 

2000 compared 
to 1999  

119 131 126 122 27 170 111 84 51 119   72 

              

Note:  Domestic and foreign financing  are excluded from revenues.  
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Table 4.1.2. 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
ri

cu
l. 

co
m

m
. 

re
se

rv
e

s 

ro
ad

s,
 r

ai
lw

ay
s 

ot
he

r Subv. to 
Municip. 

Educ. 
Health, 
Culture, 

Social, 
NGO 

Financin
g exp. 

Extraord-
inary 

Expend. 

1995 202.23 97.76 11.09 20.06 7.30 25.79 0.41 11.07 27.77  0.99 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 % 

119 105 111 200 99 97 119  100 182 118  91 149 203 160 

            Plan 2001 440.5 230.0 29.1 35.1 12.0 22.0 13.5 8.4 5.7 2.1 20.5 48.9 3.6 9.6 
            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 
            Jan-00 21.9 10.7 1.0 0.7 0.7 0.8 0.6 0.5 2.4 0.0 1.4 2.0 0.1 0.9 

Feb -00 19.3 1.7 1.9 1.1 1.8 1.2 0.4 0.7 2.9 0.1 2.7 4.1 0.1 0.5 

Mar-00 48.4 23.2 1.6 4.5 1.7 1.6 0.9 0.7 1.7 0.2 4.0 7.5 0.1 0.8 

Apr-00 41.3 23.4 2.3 1.6 2.0 1.7 0.7 0.7 2.0 0.2 3.0 3.3 0.2 0.4 

May-00 40.9 7.5 3.3 2.5 2.1 1.7 2.8 0.8 9.1 0.1 2.6 4.5 0.5 3.3 

June-00 36.8 16.4 2.9 2.2 2.0 1.7 1.3 0.8 3.0 0.2 2.9 2.3 0.3 1.1 

July-00 39.5 17.4 2.1 3.1 1.8 1.9 1.7 0.6 2.7 0.2 3.1 2.6 0.1 2.2 
August -00 43.6 13.1 1.8 4.4 3.4 3.4 3.8 0.7 2.9 0.2 3.6 5.3 0.3 0.7 

Sept-00 42.4 21.9 0.9 3.3 2.6 1.4 1.1 0.7 1.5 0.1 2.5 2.9 0.3 3.1 

Oct -00 33.1 11.3 2.6 1.7 1.9 1.6 2.8 0.7 2.1 0.1 2.3 4.8 0.2 0.9 

Nov -00 42.7 14.3 2.9 4.5 2.7 1.5 2.1 0.7 5.2 0.0 2.7 5.1 0.2 0.8 

Dec-00 47.3 28.5 3.0 3.8 4.8 1.5 2.2 0.6 -12.8 0.6 3.0 10.3 0.4 1.6 
            Sum for 12 
months 

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 total 
expenditures 
in % 

100.0 41.4 5.8 7.3 6.0 4.4 4.4 1.7 5.0 0.4 7.4 12.0 0.6 3.5 

           

Source: Ministry of Finance and Monet calculations. 
Note: The position extraordinary expenditures is new, these are unbudgeted expenditures, that 
MONET wrongly understood as being reserves 
MONET added new rows and columns. New rows provide a better view on the structure of total executed 
expenditures and on the structure per category in the total expenditures. Investments are split into two 
categories: public works and investment maintainance. Int ervention in the economy has been split into 3 
columns: expenditures on agriculture and state commodity reserves; subventions to roads and railways, and 
other interventions. 
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Table 4.1.3. Total budget expenditures cash and committed (old classification) 
 

Invest. Econ. Interv. 

In mio Dem or in 
% when stated Total 

Salaries 
& 

payroll 

Material 
exp. 

Pu
bl

ic
 w

or
ks

 

M
ai

nt
ai

an
ce

 

Special 
purposes 

ag
ri

c,
 c

om
m

od
it

y 
re

se
rv

e
s 

ro
ad

s,
 r

ai
lw

ay
s 

ot
he

r Subv. to 
Municip. 

Educ. 
Health, 
Culture, 

Social, 
NGO 

Financin
g exp. 

Extraord
-inary 

Expend. 

1995 97.76 11.09 20.06 7.30 25.79 0.41 11.07 27.77  0.99             arrears-end of 
November 2000 

65 39.8 0.9 1.5 0.2 1.3 1.0 0.7 1.8 0.1 1.1 15.9   

arrears-end  
of 1999 

35 18.3 0.7 2.0 0.3 1.0 0.5 0.3 0.1 0.1 1.3 9.5  0.5 

            expenditures and 
arrears for 1999 

337 148 19 35 17 42 2 26 44 3 1 

in % 145 143 139 174 122 128 115 128 138 95 3141 
% in total 99 100% 44% 6% 10% 5% 12% 1% 8% 13% 1% 0% 
% of official GDP 34% 15% 2% 3% 0% 2% 4% 0% 0% 0% 3% 4% 0% 0% 
            expenditures and 
arrears for 2000 

487 211 27 33 27 20 21 8 24 2 34 61 3 16 

saldo 2000-1999 151 63 7 26 4 12 0 7 17 0 15 
% in total 00 100% 43% 5% 7% 6% 4% 4% 2% 5% 0% 7% 13% 1% 3% 
% of official GDP 37% 16% 2% 3% 2% 2% 2% 1% 2% 0% 3% 5% 0% 1% 
               Plan- 2001 441 230 29 35 12 22 14 8 6 2 21 49 4 10 
% in total 01 100% 52% 7% 8% 3% 5% 3% 2% 1% 0% 5% 11% 1% 2% 
% of forecast 
GDP 

30% 16% 2% 2% 1% 2% 1% 1% 0% 0% 1% 3% 0% 1% 

           
 
Source: Ministry of Finance and Monet calculations, repartition for 2001 estimated by MONET  
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Table 4.1.4. Budget expenditures in the functional classification in million DEM  
 

 
Jan 1 - 
Apr30 May Jun July Aug Sep Oct Nov Dec 

cumul 
Jan-Nov 

00 

Jan-Nov 
00 in % 
of total 
expend-
itures 

            General public services  25.7 15.1 4.0 5.1 9.1 6.6 7.5 8.7 0.0 81.8 20.0 
Defense affairs and 
services 

0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Public order and safety 
affairs 

19.6 2.5 9.8 9.6 4.5 13.3 3.9 7.5 0.0 70.5 17.2 

Education affairs and 
services 

35.3 6.5 9.6 10.8 10.1 8.6 7.5 8.7 0.0 97.1 23.7 

Health affairs and 
services 

1.3 0.4 0.5 0.1 0.4 0.5 0.2 0.2 0.0 3.7 0.9 

Social security and 
welfare affairs and 
services 

21.5 6.3 2.7 4.4 5.4 3.5 5.1 6.1 0.0 54.9 13.4 

Housing and 
community amenity 
affairs and services 

0.4 0.3 0.4 0.3 0.1 0.2 0.1 0.6 0.0 2.4 0.6 

Recreational, cultural, 
and religious affairs and 
services 

8.9 2.2 2.7 2.5 3.7 2.8 2.0 2.1 0.0 26.8 6.5 

Fuel and energy affairs 
and services 

0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Agriculture, forestry, 
fishing and hunting 
affairs and services 

2.6 2.6 1.5 1.6 3.7 1.4 3.0 1.9 0.0 18.3 4.5 

Mining and mineral 
resources affairs and 
services 

0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.0 0.5 0.1 

Transportation and 
communication affairs 
and services 

3.9 1.5 1.5 0.8 0.9 1.0 1.0 1.4 0.0 12.0 2.9 

Other economic affairs 
and services 

11.1 3.4 3.8 3.8 5.3 4.4 2.6 5.5 0.0 40.0 9.8 

Expenditures not 
classified by major 
group 

0.6 0.1 0.2 0.2 0.3 0.1 0.1 0.0 0.0 1.6 0.4 

          TOTAL expenditures 130.8 40.9 36.8 39.2 43.6 42.4 33.1 42.7 0.0  409.5 100.0 
           
 
* New classification done by US treasury and USAID 
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Table 4.1.5. Total revenues and expenditures in million DEM from 1995 to 2000 
 

 Total expenditures  Total revenues  Foreign financing 

 Plan Executed Plan Executed 

Surplus/De-
ficit 

Executed 

Domestic 
financing EU US 

Reserves 
change 

          1995  202.2  205.6 3.4 n.a.  0.0 0.0 3.4 
1996 310.9 306.7 314.3 314.9 8.2 n.a.  0.0 0.0 7.5 
1997 503.3 497.4 512.6 513.4 16.0 n.a.  0.0 0.0 15.2 
1998 371.7 369.9 399.8 387.1 17.2 n.a.  0.0 0.0 17.1 
1999 280.7 302.0 294.7 292.8 -9.2 18.0 0.0 0.0 8.7 
2000  383.8 457.2 394.0 347.4 -109.8 20.0 49.9 58.6  
          2000 Q1  87.4  69.7 -17.6  9.8 14.1  
2000 Q2  119.0  90.3 -28.7  3.8 19.7  
2000 Q3  125.5  91.7 -33.7  11.0 24.8  
2000 Q4  123.1  95.6 -27.5 20.0 25.3 0.0  
          Jan-00  21.9  21.4 -0.5  4.9   
Feb -00  19.3  17.7 -1.6     
Mar-00  48.4  30.6 -17.8  4.9 14.1  
Apr-00  41.3  37.6 -3.7     
May-00  40.9  21.0 -19.9   19.7  
June-00  36.8  31.7 -5.1  3.8   
July-00  39.5  19.9 -19.6   20.8  
August-00  43.6  43.1 -0.4  1.1 4.0  
Sept-00  42.4  28.7 -13.7  9.9   
Oct -00  33.1  33.4 0.3     
Nov -00  42.7  42.6 -0.1     
Dec-00  47.3  19.6 -27.7  25.3   
          
Sum for 12 months   457.2   347.4 -109.8   49.9 58.6   

          
 
Source: Ministry of Finance and MONET calculations. 
Note: "Reserves" as mentioned in Ministry of Finance are not reserves but extraordinary expenditures. 
In 2000 MONET reinserted them as expenditures and therefore they disappear as reserves. In 2000, 
some 20 million DEM were borrowed from the local state institutions and 5 million DEM securities 
were reimbursed to banks 
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PART 2: ESTIMATED CONSOLIDATED REVENUES  
AT THE END OF 2000 IN MILLION DEM 
 

 Total % of total 
Government 

budget Social funds Municipalities  
Ministry of 
transport Others  

        

turnover taxes 228 31%      
turnover taxes, excise duties (incl 
former revenues of Federation) 

201  159 42    

tax on tobacco and drinks 1      1 
2 to 4% tax for army 12      12 
2% tax for PIO 7   7    
2% tax for infrastructure  7     7  
         

international taxes 61 8%      
customs 27   27    
transit tax on petrol 20  20     
transit tax on goods 14  14     
         

profit tax 9 1% 9     
         

income and payroll taxes  289 39%      
income tax 5  2 3    
payroll tax 19% net of transfers 103  86  17   
contributions net of transfers 178   178    
contributions to unions and 
chamber  

3      3 

         

taxes on car/trucks 40 5%      
car registration taxes and  
tax on roads 

14  9  4  1 

gas tax for roads 25  7   4 15 
tax on trucks 1     1  
         

administration and  
communal taxes 

48 7%      

tax for the use of communal 
services 2 to 3%  

8    8   

local administration taxes and 
communal taxes (incl access to 
water, elec…) 

27    26  1 

administration taxes 2  2     
property taxes 9  5  5   
residency tax 1  0  1   
        

other non tax revenues 57 8%      
zop revenues for PIO 5   5    
other revenues (budget main 
position not detailed) 

35  24 3 8   

penalties, non registered revenues 
7  6    1 

revenues from services agriculture 1      1 

car services (automotornisavez) 4      4 
concessions  6  3    2 
         

Total 732 100% 346 265 69 12 40 
of which tax revenues 675 92%      
of which non tax revenues 57 8%      
        

 
Source: MONET research based on various official documents and estimations 
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CONSOLIDATED REVENUES AND EXPENDITURES: YEAR 2000 IS UNDER THE 
SIGN OF STRONG PUBLIC FINANCE UNBALANCE AND HEAVY TAX BURDEN 
 
 
I. Explanation on methodology 
 
As consolidated data are not available MONET collected public revenues and expenditures 
from various sources and published in its last edition a consolidation at the end of October. 
The following calculation comes from an update of the previous figures together with 
estimates when data is not available. 
 
Consolidated revenues and expenditures in this section include: 
o public revenues/expenditures mentioned in the budget submitted to Parliament  
o revenues/expenditures of the various funds (pension, employment, development) 
o revenues/expenditures of the municipalities 
o revenues/expenditures of the entities, be they ministries, directions, institutions... directly 

linked to main budget but not appearing in the budget submitted to Parliament 
o revenues/expenditures of the army when financed by Montenegro 
o ... 
 
Consolidated expenditures include as well state commodity reserves expenditures that are not 
fully consolidated in the main budget and subsidies to the electricity company paid by the US 
government that are not at all consolidated in the main budget. 
 
Expenditures include cash and committed expenditures. Thus, the expenditures include 
actually paid expenditures and liabilities from 2000 still due to be paid. 
 
 
II. Consolidated revenues 
 
According to MONET research the tota l consolidated revenues amount to 732 million DEM, 
among which around 92% are tax revenues that represent 52% of official GDP. Total 
consolidated revenues represent 56% of GDP. 
 
Most revenues come from turnover tax and income and payroll tax that together represent 70% 
of consolidated revenues. These two categories are mainly dealt between the main budget and 
the social funds. 
 
The other categories represent 29% of total revenues. Profit tax are close to non existent, it 
represents only a few million DEM, some 1% of total revenues. 
 
The main budget together with the social funds receives 83% of total revenues, Ministry of 
transport, municipalities and other users receive only 17%. 
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Table 4.2.1.Public revenues structure in 2000 
 

 in % of public revenues  in % of GDP 

   turnover taxes 32% 18% 
international taxes 7% 4% 
profit taxes 1% 1% 
income and payroll taxes 40% 22% 
taxes on car/trucks 5% 3% 
administration and communal taxes 6% 3% 
other non tax revenues 8% 4% 
total revenues in mn DEM and in % of GDP 720.9 56% 
of which tax 92% 52% 
per users   
budget 48% 27% 
social funds 36% 20% 
Ministry of Transport  2% 1% 
municipalities 9% 5% 
others 5% 3% 
    

Source: MONET calculations based on various sources and estimations 
 
 
III. Expenditures overexecution for social peace reasons  
 
This deficit as explained in our last issues is explained by the 2000 political context. The 
political turmoil in Serbia spreading to Montenegro conducted the international community to 
assist Montenegro in order to ensure its stability and its role in the democratic process in 
Serbia. 
The social welfare was set as a priority by the Montenegrin government as the combination of 
low salaries together with the effects of the switch in November 1999 to Deutsche Mark had 
had their toll on the population. 
 
Welfare policy took the form of: 
o minimum salary increase from 50 to 80 DEM and by consequence salaries, social benefits 

and pensions increase 
o various credits or subsidies to many companies for production goals or to pay salaries 
o price control on key products or services (milk, bread, gas, electricity) through various 

mechanisms. Price control is an old feature in Montenegro, but its cost in 2000 is 
particularly high as gas prices jumped and as electricity production is low in 2000 
requiring major costly imports.  

 
Altogether, expenditures from 1999 to 2000 in the main budget increase by 44% and in the 
pension fund by 29%.  
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Table 4.2.2. Several increases 2000/1999 
 

 in million DEM  in % of changes 2000/1999 

   economic intervention 28 68% 
Investments 26 74% 
Salaries 63 43% 
social benefits 17 38% 
Pensions 41 24% 
   

 
IV. Deficit financing: Montenegro is unable to finance itself  
such a deficit, the country is heavily dependent on foreign help 
 
The estimated consolidated deficit reaches a minimum of 191 million DEM, that is to say 15% 
GDP. 
 
Taking into consideration that official GDP partly includes revenues generated by the grey 
economy, the tax burden is even higher as compared to GDP created from official activities.  
 
The EU and US financing in 2000 have mainly financed the deficit. The very large part of the 
cash deficit financing comes from the US and the EU. Altogether the disbursements reached 
150 million DEM for deficit financing purpose. Some financing aimed at specific purpose 
other without. 
 
However, more marginal sources have been as well used such as increasing arrears, selling 
assets, reducing assets value that took various forms:  
o In the case of the main budget and the pension fund, arrears in value are increasing 

(pension fund + 30 million DEM in 2000, main budget +31 million DEM). 
o In the case of the state commodity reserves, they buy flour and resells it at a lower price, as 

the subsidy given by the main budget was insufficient to cover for the deficit, the 
commodity reserves reduce their goods reserves that will be nil at some point. 

 
Short and medium term positions not sustainable.  
 
Montenegrin expenditures are not sustainable.  
 
Foreign financing for current expenditures is only a short -term solution. Foreign financing will 
gradually be delivered to carry out specific projects (investments, assistance…) but not to 
cover current expenditures. Radical changes have to take place to reduce the level of current 
expenditures and increase revenues.  
o Increased revenues come from two sources: better tax collection and increased GDP. 

As the tax burden in Montenegro is already high, one may expect a better tax collection to 
go along with a reduction of taxes. Increased revenues will come from GDP mainly, but 
this will take severa l years to take place. In order to enlarge the tax base, the Government 
should carry out a serious tax reform. This may allow some legalization of informal sector, 
however the process could be very slow. 

o Reduce expenditures: basically, the only lever that Montenegro may make use of   to 
reduce its deficit quickly.  
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Current strong measures expressed for 2001 might at best reduce the deficit to 12% 
GDP. 
 
The main budget foresees a reduction of its deficit for 2001, not because of any increase of 
revenues but mostly due to a stricter control on social benefits expenditures and a reduction of 
subsidies. But its commitments are increasing as salaries and social benefits increases take 
their full toll in 2001. To reduce its deficit major commitments are expected to be quickly 
seen. Social benefits and economic intervention in principle should decrease. Some steps are 
effectively taken, namely a gradual liberalization of bread and milk prices. For the time being 
social benefits are on the rise rather than on the decrease. 
 
So much more remains to be done to reach the optimistically foreseen budget deficit.  
 
Measures undertaken at the budget’s level will more or less maintain the 2001 deficit in value 
at 2000 level. (There will be small reduction in % of GDP if as foreseen by the government 
GDP increases). There is no clear cut on other extra budgetary causes of deficit: 
o electricity prices are still under control and therefore cause of deficits 
o pension toll is to be seen fully in 2001, though pensions are not to be r isen 
o instead of sticking to its very obligations, government took over companies obligations and 

should pay unpaid salaries in the former public sector up to June 2000. 
 
To avoid 2001 being worse than 2000 that is a real risk today, the government has to: 
o Follow strictly the budget: maintain salaries at their current level, reduce social benefits 

(though with a better focus on the poor), reduce economic intervention (subsidies to 
companies…). Clearly, any attempt as the one proposed by the unions to increase wages 
and side benefits (see new Collective Agreement proposition) would only but worsen a 
situation that is already very worrying. 

o Maintain pensions at their current level 
o Stop any new commitment (such as guaranteed salaries) 
o Accelerate price liberalization for electricity 
 
Any other policy will lead to deficits reaching 15 to 21% of 2001 GDP increasing 
consolidated deficit by 30 to 110 million DEM (hypothesis 90 DEM minimum salary). 
 
Example: Added costs in million DEM linked to potential minimum salaries increase in 2001 
 

minimum wage increase Main budget impact Pension fund impact  

   5 DEM/ month 17 13 
10 DEM/ month 34 26 
15 DEM/ month 52 40 
20 DEM/ month 69 53 
   

Source: Ministry of Finance. 
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Table 4.2.3. 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 202.23 97.76 11.09 20.06 7.30 25.79 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  
plan 2000 149.9     
      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 
       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 
June-00 17.1 15.4 9.1 22.3 20.6 36.9 
July-00 18.0 16.5 11.0 13.1 11.2 43.6 
August -00 18.0 19.3 10.0 17.5 15.7 46.0 
Sept-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 
      Sum for 12 months 203.0 228.6 131.1 215.0 183.1  

       

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 5.1 Deposits and own accounts of banks  
(in million DEM) 
 

 Of which: 

 1. Total deposits 1.1 Sight 
deposits 

(1) 

1.2 Term 
deposits 

(2) 

1.3 Deposits 
for 

international 
payments (3) 

1.4 Deposits 
for payments 
with Serbia  

(4) 

2. Accounts of banks 
(5) 

       

Jan-00 56.21 52.85 0.03 3.33  4.13 
Feb -00 64.77 61.92 0.05 2.80  2.64 
Mar-00 72.09 60.77 0.70 10.61  3.20 
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 
              

20.01.00 50.28 44.78 0.02 5.48  4.47 
31.01.00 56.21 52.85 0.03 3.33  4.13 
10.02.00 54.90 50.88 0.02 4.00  2.91 
21.02.00 61.65 57.64 0.06 3.95  2.43 
29.02.00 64.77 61.92 0.05 2.80  2.64 
10.03.00 63.26 60.93 0.34 1.99  3.18 
20.03.00 69.01 60.54 0.40 8.07  3.43 
31.03.00 72.09 60.77 0.70 10.61  3.20 
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 
30.05.00 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 
20.01.01 114.86 105.84 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 
24.02.01 87.03 79.07 5.75 1.70 0.51 7.86 
       

 
Source: Central bank of Montenegro 
Monthly data - end of the 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 has changed the presentation in the money chapter. Due to the fact, that the D-Mark 
is practically the only official currency used in Montenegro, the exchange rate between Dinar 
and D-Mark in Montenegro has no domestic economic importance any more. However, the 
street market and monthly average exchange rates in Serbia, which are relevant for economic 
transactions between the two republics, are presented in the trade chapter.  
 
The Central Bank is currently working on new definitions of monetary aggregates. Data on 
deposits are directly collected from reporting banks, though all deposits could as well be 
tracked at the ZOP. D-Mark cash in circulation can only be roughly estimated (the Central 
Bank estimates it  at about 70 million DEM, which is probably a lower limit).  
 
Since the introduction of the D-Mark as an official currency in November 99, banks are only 
allowed to give loans, when they are fully covered with either their own reserves or with term 
deposit s of the same maturity. So, in principle, the sum of deposits and accounts of banks 
should be fully covered with cash in DEM. However MONET can not assess to which extent 
the regulation is enforced. 
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MONTENEGRIN INTERNATIONAL LICENCES WITHDRAWN ? 
 
In February, the National Bank of Yugoslavia warned banks that they would lose their 
international licence if an additional 2 million dollars would not be paid. It seems that 
Montenegrin banks feel no obligation to do so but that losing this licence might have major 
consequences as there is no guarantee on how would the international community react to it. A 
few days later, the Montenegrin Monetary Council recalled that in Montenegro the Central 
Bank is responsible for licence delivery, and renewed all existing international licences to 
Montenegrin banks. It seems that an agreement has been reached according to which the 
National Bank of Yugoslavia allows Montenegrin banks not to pay right away these deposits. 
 
 
PAYMENTS IN DEM BETWEEN SERBIA AND MONTENEGRO 
 
After several months of uncertainty, the federal parliament passed the payments system Law. 
This Law foresees that payments between Montenegro and Serbia will take place in Deutsche 
Marks. 
 
It is a major step to allow for normalized relationships between the two republics. 
 
 
ZOP INCREASES ITS PROVISION 
 
The Montenegrin payments system, ZOP, increased its provision to 0.33% on all transactions 
in March 2001. This increase led to many critics among banks. In a statement to the 
newspaper Pobjeda, ZOP recognizes that the provision in the current circumstances is high, 
that it covers ZOP current expenditures and is meant as well to provide revenues to the 
Pension Fund. Without this specific contribution, the provision would be lower, but still too 
high.  ZOP analyses that this issue should be solved soon, because it expects to be transformed 
into a service provider to banks that would be at the same time ZOP shareholders.  
 
In 2000, the pension fund received about 4.75 million DEM revenues from ZOP provisions, ie 
2% of total pension fund revenues.  
 
 
EURO IN MONTENEGRO 
 
It is very surprising to see that no advertising campaign is taking place in Montenegro to 
promote the Euro. Such campaigns that started long ago in all EU members have not yet 
started in Montenegro. Many people or companies are totally unaware that they will have to 
give up the DEM and switch to Euro. Many others think that EU “will not allow Montenegro 
to make use of the Euro”. As described in MONET Nr. 4, in general there are no major 
obstacles in switching to the Euro, but the changeover needs to be prepared. 
 
 



Chapter 6. Trade  
 

ISSP - CEPS 
 
38 

 
Table 6.1 Balance of Current Account 1999 and 2000 in 000 dollars 
 
              1999 2000 

GOODS 
Total exports 123,000 242,822 
Export of goods customs data. FOB (1) 123,000 161,265 
Export of bauxite not registered in (1) na 2,162 
Export of wood to Kosovo (estimate) not registered in (1) na 5,000 
Illegal sales of gas to Serbia (estimate) not registered in (1) na 1,000 
Export of aluminium to Serbia (estimate) not registered in (1) na 10,800 
Export of Jugopetrol-Kotor not registered in (1) na 62,595 
Total Imports 303,390 429,561 
Import of goods customs data FOB (estimate) (2) 303,390 300,061 
KAP's import not registered in (2) na 38,680 
Import Steel Factory not registered in (2) na 2,787 
Import of electricity not registered in (2) na 21,000 
Import (foreign assistance in kind) na 10,863 
Import of Jugopetrol-Kotor not registered in (2) na 55,170 
Illegal imports from Serbia (estimate) na 1,000 
Goods trade balance -180,390 -186,739 

SERVICES 
Total Transportation Revenues  43,200 18,648 
Transport official data about revenues corrected by 12% (estimate) 43,200 16,172 
Transport of tourists (estimate) na 2,476 
Total transportation Expenditures  10,607 5,926 
Transport official data about expenditures corrected by 12% (estimate) 10,607 5,926 
Total Revenues from Travel  3,056 77,414 
Revenues from tourists Serbia and abroad (estimate) 3,056 65,700 
Foreigners less than one year residents and business travelers (estimate) na 11,714 
Total Expenditures to travel  5,151 9,878 
Business trips abroad official data (estimate) na 1,989 
Business trips in Serbia (estimate) na 1,989 
Montenegrin tourists in Serbia and abroad (estimate) 5,151 5,900 
Revenues from Financial Services 61,875 64,946 
Commision fee 569 na 
Commision fee on serbian import/export (estimate) na 540 
Others 61,306 64,406 
Expenditures to financial services 9,915 18,654 
Commision fee 627 na 
Others 9,288 18,654 
Balance of services 82,458 126,550 
Total balance of goods and services  -97,932 -60,189 

INCOME 
Income revenues 1,714 19,406 
Revenues from Serbia for army (estimate) na 18,000 
Investments abroad 49 na 
Interest income 1,665 1,406 
Income Expenditures 1,182 7,916 
Serbian seasonal employees na 750 
Interest expenses 1,066 966 
Investments abroad (estimate) 116 6,200 
Balance of income 532 11,490 

CURRENT TRANSFERS 
Revenues 47,894 132,339 
Transfers to Montenegro from abroad 47,894 32,674 
Foreign assistance na 82,665 
Revenues from transit taxes na 17,000 
Expenditures 25,330 7,538 
Transfers from Montenegro to abroad 25,330 7,538 
Balance of current transfers  22,564 124,801 
Total revenues 280,739 555,575 
Total expenditures  355,575 479,473 
TOTAL BALANCE OF CURRENT ACCOUNT -74,836 76,102 

 
1999 and 2000 not to be compared 
Sources: MONET calculations, exports and imports from customs declarations and adjusted by MONET 
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MONET presents here a “new balance of current account”, making use of the existing data 
presented by the Central Bank and the customs authorities and correcting them to get closer to 
international standards and include items that have been missing so far. 
 
One of the  main changes in our current analysis as compared to the existing one is that our 
team analyses the balance of current account of Montenegro and therefore assimilates Serbia 
as a non resident country. The existing official statistics do not include transactions with 
Serbia. 
 
It should be stressed that the results obtained are approximations and shall not be taken as 
accurate but as indicative. They should not be compared to 1999 for which the same work has 
not been done.  
 
 
METHODOLOGY FOR THE NEW BALANCE OF CURRENT  
ACCOUNTS (BOCA), EXPLANATION ON DISCREPANCIES.  
 
A. Goods and services 
 
Goods 
 
The source used in MONET for all foreign trade is customs declarations that are more reliable 
than banking declarations.  
 
Ø Existing data on export and import of goods do not include export and import between 

Serbia or Kosovo and Montenegro that should be included in the new Balance of Current 
Account (BOCA). Unfortunately very little data is available on this issue. However, most 
of the physical trade between the two countries stopped as a consequence of the blockade 
and many “imports” from Serbia have been redirected and appear in the balance of current 
account as imports from Bosnia (Serbian products exported to Bosnia and then sold to 
Montenegro). So this internal trade is in fact reflected in the trade balance. MONET made 
some approximations to include illegal trade, as well as corrections on legal trade that took 
place in 2000 (on non strategic goods) with Serbia and Kosovo. 

 
Ø Customs data on export and imports in the new table are strictly those paid to or by 

residents of Montenegro. They exclude goods imported to Montenegro and paid by 
Montenegrin banks on behalf of clients residents in Serbia. However, MONET includes a 
percentage of these imports as a commission fee for banks on these “non resident” 
transactions. 

 
Ø Imported goods are calculated FOB (free on board-name of port of dispatch) and no longer 

CIF (customs, insurance, freight-name of port, destination). MONET transformed CIF 
data into FOB data by taking an average 18% for costs, insurance and freight. Some of 
these costs, for their non resident part should be included in the BOCA later on in the 
expenditures to transport or to insurance as long as the service provider is a non resident 
company.  
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Ø Some goods are not fully registered by the customs authorities, in particular those that do 

not cross physically the border or those that are exempted of customs duties (donations or 
special treatment). MONET corrected these data: 
o Electricity: Part of this electricity has been paid by the Montenegrin electricity 

company directly and part of it by the US foreign assistance without transiting by 
Montenegro. MONET reclassified these payments into payments made by the 
electricity company (some 21 million $). The total amount of electricity imported has 
been reintroduced in BOCA. However the exchanges between Serbia and Montenegro 
are not included, on principle they are balanced and do not affect the BOCA end 
results.  

o Bauxite, aluminium and steelworks are as well only partially accounted and have been 
corrected 

o Foreign donation in kind is introduced in BOCA 
 
Services 
 
1. Transportation 
They include revenues and expenditures from transport services from the four largest shipping 
Montenegrin companies (Jugooceanija-Kotor, Port of Bar, Transantlantic navigation, Shipyard 
V.Vlahovic) when they are providing services or buying services/goods to or from a non 
resident company. 
 
On principle they should include revenues from the main truck companies when they are 
providing services to a non resident company.  
 
They include revenues from passengers transport, in particular due to tourism. See our tourism 
analysis. 

 
2. Travel 
In the former methodology, revenues from tourism were particularly underestimated as 
monitoring revenues from foreign tourists is a rather difficult task and as revenues from 
Serbian tourists were excluded from BOCA. Expenditures of Montenegrin resident tourists in 
Serbia have been estimated. See MONET analysis in another section.  
 
Additionally, some of the cash withdrawals, which were classified as transfers from 
Montenegro to abroad for touristic purpose have been excluded as it is most likely that such 
withdrawals have been internally used. 
 
3. Others 
The official BOCA includes some 50 million dollars revenues from so-called “other” services. 
These payments are not linked to any assistance either from foreign countries or from families. 
They happen to be mostly payments to private people received for transactions that are not 
identified by customs authorities as exports of goods.  These transactions are an unclear 
position, they might refer to export of goods or services that are not officially registered. 
MONET keeps these revenues into the new BOCA as they apparently are not counted twice. 
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B. Income 
 
Compensation of employees 
Expenditures to tourism such as salaries of seasonal Serbian workers in Montenegro have been 
included 
 
Investment income 
Investments refer basically to dividends paid to non residents companies such as foreign 
investors in Montenegro. It should as well include interest payment but it seems that very 
small amounts are being paid.  
There are very few revenues from investments made by resident companies in non resident 
countries.  
 
 
C. Current transfers 
 
Foreign assistance is much higher than official data report it. Both transfers in kind and in cash 
should be included in BOCA, but accurate data are not available especially on donations to 
non governmental organizations. 
 
Transfers from Yugoslavia/Serbia to Montenegro to pay army expenditures are estimated in 
this new BOCA. 
 
Workers’ remittances from abroad represent a large part of the transfers 
 
Balance of current account results 
 
As opposed to data officially presented, MONET calculations and estimations show that in 
2000 the Balance of Current Account presents a surplus of some 76 milion dollars. 
 
The Montenegrin trade balance shows a deficit of 187 million dollars, with 243 million dollars 
exports and 430 million dollars imports. 
 
The balance of services compensates partly for the loss in the trade balance. The balance of 
services presents a surplus of 127 million dollars. This surplus is mainly due to revenues from 
tourism. MONET has estimated that in summer 2000, revenues from hotels, camping sites… 
and other services aside transport amounted to some 84 million $, among which revenues from 
foreigners and Serbian tourists amounted to 66 million $. Revenues from transport of non 
residents tourists during the season 2000 reached some 2,5 million $. See our study at the end 
of MONET. 
 
The average import and export of goods and services represents some 33% of GDP.  
 
The balance of transfers is largely positive (+125 million dollars). It is worth noticing that 
without foreign financing the total balance would be only slightly negative, due to transfers 
from abroad (independently of foreign assistance), to transfers from Serbia to pay for army 
expenditures in Montenegro and due to tax revenues on international transit through 
Montenegro. However this BOCA would be much more positive if revenues from non 
governmental organizations (NGO) that are mostly not included in international transfers were 
to be included. They would only partially lead to an increase of imports, as the main part of 
the financing is used locally. 
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Goods Export/Import  structure  
 
Expo rt structure 
o Inputs  81%, 
o Investment products  3%, 
o Consumption goods  16%. 
 
The trade balance is strongly influenced by aluminum exports that comprise most of 
Montenegro's exports (70%). 
 
Import structure  
o Inputs    61%, 
o Investment products  13%, 
o Consumption goods  26%. 
 
It reflects the influence of some industries that are major importers (aluminium, gas, 
electricity, steel companies) and in parallel shows Montenegro’s real dependency on foreign 
markets for consumption goods as trade with Serbia on consumption goods was not significant 
in 2000.  
 
Geographical destination or origin 
 
The official statistics do not present import and export structure per country of destination or 
origin, but per countries paying or being paid for the goods.  
 
The data on exports do not provide much reliable information as they reflect that aluminium is 
being paid by Switzerland, but clearly not directed to Switzerland physically, and that many 
payments are done by Virgin Islands, which is as well not linked to a physical but very likely 
to a financial activity. 
 
Imports however may give a more interesting picture, though Virgin Islands and Lichtenstein 
represent respectively 12% and 5% of total payments. 
 
About 42% of import is paid by and supposedly aimed at neighboring countries. The main ex-
Yugoslav partners are Bosnia and Hercegovina (14% of total import but imports from Bosnia 
are partly coming from Serbia), Slovenia (6%), Croatia (5%) and Macedonia (2%).  
Aside from these ex-Yugoslav countries, trade is rather diversified: Italy represents 10% of all 
imports, UK 6%, Germany 4%, Greece 4%… 
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TOURISM SURVEY  
 
The Official Balance of Current Account for 2000 records only 5 million $ revenues from 
tourism in 2000 which seems unrealistic. MONET made a short analysis on the summer  
revenues from tourism in 2000.  
 
According to Montenegro tourist organization, there were 3,8 million nights spent in 
Montenegro in summer season of 2000. 90% of the nights were spent by domestic, i.e. Serbian 
and Montenegrin tourists and 10% by foreigner. These figures already include a number of 
non registered nights as many tourists stay in private houses without being registered. Some 
estimates assess the number of unregistered tourist as being as high as those registered, the 
tourist association estimates that 30% tourists are not registered. MONET calculations are 
based on tourist association data. 
 
To calculate the revenues from tourism, MONET included both revenues from foreigners and 
from non resident domestic tourists (Serbian tourists). Total revenues from tourism in 
Montenegro are estimated at 84 million $ in 2000, including revenues from foreign tourists of 
about 10 million $ and 56 million $ from domestic but non-residents tourists. 
 
These revenues include revenues from hotels, camping sites, private houses… as well as 
revenues from services (restaurants, leasure…) and transportation. 
 
On the other hand, there have been also expenditures on tourism, as Serbian workers would be 
working in Montenegro during the season and as Montenegrin residents would spend their 
holidays in Serbia or abroad.  MONET estimates the expenditures of Montenegrin tourists out 
of Montenegro at about 6 million $. 
 
 
Table 6.2 2000 season estimated revenues in million DEM, accommodation and services included 
 

 June July Aug ust September 

 Night Revenues Night Revenues Night Revenues Night Revenues 

Total 
Revenues 

 

Domestic nights in hotels 6,365 8 15,201 30 15,779 31 5,800 7 76

Foreign nights in hotels 723 1 2,196 6 4,115 12 1,200 2 21

Domestic nights in camping sites 153 0 1,289 0 1,800 1 700 0 1

Domestic nights in residences  3,146 2 7,648 8 8,336 9 1,000 1 20

Domestic nights in private 
accomodation 

983 1 7,281 8 12,212 13 1,000 1 23

Domestic non-registred nights in 
private accomodation 

2,948 2 11,700 12 15,738 17 10,000 6 37

Foreign registred nights in private 
accomodation 

          

  

TOTAL 14 64 83 17 178
  

 
Note: domestic includes both Serbian and Montenegrin tourist. The number of nights is the estimated average 
daily nights during the month 
Source: MONET own calculations, based on data from Tourist Office 
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TRADE ON A DAY TO DAY BASIS: ARE  
SERBIA AND MONTENEGRO TRADING AGAIN? 
 
As a consequence of the tensions between the two republics especially on payment system and 
customs issues, most goods which were allowed to be imported from Serbia to Montenegro 
were taxed twice. Serbia required turnover tax payment though goods were aimed at 
Montenegro and should have been only taxed in the country of final destination.  
 
This increased the cost of goods and favored the development of the grey economy. Goods 
which were forbidden to be traded were nevertheless traded unofficially. 
 
After the political changes in Serbia in October 2000, the relations seem to come back to more 
economic principles. Trade with Montenegro is no longer blocked. Some products are still 
either restricted from being traded or subject to quotas. However trade is liberalized for most 
products. 
 
Double taxation is over. Goods that are transported from Serbia to Montenegro are not taxed 
in Serbia but in Montenegro. There seems to be still a specific case for goods subject to excise 
duties for which excise and turnover taxes are still paid in Serbia, but then no longer in 
Montenegro.  
 
In 2001, Serbian customs established customs control at the border with Montenegro. This is 
not to be taken as another blocade. It is just a consequence of the different policies chosen on 
customs duties. Montenegro chose a rather liberal approach by lowering import duties while 
Serbia st ill has higher duties. Serbian customs check whether goods are produced in 
Montenegro or just imported through Montenegro. In the first case, goods would cross the 
border without being taxed, in the second case they would be asking for customs payment at 
official “Yugoslav” rate. 
 
Officially as well, customs check points are established to prevent illegal trade between the 
two republics. Goods imported and just transiting through Serbia are no taxed in Serbia and 
reciprocally.  
 
The remaining problem lies in the payment system as both republics till recently had not 
settled this issue. However, traders have found “pragmatic” solutions. Barter procedures have 
been widely used, a Montenegrin company would ask a Serbian company to pay for its goods, 
but this seems to be now forbidden by Serbian authorities. Others would bring “unregistered 
cash” to pay their supplier. But as the Montenegrin Law does not allow companies to 
withdraw cash for such purpose, these goods are then sold illegally in Montenegro.  
 
Lately, a few banks having branches in the other republic have been allowed to provide dinars 
to Montenegrin companies for payments in Serbia. Only few banks offer this service and 
traders have different opinions both on the length of the process and on the cost. Some seems 
to be very satisfied whereas others complain that the payment takes up to two weeks and they 
are charged high provisions. 
 
In March 2001, the Federal Parliament allowed DEM to be the means of payment between 
Montenegro and Serbia. Hopefully this should simplify and clarify trade between the two 
republics.  
 
 
Trading with Serbia, Exchange rates (YUD/ DEM) in Serbia in use 
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Official  

exchange rate 
Interbank  

market  Street market 
    

Aug -99 6.00 6.00 12.25 

Sep -99 6.00 6.00 15.50 

Oct -99 6.00 6.00 16.50 

Nov -99 6.00 6.00 18.50 

Dec-99 6.00 6.00 21.00 

Jan-00 6.00 6.00 21.00 

Feb -00 6.00 6.00 21.50 
Mar-00 6.00 6.00 22.50 

Apr-00 6.00 6.00 22.50 

May-00 6.00 6.00 22.50 

Jun-00 6.00 6.00 23.00 

Jul-00 6.00 6.00 23.00 

Aug -00 6.00 6.00 24.25 

Sep -00 6.00 6.00 28.75 

Oct -00 6.00 6.00 35.50 

Nov -00 6.00 6.00 30.50 

Dec-00 30.00 29.98 30.50 

Jan-01 30.00 30.00 30.00 
    

 
Situation as well clarified on trade between Montenegro and other neighboring countries 
(including Kosovo) 
 
On principle trade with Montenegro’s neighboring countries has been liberalized, in particular 
since Yugoslavia officially opened the border with Albania.  
 
The Kosovo case 
A border exists between Kosovo and Montenegro. But goods produced in Kosovo or in 
Montenegro are considered by UNMIK (United Nations forces in Kosovo) and by 
Montenegrin authorities as local, and are not subject to customs duties. 
 
However illegal exports or imports are a common feature 
Export goods reenter Montenegro, or imported goods enter unofficially Montenegro 
o goods may easily avoid official borders (the Montenegrin geography favors it) 
o there is a too long distance between customs offices with Croatia, Albania and Kosovo 

(sometimes 15-20 km distance). Goods that get stamped as “exported” may come back to 
their country of origin without being seen by none of the customs authorities and be sold 
home without paying any tax (in particular turnover tax, excise duties...). 

o some customs officials are bribed to sign export papers 
 



Chapter 7 Privatization 
 

ISSP - CEPS 
 
46 

 
 
A PRELIMINARY LIST OF 33 COMPANIES TO  
BE SOLD BY BATCH SALE HAS BEEN PUBLISHED  
 
A decree is being prepared in collaboration with USAID experts to issue new shares in the 
companies selected. The list shall be reduced before the first tender takes place in March. 
 
The commission tender willing to promote the sale of companies by direct sale of shares and 
by subscription of new shares (recapitalization or batch sale) presented the list of companies to 
be privatized on Internet and in The Economist. The sale procedure shall take place via public 
tender. 
 
 
TOURISM 
 
A tender for the sale of three hotels of HTP Budvanska Rivijera  
(coastal hotel resort) is under way. 
 
The Agency for Economic Restructuration and Foreign Investment issued an invitation to 
present offers to purchase three hotels belonging to Budvanska rivijera. 
 

1. Grand hotel “Avala” and villas in Peradica 
2. Hotel “As”  
3. Hotel “Maestral”. 

 
The financial means that will be collected out of the sale shall be used to prepare the touristic 
season. The value of the company remains the same. The former owners of the lands were 
these hotels are located shall be compensated financially, and not physically. 
 
Besides HTP “Budvanska rivijera” did not pay a debt of 1.8 million dollars to an American 
bank. After the announcement of the tender, Montenegro Banka blocked the hotel bank 
account in order to exact payment of the debt, for which it acted as an intermediary. 
 
Hotel “Galeb” will be freed of fiduciary and shall be sold or rented 
 
The fiduciary activated by Montenegro Banka on Hotel Galeb, the best hotel of the company 
“Ulcinjske rivijere”, will be transferred to another hotel of the company. Once the fiduciary is 
lifted, the hotel shall be sold or rented. The documentation is being prepared. 
 
Accor-Stand By position 
 
The agreement between the government and ACCOR is still on a stand by position, as the 
government did not succeed in finding financial partners that would have invested some 50 
million DEM. One may doubt of the validity of the agreement as two hotels that are meant to 
be sold by tender were part of the agreement signed with ACCOR. 
 
Coastal hotel resorts 
 
The choice of the financial advisor is under way 
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OTHERS 
 
Plantaza (wine, fruit company) 
 
Choice of the financial advisor under way 
 
Aluminium company 
 
Analysis of the offers presented for the purchase of some assets of the company and for the 
purchase of three companies part of the aluminium company (secondary aluminium). CCF 
being the financial advisor.  
 
Duvanski Combine (tobacco company) 
 
Altadis, the French company that expressed its interest shall finish its due diligence and 
present its final offer. 
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Executive Summary 
 

Part 2 
 
MONET carried out a few analyses that allow for more in depth view of key economic 
questions.  
 
The first comment by Daniel Gros, CEPS director, is addressing whether a small country as 
Montenegro might economically succeed in being independent and what are the key reforms 
to be tackled first. 
 
The second comment is meant to put on paper the key questions linked to the aluminium 
combine viability. As shown by Wolfgang Hager, with a limited amount of investments and 
necessary restructuring actions upstream and downstream, the whole economic activity linked 
to the aluminium combine may prove very coherent and economically profitable 
 
The third comment made by Boris Najman is an open survey of informal activities in 
Podgorica to reveal why and how people work in shadow or why they do not work in formal 
jobs. Working “wildly” is a diverse and extended business, it is hard and intensive. 
 
The fourth comment is based on research carried out by CIPE, STAR, the Center for 
Entrepreneurship and the Women Business Center in Podgorica. It surveys women 
entrepreneurs and tries to assess women goals and difficulties.  
  
 
The fifth comment provides an analysis of the difficulties and weaknesses of the banking 
sector as shown by the current crisis within Montenegro Bank.  
Finally, MONET is producing several short papers,  
o the first one states the main components of the current tax system  
o the second one gives the main elements of the Draft of government budget law that should 

prove extremely useful to control budget revenues and expenditures and that hopefully 
should be soon passed.  
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COMMENT 1 - MONTENEGRO 2010,  
BY DANIEL GROS, DIRECTOR OF CEPS 
 
 
PART A 
 
As the geopolitical environment of Montenegro becomes more stable and predictable, policy 
development can shift from short-term emergency measures to a long-term strategy. Looking 
at fundamental assets and constraints of the country helps to identify possible futures. Can 
Montenegro become a viable country which fully participates in the prosperity of Europe? 
How will the country present itself a decade from now? What can we learn from the 
experience of other small countries? 
 
An independent Montenegro would be a small country. However with about 650 thousand 
inhabitants its population would be marginally larger than that of the smallest present EU 
member country, Luxembourg (450 thousand). It could also be comparable in size to two 
current candidate countries Malta (350 thousand) and Cyprus (750 thousand). In an enlarged 
EU Montenegro would thus not be the smallest member.  By comparison, Serbia, with its 10 
million might appear to be a large country. However, within the EU, Serbia (or a Yugoslav 
Federation of Serbia and Montenegro) would only classify as a small country in the same 
league as Portugal, Belgium or Austria. 
 
Moreover in economic terms Serbia constitutes not even a small, but rather a micro state. The 
GDP of Serbia is at present roughly equal to that of Luxembourg, which accounts for about 3 
tenth of 1 per cent of the EU-15 GDP (and the exports of goods and services from 
Luxembourg are about five times those of Serbia). If Montenegro has to choose between 
remaining integrated in the Yugoslav economy or choosing integration with the EU there can 
be no doubt where its future lies. 
 
At present Montenegro still trades heavily with Serbia and some ex Yugoslav Republics. 
Experience in other countries has shown that radical opening lead to a rapid reorientation of 
trade flows. Slovenia is a case in point, but the Baltic Republics constitute even a better 
example. Before their independence, 90 per cent of their trade was with the rest of the Soviet 
Union. But this changed quickly, and the EU is now their most important trading partner. An 
independent and open Montenegro could expect to conduct most of its trade with the EU. 
 
The relationship between Luxembourg (population similar to Montenegro) and Belgium 
(population 8 million, similar to Serbia) could be used to predict the future trading pattern of 
Montenegro.  Luxembourg has been in a monetary union with Belgium for over 50 years and 
both economies have enjoyed the benefits of EU-wide integration over last decades.  But 
Belgium (whose GDP is about 20 times larger than that of Serbia) still takes only about 12 % 
of Luxembourg’s exports. 
 
Measured in economic terms Montenegro itself would also be only a micro state. Its GDP is at 
present probably lower than that of Liechtenstein (which has only 30 thousand inhabitants). 
This country (the fourth smallest in Europe) has also chosen not to have its own currency, but 
uses the Swiss Franc instead. Liechtenstein’s exports amount to about 2 billion euro annually, 
more than FYROM, B-H and Albania combined. There is no presumption in economics that 
small States are not viable units. The general lesson from both theory and experience is rather 
that the welfare of a small country is determined essentially by its openness and the quality of 
its administration, with geography also playing an important part. 
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The experience of Switzerland (and Liechtenstein) is instructive in this regard. Until the 
middle of last century they were both extremely poor; and since they had neither coal nor iron, 
nor a strong agricultural base, it was generally assumed that they were condemned to remain 
underdeveloped. However they are now among the richest states of Europe. They were able to 
grow out of poverty because they made the most from their favourable geographical posit ion 
in the heart of Europe by opening their economies and offering investors a stable political 
environment plus an efficient administration. Recent economic research confirms that this is 
not just an isolated experience but a general rule. 
 
The remainder of this note comments briefly on the lessons one can retain from the recent 
economics literature on the three determinants of economic development mentioned above. 
 
It might be useful to stress at the outset some factors that will not be considered here. The 
bauxite mine, the hydroelectric potential and the existing industrial enterprises cannot secure 
the economic future of Montenegro. On the contrary, they might hinder it. Academic research 
has shown that countries with abundant natural resources grow in general more slowly 1 and 
experience in other transition countries has shown that only the countries that do not cling to 
their old industries have a chance to recover. Heavy industries survive only very close to 
major markets. The future of Montenegro must thus lie in the services sector, which does not 
require any natural resources. A beautiful coast line for tourism helps, but this is in abundant 
supply.  
 
 
1) The role of institutions 
 
There is now a consensus among economists that the quality of institutions has a determining 
influence on economic prospects. Institutions refer here to the legal system and the 
administration that enforces it. 
 
Quality is of course a difficult concept to measure, but there are now a number of indicators 
collected by respected international institutions (both official and NGOs) that allow for cross-
country comparisons. These indicators have been used widely in the economic literature, 
which has found that they help to explain development and growth in GDP per capita. Growth 
will thus come only if Montenegro increases the quality of its institutions.2 
  
There are two issues here: what is the starting point for Montenegro and what can one say 
about the likely long term evolution? 
 
The starting point of Montenegro is difficult to establish. The comparative indicators of 
institutional quality that exist have typically not been collected for the FRY. Hence one has to 
look at the neighboring former ex-Yugoslav republics to have some rough estimate. A good 
first guess would be to assume that the quality of the administration in Montenegro is 
somewhere between that of FYROM, BH and Croatia. If Montenegro were close to the latter 
its starting point could actually be somewhat better than that of present candidate countries for 
membership. However, Croatia is also an example of how a relatively good starting position 
can deteriorate over time. The ranking of Croatia on the EBRD indicators fell over the last 
years. It remains to be seen whether the new government can use its relatively strong base in 
terms of an administration that works to make up for the time lost by the previous regime.  
 
The big handicap of Montenegro is, however, that almost all of industry and a large part of the 
tourism sector is still in state hands. Privatisation must thus take place before Montenegro can 
                                                                 
1 See for example Sachs and Warner (1995) and for an application to transition countries (Gylfason 2000). 
2 A high quality of institutions does not imply that there should be special regimes for foreigners. On the contrary, 
foreigners (foreign firms and individuals) should be treated in the same way as nationals.   
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claim to possess a functioning market economy. Other ex-Yugoslav republics (Slovenia, 
Croatia and Macedonia) started with an economy in which only about one third of all value 
added was produced in the private sector.  It took them several years to double that share. 
Montenegro starts later and will have to go faster if it is to catch up.  
 
The outlook.  
Size is certainly no obstacle to the development of efficient institutions. The experience of 
small states (Estonia, Switzerland, Luxembourg) and micro states (Liechtenstein) proves this. 
The only question can thus be how one can accelerate improvements in the quality of 
institutions in Montenegro. The key here must lie in complete openness and the massive 
presence of foreign experts who can monitor progress and intervene when special interest 
groups block reforms. 
 
Some authors (see e.g. Sachs 1997) find that poor countries might end up in a self-made 
poverty trap in which an inefficient political system does not dare to reform the economy 
because this is feared to lead to unacceptable social consequence. As bad policies are not 
reformed the country does not grow and might even get poorer. Over time it will than remain 
very difficult to implement reforms so that this situation might persist. A mechanism like this 
seems to be at work currently in Montenegro. The government agreed to increase minimal 
wages by over 30 per cent this year under pressure of trade unions which argued, that this is 
required on social grounds. However the wage increase have led to a fiscal deficit which 
makes further reforms very difficult and thus threaten the future development of the country. 
The Croatian Parliament is at present debating a proposal by the government to cut public 
sector salaries by 10 % in order to bring the budget under control. Bulgaria had to take a 
similar step some time ago.  
 
The next year will thus be decisive for the future of Montenegro. At present there is a clear 
danger of such a poverty trap emerging. However, the press ure from international financial 
institutions and the EU, whose support is crucial in the short term, is likely to prevent serious 
policy errors. The only conclusion one can draw at this point is thus that the next few years 
will be crucial as they will show whether the leaders in Montenegro will find the courage (and 
wisdom) to go beyond what is required by the international financial Community and adopt 
the necessary deep reforms. Ten years of experience with transition have shown that it also 
useless to discuss the relative merits of slow versus ‘big bang’ reforms.  The verdict of 
experience is clear: slow reformers usually stay behind forever.  (See Annex II for a brief 
summary of the evidence). 
 
 
2) Openness 
 
Openness is of course essential to any small country. Openness is partially a natural 
consequence of being small, but it can be greatly fostered, or hindered, by policy. Openness is 
usually measured by relating exports to GDP. On this account one can expect that Montenegro 
should be very open, provided it pursues the appropriate policies. For Luxembourg exports 
amount to about 130 % of GDP. Estonia and Macedonia, although more than twice as large in 
population terms, also have exports to GDP ratios of close to 100%.   
 
Openness can be fostered by the right policy choices in two key areas: money and trade policy. 
In both areas Montenegro seems to have opted for maximum integration.  
 
Money: with the adoption of the euro/DM trade and investment flows will be greatly 
facilitated, provided, of course, the reform of the banking system is completed. Creating a 
separate ‘national’ currency would not make sense anyway for an economic area of the size of 
Liechtenstein (and a financial system, which even smaller). The choice of the euro/DM will 
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thus bring advantages not only because it provides the country with a stable currency, but also 
because it will intensify the integration of Montenegro into euroland’s economic space. It has 
been estimated that for the EU the introduction of the euro should lead to direct transactions 
cost savings of about 1 % of GDP although intra-EU trade accounts for ‘only’ about 15 % of 
EUGDP. As one should expect for Montenegro an openness ratio of about 100 % the gains for 
Montenegro in terms of pure transactions cost should be correspondingly higher, over 6 % of 
GDP. The long term gains are likely to be higher still as this crude comparison suggests 
because tourism plays such an important role for Montenegro, and the per unit transactions 
costs for cash are known to be higher than for trade among enterprises.   
 
Recent research (see Frankel and Ros (2000)) suggests that every one percent increase in trade 
(relative to GDP) raises income per capita by roughly 1/3 of a percent over twenty years. 
Increasing the trade to GDP ratio by 30-60 percentage points could thus increase income per 
capita by 10-20%. This might been a modest gain, but it would come in addition to other 
factors, such as overall productivity and would considerably speed up the catching up process 
which Montenegro must engage soon if it is not to miss the (moving) bus called EU. 
 
Another advantage of adopting the euro is that Montenegro in this way no longer faces the 
typical current account constraint that arises in fast growing countries which import a lot of 
capital because Montenegro will be considered just like any small region of Euroland whose 
current account is not relevant (and usually not even known). 
 
Trade policy:  
 
In trade policy Montenegro has already taken the first steps in the right direction with a very 
liberal trade law which foresees low and relatively uniform tariff rates. The next challenge is 
to implement this law in reality. This requires strengthening the customs service. 
Strengthening means in this case not giving customs officers more power, but to provide them 
with the appropriate training and introducing procedures that are straightforward and 
transparent, thus minimising the potential for abuse and corruption. This will be essential if 
Montenegro is to become a centre for entrepot trade (centred presumably on the Port of Bar).   
 
All customs procedures must of course from the start be designed to be EU-compatible. This 
will facilitate the next step, which will be to negotiate a customs union, or at least free trade 
agreement with the EU as quickly as possible. 3 The EU hesitates in many cases to take this 
step because special interest groups want to defend the domestic market and because it can 
often be argued that the partner countries are not really able to implement such far reaching 
agreements because their administrations cannot cope with all the implications that would 
flow from a free trade agreement or a customs union. In the case of Montenegro the first issue 
should not arise because imports from Montenegro cannot possibly threaten even the smallest 
EU sub-market. The second obstacle can be overcome by Montenegro itself by strengthening 
its administrative capacity. 
 
 
3) The role of geography   
 
Even the best policies cannot produce high growth in a small country that is isolated from the 
major world markets (e.g. Kyrgyzstan). Sachs (1997) finds that distance from markets has a 
decisive influence on economic development as measured by GDP per capita. Montenegro is 
situated rather close to the EU market, closer than some EU members such as Greece, Portugal 
or Finland. Distance from markets is thus not a negative factor for Montenegro, and in this 
                                                                 
3 It should go without saying that Montenegro. will also have to apply for WTO membership.  Experience has 
shown that membership takes years to achieve, even if Montenegro. satisfies the requirements quickly because 
there is a long queue of applicants.  However, this should not d elay negotiations with the EU. 
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respect a Federation consisting of Serbia and Montenegro would not be better placed, although 
capital city of Serbia is marginally closer to the EU market than Podgorica. 
 
Sachs (1997) also finds that access to maritime transport is very important. His estimates 
would suggest that in the long run Montenegro should actually be 50 per cent richer than 
Serbia because most of the Montenegro population lives close to the coast and a harbour. 
Access to the sea would more than offset the marginally better position of Belgrade in road 
transport. 
 
These estimates of the importance of access to the sea are based on the proportion of the 
population that lives within 100 km (or one hour driving distance) from the coast. This has two 
implications:  
 
1.  Serbia would not lose from no longer having a harbour on its national territory because all 
of its population lives too far from the Mediterranean to benefit from access to the sea. For 
Serbia the quality of the rail/road connections to Bar (and Thessaloniki) should thus be more 
important than whether or not Montenegro is part of the same state or federation. 
2.  Montenegro would benefit from its access to maritime transport much more if travel time 
to the centre of the country (where most of the population lives) was cut half an hour by the 
Sozina tunnel project, which would effectively transform Podgorica into a harbour city.  
 
 
4) Summing up 
 
There can be no doubt that an independent Montenegro would be economically viable. But 
would it just survive, or could it prosper? This brief review of the economic literature suggests 
that this should be possible. Geography provides Montenegro with a good position relative to 
the EU market, via the sea and land. It is up to economic policy to realize this potential by 
integrating Montenegro in the European economic space. The EU has always opened its 
market to countries with stable market economies. It is up to the Montenegro authorities to 
ensure that they qualify for this treatment. The policies adopted so far for money and trade are 
encouraging and should lead to first results soon. The long term economic future of 
Montenegro will be determined by the persistence with which these policy choices are pursued 
and implemented.  
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PART B  
 
1) The long term goal: Montenegro in EU-2010 
 
2) What to do now: A core program to be implemented before mid-2001 
 
All institutions in Montenegro must be reformed before the country can be taken seriously as a  
candidate for EU membership. But it is not possible to do everything at once. The authorities 
of Montenegro must set priorities. The following is a core programme of three concrete 
measures that could be passed and implemented quickly. 
 
1.  Completion of the privatisation of the four largest enterprises. Privatisation will be a 
success if it is managed in a transparent manner and results in clear governance, i.e. a 
(probably foreign) strategic investor will a majority share, which can be effectively used to 
enforce restructuring. 
 
2.  Procedural reform of the state budget. The experience of this year has shown that serious 
budget planning is useless when parts of the government negotiate with public sector trade 
unions generous wage agreements that lead to much higher expenditure on wages. In order to 
impose hard budget constraints on the entire government the procedure for decision making 
must be changes: Decisions leading to higher expenditure must be possible only when they are 
linked to decisions that raise reve nues by a corresponding amount. 
 
3.  Reform of the judiciary/administration. Given the small size of the country it is difficult to 
avoid a politicised judiciary system. The general perception in Montenegro is that the judiciary 
does not operate well. Outright corruption is not the problem, but judges have difficulties to be 
perceived to be impartial because they are ‘part of the system’.  The system of appointing and 
assigning judges needs to be made more transparent by involving non-Montenegro in the 
highest instances. Liechtenstein has adopted such a policy with success. The highest judge in 
this country is usually from one of the two ‘big’ neighbours (Austria or Switzerland). 
 
The first part of this core programme requires no legislative action and the admin istrative 
preparations (tender documents, nomination of a commission involving outsiders, etc.) are 
already well advanced.   
 
The second part of the core programme requires an addition to a law on the budget that is 
already in an advanced stage of preparation and should soon be submitted to Parliament.  In 
order to ensure that this provision cannot be easily over-ridden by Parliament it would be 
necessary to enshrine such a provision in the new constitution that will have to be adopted 
once independence has been chosen. 
 
The third part of the core programme requires no legislative action since there appears to be no 
formal regulation stipulating the citizenship of judges. The formal structure is quite simple: 
Montenegro's Justice Council appoints all judges (for life) and the presidents of courts (for 
four years). This Justice Council consists of the Minister of Justice, 2 members of parliament, 
2 law professors and 2 judges. Formally it proposes new appointments to the parliament which 
then ratifies them. It is considered that the Minister of Justice has decisive influence. Judges 
are appointed for life. But the presidents of the courts (appointed only for four years) have a 
very important role as they decide the assignment of judges and on disciplinary proceedings 
(against any of the judges). The next vacancy (or vacancies) at the Justice Council should be 
filled with foreigners, or at least individuals that have not grown up within the Montenegrin 
political system. The best choice would be lawyers and judges  from neighbouring countries 
(so that they can understand the language and the legal tradition) who are known for their 
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independence. Their brief would be to bring a neutral point of view into the management of 
the judicial system. 
 
 
Table 1:  Quality of i nstitutions as measured by the EBRD 
 

 2000 

 
Private sector share of GDP 

Mid-2000 in % 
Average 

EBRD Transition Indicator 

   Hungary 80 3,9 

Czech Republic 75 3,7 

Estonia 80 3,7 

Slovak Republic 55 3,7 

Poland 75 3,6 

Slovenia 70 3,6 

Lithuania 60 3,4 

Croatia 70 3,3 

Bulgaria 70 3,3 

Latvia 65 3,3 

FYR Macedonia 55 3,2 

Romania 60 3,1 

Albania 75 2,8 
  

 
Source: EBRD (2000). 
N.b. This scale is based on a maximum grade of 4, which is supposed to represent a functioning market economy.  
The average rating of 3.9 for Hungary implies that this goal has been almost reached.  
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ANNEX I: THE BELGIUM -LUXEMBOURG EXAMPLE 
 
The experie nce of the relation between Belgium and Luxembourg is instructive for 
Montenegro. Because Luxembourg has about the same population as Montenegro and the 
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relationship in terms of population is the same as Montenegro compared to Serbia.  Moreover, 
Luxembourg was traditionally much poorer than its northern neighbour. 
 
Two features stand out in the monetary history of Luxembourg: 
 
i) Apart from a brief period following the first World War the country never had an 
independent currency.  
 
ii) Tensions about the monetary link to Belgium arose only when the Belgium currency 
became unstable.  
 
The end of the first World War saw also the dissolution of the economic and monetary union 
of Luxembourg with the German empire. Given the small size of the country it felt the need to 
join larger area. For political and historical reasons Belgium became the partner of choice. 
Luxembourg therefore entered an economic and monetary union with that country through a 
Treaty concluded in 1921.  
 
The first step consisted of the creation of a (one sided) customs union, i.e. Luxembourg 
adopted the Belgian tariff system. The economy of Luxembourg faced major adjustment 
difficulties after it left the relatively protectionist customs union with Germany and had to 
accept the free trade regime of Belgium. However, it is now generally agreed that this opening 
laid the foundation for prosperity Luxembourg enjoys today. 
 
On the monetary side nothing much changed with the conclusion of the Treaty in 1921 
because the population of Luxembourg had already de facto adopted the Belgian franc for 
store of value purposes4 and only small notes and coins denominated in Luxembourg francs 
had remained in circulation (similar to Montenegro and Serbia until recently). The 
Luxembourg government took out a loan on the Belgian capital market to acquire the notes 
and coins to substitute local notes and coins with Belgian money (however, a small rest of 
Luxembourg notes and coins remained in circulation). The interest payments on this loan (rate 
6 %) were shared, 4 % were paid by the Belgian and 2 % by the Luxembourg government. 
There was thus some sharing of seigniorage. The initial agreement was revised several times 
and after 1944 the seigniorage was fully shared as Belgium took over 100 % of the debt 
service of the (then much larger) sum necessary to re-monetise the Luxembourg economy after 
the devastation resulting from the war. 
 
Luxembourg did not establish any monetary institution until 1983. The main functions of the 
Institut Monetaire Luxembourgeois that was the n set up were banking supervision and some 
IMF related business. With the advent of EMU this institution was upgraded and re-named 
Luxembourg Central Bank, whose governor sits on the Governing Council of the ECB.  
 
  

                                                                 
4 Germany was at the time in a period of hyperinflation. 
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ANNEX II: BIG BANG VERSUS GRADUALISM 
 
The academic discussion on this issue now seems definitely, well, academic. Experience has 
shown that slow reformers were just that, slow reformers. The tortoises did not overtake the 
hares. Countries that implemented reforms early usually stayed ahead of the others.  The graph 
1 shows this by plotting simply the overall EBRD reform indicator (the average of all the 
indictors available) for 1994 (the first year this indictor was published) against the value of the 
same indicator in 1999. It is apparent that countries with high indicators in the first period also 
had higher values five years later.   
 
The graph 2 makes the same point with respect to privatisation, but in a somewhat different 
way. In this figure we put the private sector share of the economy in 1994 on the horizontal 
axis and on the vertical axis we put the relative progress achieved between 1999 and 1994. 
Relative progress is defined as the increase in the share of the private sector during these five 
years, relative to the share of the economy that was still in state hands and thus was still to be 
privatised (relative progress in privatisation = (S99 –  S94)/(100 – S94), where S denotes the 
share of the private sector in the economy). This figure suggests that countries that started to 
late to privatise also did not make up the lost ground later. Slow privatisation meant in reality 
no privatisation. By contrast countries which privatised early continued to privatise the 
remaining parts of their economy at a faster pace. 
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Graph 1:  Progress  in  trans i t ion  
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Graph 2:  Progress  in  pr ivat i sat ion  
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ANNEX III 
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How fast could Montenegro grow?  
 
This annex provides just some simple model calculations based on economic research about 
the ‘normal’ rate of catch up of poorer countrie s. Moreover, it also shows what would happen 
if Montenegro were able to copy the experience of another country that shares a surprising 
number of features: Malta: it has as similar size in terms of population (350 thousand) and it 
also depends mainly on tourism and one port. 
 
A) There is a large literature on convergence among poor and rich countries. It has generally 
been found that the rate of convergence is around 2-3 % p.a., implying that the difference in 
the level of GDP per capita is reduced each year by around 2-3% through higher growth in 
poorer countries. Similar rates of convergence have also been found within the EU and even 
within larger economically differentiated countries. The attached chart thus shows what would 
happen under two assumptions about the rate of convergence: a ‘normal’ speed is assumed to 
imply a convergence rate of 0.02, faster convergence is assumed to imply a rate of 0.04.  
 
B) The example of Malta: Malta had in 1975 a GDP per capita (measured at PPP) of only 
about one fourth of the EU level. Today it stands above the EU (at 110 % of the EU15 
average). This was achieved through a very high growth rate, which as on average 5.5 % 
above that of the EU. The third line in the attached chat simply shows what would happen if 
Montenegro were to be able to follow this example. Cyprus (population 750 thousand) would 
be another example of a relatively successful process. The Greek part of the divided island has 
now a GDP per capita (always measured at PPP) of around 75 % of the EU average, somewhat 
below the level of Spain.  
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COMMENT 2 - THE FUTURE VIABILITY OF  
ALUMINIUM PRODUCTION IN MONTENEGRO  
by Wolfgang Hager 
 
Centrally planned economies generally saw investment in heavy industry as essential to 
economic development. Often, these indus tries are now characterised by outdated technologies 
- heavily polluting, and dependent on energy supplied at very low cost. In Montenegro, 
moreover, a decade of sanctions has meant a neglect of essential maintenance, further 
lowering the economic value of productive capital equipment. 
 
It is therefore legitimate to look at the long-term viability of Montenegro’s most important 
heavy industry, the aluminium company KAP in Podgorica. A negative answer would have 
devastating consequences for the Montenegrin exports (80%) and employment. Nevertheless, 
the question needs to be asked whether the operation is being kept alive artificially and would 
constitute a long-term burden on the public budget and hold back self -sustaining growth in the 
future. 
 
To answer the  viability question, it is not enough to look at the company, KAP. The 
economics of producing aluminium in Montenegro depends on three major capital intensive 
operations upstream: the bauxite works in Niksic, the railway linking Niksic to Podgorica and, 
above all, electricity supplies. 
 
 
THE ALUMINIUM PRODUCTION AND SUPPLY CHAIN 
        
 
 
 
 Bauxite   Rail transport  alumina plant     smelter  
 
            (Product) 
     (Caustic soda)   electricity 
      Port of Bar     
 
To clarify the economic case for policy, the analysis must be undertaken at three levels: 
o The basic long-term factors determining the viability of aluminium production in 

Montenegro 
o The state of the present physical plant and the investment needed for competitive 

operations for all parts of the value-added chain 
o The state of the companies 
 
In general, the aluminium plant benefits from some of the most favourable conditions to be 
found anywhere. There is a supply of reasonably priced hydro power, a source of good bauxite 
within 50 km, a port also distant some 50 km and there is a skilled and comparably low-wage 1 
work force. Two major markets with a highly developed engineering industry - Italy and 
Austria, are across short stretches of water.  
 

                                                                 
1 Wages of these elite workers are high by Montenegrin standards - some 500 DM (double with payroll tax) a 
month .and overmanning is moderate by the standards of post-communist state industries. There are at present 3 
200 workers. A reduction by 900 can be achieved without lay-offs. 
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Western Europe is a substantial importer of primary aluminium consuming about 5.7 million 
tons and producing 3.7 million tons. Consumption is rising at 2.5% annually. Europe has only 
7 alumina plants (ore refineries), but 31 aluminium smelters. 
 
 
Bauxite 
 
Bauxite is mined in and around Niksic, some 50 km distant from the aluminium works in 
Podgorica. The ore is of good quality, with an alumina content of  58%. Present capacity is 
800 000 t produced by both open cast and underground mining. There are plans to increase 
capacity to 1 million to allow exports to Romania (Nikolajev). The total would amount to just 
under 1% of world bauxite production. 
 
Last year, KAP absorbed 470 000 tons of Niksic production. 2 Once the KAP alumina plant has 
been refurbished, production there is expected to increase by 20%. Thus, total future bauxite 
demand from KAP may reach 600.000 tons per year.  
 
At the present gate price of $ 26/t, an output of 800 000t amounts to a turnover of some $ 21 
million, (DM 42 million). Assuming a slimmed-down work force of 800, this would yield an 
output per worker of just under $ 27 000. 
 
Mining is hard work and monthly wages are comparatively high – DM 800 (x 2 with tax)  – 
for the present 700 production workers engaged in mining, and only DM 300 - 350 for the 
often supernumerary administ rative staff of 350. 3 This seems to suggest an annual wage bill of 
some DM 7 million (x 2), or one third of the value of output. This ratio is acceptable and 
would leave room for wage increases once the company has freed itself from the usual state-
imposed debts and made the needed investments in long-deferred maintenance and improved 
productivity. Properly managed, the operation would seem to be economically robust enough 
to cope with a cyclical decline of world bauxite prices.  
 
In conclusion, the bauxite mines are an asset for the overall viability of the aluminium 
industry. However, strong efforts have to be made to increase efficiency and thus reduce the 
rather high price charged to KAP. 
 
 
The railway 
 
The bauxite mines in Niksic are linked to the KAP plant in Podgorica  by a single track UIT-
standard railway running some 56 km. Ore supplies are assured by three trains per day. (The 
line also serves to carry imported scrap to the steel mill in Niksic.)  
 
Both the track and the locomotives used for the ore transport are in very urgent need of 
refurbishment. The line was last overhauled in 1965, and the speed of ore trains is now 
reduced to some 12-15 km/h. The rotten sleepers cannot hold the rails in place and the 12 
tunnels, totalling some 3.5 km, are dangerous. There is a real chance of a breakdown, 
threatening a costly interruption to the operations of both the bauxite mine and the aluminium 
plant. The Diesel locomotives are old and constantly breaking down. They have to be repaired 
at great cost in Romania.  
 

                                                                 
2 There were also exports of 250 000 t to Republika Srpska 
3 The company also employs 300 workers engaged in transport tunnelling which it hopes to employ in the 
construction of the Sozina tunnel.  
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For the purposes of this analysis, the cost of upgrading the line and the traction have to be 
treated as part of the true economic operating costs of the KAP operation. (The viability of the 
steel plant cannot be taken for granted - it competes for scarce electricity with the KAP -  and 
passenger traffic between Niksic and Podgorica can not provide major revenues.) 
 
The railway company has estimated the cost of upgrading the line at $ 30 million. Incredibly, 
this project foresees electrification – an expensive technology used to provide fast acceleration 
on heavily used passenger lines. 4 A more realistic budget for upgrading would be $ 10 million, 
with another $ 1.5 spent on refurbished second hand diesels which are now in ample supply 
from European ra ilways.  
 
At present, the Yugoslav railways charge a relatively high price of $ 2.5 per ton of bauxite 
(10% of the ore cost to KAP). This revenue at present cross-subsidises the rest of the largely 
inactive Montenegrin railway operations. At what level of prices could refurbishment of the 
line be financed? An investment of ten million dollars would generate a debt-service of less 
than 1 million annually from any soft-loan source. 600.000 tons of bauxite annually would 
need to be priced at $1.6 to cover this amount. This leaves a margin for running costs while 
reducing freight costs to below $ 2.5/t. 
 
In conclusion, the railway presents a threat to the viability of KAP, both in the short term 
(collapse of the line) and in the medium term, if ambitious investment plans where to lead to 
prohibitive freight charges. IFI (International Financing Institutions) which have studied the 
line have excluded it from high priority projects, considering it as a railway operation and not, 
as they should, as a vital but economically small link in a much larger context represented by 
the aluminium industry.  
 
KAP should lease the line from the railways and refurbish it on its own balance sheet without 
waiting for a future restructuring of the Yugoslav railways.  
 
 
Electricity 
 
The key to future viability of aluminium production in Montenegro is the supply and price of 
electric power. Power at present makes up one quarter of the production cost of aluminium. 
KAP consumes some 40% of total supplies in the country. However, depending on rainfall, 
electricity generating capacity is barely enough for the needs of the current, depressed 
economy.  
 
Current supplies can be divided into four parts, three domestic and one made up of foreign 
imports. The domestic supply is composed of 2/3 hydro and 1/3 a lignite-fuelled thermal 
power plant. While there is ample potential for additional hydro generation in the country and 
detailed plans for its realisation, implementation would take ten years. This leaves a dangerous 
gap in the medium term: as electricity consumption increases in future years, notably with the 
revival of tourism (air -conditioning), all additional supplies would have to come from foreign 
imports. 
 
Imports are currently obtained at relatively low cost from Bosnia -Herzegovina, where hydro 
has a share of 75% and where the virtual collapse of local industry has left surplus power 
capacity available for exports. In five years, the Bosnian economy may have recovered enough 
to require this capacity for domestic use. At any rate, Bosnia may be hard-pressed to supply 
the 25% growth in demand which would follow from a revival of the Montenegrin (tourist) 
economy; Montenegro would also compete with demand from a future prosperous Serbia.  

                                                                 
4 The rationale advanced by the Railways is the use of  domestic electricity instead of imported diesel ! 
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At present, KAP is supplied at an internationally competitive price of around 2c per kWh This 
does not, however cover the average cost of production today, much less the cost of 
maintenance and investment needed to maintain supplies in an expanding Montenegrin 
economy.  
 
The power company estimates that it needs a price of around 5c/kWh to insure future supplies. 
If KAP were to be charged this price it would cease to be profitable. Current prices for 
aluminium in Europe are around $1560/t. The production cost of KAP three years ago, when 
world prices were lower, was $ 1700/t Hence KAP lost money. Production costs have since 
been reduced to $1410/t (on a current cash basis), allowing for a surplus. The higher electricity 
price quoted above would push the cost again above $1700t, making the plant non viable. Note 
that aluminium smelters in the North West of the US are shutting down as prices have risen 
from 2.3c/kWh to four cents. The same would apply to KAP. 
 
There are several possibilities to add capacity in the short term (5-6 years). One is investment 
in transmission to reduce technical losses of between 5-10%. There is also the possibility to 
add a (second-hand) thermal power block to the existing one, which would add another 10% 
or more to supplies. There are advanced plans for four small hydro plants Moraca river with a 
total capacity of 150 MW which would take about six years to build. Larger hydro projects 
would take a decade to complete. 
 
Secondly, Montenegro (or KAP) can follow up on  the 450 MW hydro plant at Buk Bijela in 
Republika Srpska just across the border. Unlike new hydro-schemes in Montenegro itself, 
work on this project had begun, leaving only five years to completion. A preliminary 
agreement between the two governments called for a 50% off-take contract for Montenegro. 
The project, interrupted in 1998 now needs to be restarted urgently if serious bottlenecks to 
Montenegrin development are to be avoided.  
 
The power company need not charge an average tariff to KAP to finance its own investments. 
Rather, a steady, 365-day customer like the KAP should benefit from low rates. Rates well 
above 5c/kWh can be charged to high-cost customers, notably large domestic users and 
tourism.  
 
 
KAP 
 
The core of the facility is composed of the refinery - the chemical process which transforms 
bauxite ore to alumina (aluminium oxide) - and the smelter, which removes the oxide to 
produce the metal.  
 
The smelter is a 1972 Pechiney plant whose technology is still basically viable today. Basic 
deferred maintenance is at present carried out with technical assistance by US-AID. The 
technology - essentially rows of cells5 (so-called pots) allows successive upgrading of 
individual rows without interrupting production (and cash-flow) of the smelter as a whole. 
Such further upgrading is required to improve energy efficiency and environmental 
performance. Energy efficiency and output can be increased by computerised management of 
the electrolytic processes.  
 
The smelter requires a continuous supply of anodes which can be imported but are also 
manufactured on site by a plant which has been taken out of direct KAP management 
responsibility under a seven-year BOT-type contract. After investment totalling some $ 20 

                                                                 
5 These are carbon vessels which are about 20 feet long, 6 fee wide, and three feet deep. (7mx2mx1m). 
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million, the anode plant will have an export potential of 15-20 000 tons. Under a future 
privatisation, this plant is likely to be re-integrated into the KAP to avoid disputes over quality 
and price.  
 
The main problem of the KAP operation is the refinery, which is both inefficient and highly 
polluting. A concrete project for urgent maintenance and upgrading will be carried out shortly, 
at a cost of $ 4.5 million. It will require closing the alumina refinery for a month, but the 
smelter will continue operating. The cost of bringing the refinery up to EU environmental 
standards is estimated at $ 13 million.  
 
To put these sums in perspective: a new plant of the size of KAP would cost around $ 800 
million.  
 
 
The environment 
 
KAP is easily the most polluting industry in Montenegro, close to the capital and the fragile 
eco-system of Lake Skadar. Economically, it presents a threat to the promising marketing 
image of Montenegro as a green tourist attraction.  
 
In order to answer the economic viability question correctly, a distinction should be drawn 
between the investments needed to bring the plant up to acceptable environmental st andards 
on the one hand, and the cost of clearing up the damage done to the soil during the past three 
decades on the other.  
 
As regards the latter, clean-up costs arise irrespective of the continued operation of the plant. 
Under a hypothesis of continued operation, it may be a matter of political convenience to 
charge these costs to the company. However, any potential investor would put a very high risk 
premium on assuming historical liability. In practice, this means that the market value of the 
company would be reduced by an amount greater than the cost of clean-up; while subsequent 
honouring of the clean-up commitment would create conditions of considerable conflict and 
opportunities for corruption. In order to remove uncertainty, a study into the scale of any 
clean-up would at any rate remove uncertainty. The problem may, in fact, turn out to be minor.  
 
As regards the smelter, relatively modest investments are needed to cope with the worst of the 
sulphur dioxide, fluorides, and alumina dust emissions. The sums for the refinery have been 
mentioned. There is a question mark over the cost of dealing with the containment basin for 
the toxic residues (“red mud”) from the caustic soda process. The basin leaks into the ground 
water and, during heavy rainfall, spills into the Moraca river and thus Lake Skadar. An 
investment of $ 1 million would bring the basin to acceptable standards. 
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Debts 
 
KAP is reported to have debts on the order of $ 200 million. Analytically, they should be 
treated analogous to the environmental liabilities. These debts exist irrespective of the 
continuation of production. If they are to be honoured by the existing company, they would 
simply drive the privatisation value to near-zero, while gravely compromising any investment 
programme. Since they are the result of past political decisions, including politically set 
charges for electricity and transport services, they are more sensibly treated as debts of the 
shareholder, the state. The state should recover this debt through taxation and profit sharing in 
a viable industry and/or proceeds from privatisation.  
 
The debt situation should at any rate be set in a wider context of needed investment in the 
whole of the bauxite-to-metal complex. With the partial exception of the (Yugoslav) railways , 
all the companies involved are no more than subsidiaries of Montenegro Inc. If the future of 
the aluminium activity in the country is to be assured, the shareholder needs to draw up a 
comprehensive investment plan which includes all the elements. These investments –  whether 
in mining, electricity, or railway upgrading and KAP itself - all depend on a single cash flow: 
some $ 180 million worth of metal. All operating costs need to be looked at together to see 
whether there is a possible surplus from which to finance investment. Financing for the whole 
production chain needs to be centralised in KAP, with the resultant capacity improvements 
linked to contracts which provide long-term stability to the operation – with adjustment 
clauses to take account of good and bad market situations. 
 
Properly managed, and with inputs priced reasonably, KAP should generate an annual 
operating surplus of $30-50 million. Setting aside $ 20 million of this for servicing new debt 
suggests a scope for a total investment programme of some $ 200 million. This order of 
magnitude corresponds to the amounts needed in the plant itself, the railways, the mining 
operations and electricity generation and transmission. Insuring the future of the industrial 
jewel in Montenegro’s economy requires co-ordinated action – indeed investment planning - 
by the public shareholder, not piecemeal privatisation.  
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COMMENT 3 - INFORMAL ECONOMY IN MONTENEGRO 
Who is working “wildly” over there?  
by Boris Najman 1 
 
When you asked people in Montenegro where they work they often smile an answer without 
censure: “in the wild jobs” i.e. in the informal sector. By wild they understand not declared, 
not registered, without social security and untaxed. Interviewed people have a high 
understanding of what is the legal status of their activity and what is considered as illegal (on 
wild).  
 
Informal economy represents about 30 %2 of the Montenegrin labour force. A recent UNDP 
(OCHA) household survey confirms our estimation3. These data suggest that a large part of the 
population is involved in such activities. Informal employment rate could be compared with 
the high unemployment rate (29,7 % of the labour force) there is probably some barriers at the 
formal employment entry. 
 
Our objective is here to present the results of an open survey of informal activities we have 
done in Podgorica in February. The aim and motivation of such a survey is to reveal why and 
how people work in shadow (or why they do not work in formal jobs). We also wanted to 
know if the Euroisation discouraged labour supply in the informal sector. In other words did 
people decided to work legally after the introduction of the DM?  
 
Montenegrins usually had to work in such a way because the official sector provides very low 
wages during the war period and did not cover their elementary needs (food and flat rent). We 
want to stress that our approach is not a moralistic one, we are not here going to judge if it is 
good or not to carry out such activities, but rather to understand concrete situations. For 
instance in Montenegro today average official wage is 200 DM, so we tried to understand how 
people succeed to survive with prices close to the level of Bosnia.  
 
Let’s have a quick look at the definition of the informal sector in the economic literature. The 
definition of the informal sector is a none declared, not registered and not taxed economic 
activity, however the goods and services produced within such activity are legal, it is only the 
way how they are produced which is considered as illegal (see following table).  
 
Table: Legal definition of the informal sector 
 

 
Market 

transactions 
Production/ 
Distribution Output 

    

Household sector  
(i.e. domestic agriculture and self-consumption) 

No Legal Legal 

Informal sector Yes Illegal Legal 
Criminal sector Yes Illegal Illegal 
    

  
Sources: Author proposal based on J.J. Thomas, Informal economic activity, LSE, 1992. 
 
So the informal sector should be distinguished from the criminal one and we are not going to 
study it in our survey. On the other hand the household sector is not analysed considering the 
fact that we surveyed commercial activities. However a major part of domestic agriculture 
belongs to the informal sector due to large implicit incomes and explicit transactions.  
 
                                                                 
1 All surveys and analyses work carried out with the wonderful help of Jadranka Kaludjerovic. 
2 Monet 4, table 2 page 8. 
3 21,1 % of interviewed answer they earn some personal income from grey market (Income and Expenditures in 
Montenegro , OCHA in Podgorica, December 2000). 
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In the first section of this paper we focus on the analyses of concrete situation of people 
working "wildly". Then we study how much they earn in this sector (section 2), finally we 
analyse this activities through their relations with State institutions and discuss possible 
legalisation (section 3). This last question will be related to different kind of money used in the 
Montenegrin economy. Basically we want to see if monetisation (M2/GDP) could be 
facilitated by introduction of the DM.  
 
 
Description of the survey: 
 
In order to get reliable information we carry out an open and half directive survey. We 
surveyed people working in the shadow and we tried to let them respond in a qualitative way, 
which means not directive but rather free. We choose people we know were involved in 
informa l activities either through personal contact or randomly on the streets (street market, 
informal taxi…). We looked for qualitative rather than quantitative answers as soon as we first 
wanted to understand the mechanism and the motivation for working in the shadow. We tried 
to survey different kind of activities in order to get diverse point of view. 
 
We surveyed the following informal activities: 
o Construction, house building 
o Retail shop on the road to the coast 
o Dressmaker 
o Hairdresser 
o Flower seller 
o Cigarettes seller 
o CD’s seller 
o Market, vegetables seller (sour cabbage) 
o Unskilled workers (street) 
o Small house’s furniture (market) 
o Taxi 
 
We wanted people to be free to answer to questions concerning their shadow activities 
(“wildly” as they say) and to give detail descriptions about their work. This methodology 
allows collecting better information on incomes and problems with State. Therefore, we 
focused part of our questions on the relation that people have with Sates, i.e. taxes, 
regulations, and controls...in other words what degree of freedom they have in order to work in 
the shadow. Finally, we asked people if there are some possibilities to legalise their activities, 
and how it could be done? 
 
 
Who and why working in the shadow? 
 
We survey different informal small firms and we found out some common general 
characteristics. Informal activity is rather a family or individual activity. There is effectively 
no contract and very rare payroll tax payments. These activities are labour intensive 
(vegetables or flower sale, hairdresser, dressmaker, CD sale…) with low investment needs4 
(less then 10 000 DM). Even so, people have large difficulties to find money in order to start 
their activity. Credits are limited and it is difficult to find micro-credits, we noticed several 
persons underlined that the availability of these credits is a strong incentive to legalise their 
shadow activity.  
 

                                                                 
4 Except in the construction sector, where you need at least 30 000 DM by flat. 
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People working "on wild" used opportunities (friend network, competencies or locations…) in 
order to start their activity. For example the person we surveyed which has a construction 
"firm" as some personal connection in Budva municipality. This personal relations and 
networking helps a lot in order to get construction permits. The shop seller has a crucial home 
location near the road where he installs his shop. In some cases the competencies are involved: 
the hairdresser is well known for the quality of her job, the CD seller used his music 
knowledge 5, the real estate agency conduct by a woman with a precise knowledge of 
Podgorica house and flat market, and the dressmaker a creative and decided woman with high 
ambitions6. Even in the case of the teacher selling house products on the market, she was able 
to talk easily with clients so she succeeds "I speak a lot and that is how I sell".  
 
However, for number of people the necessity to get additional incomes imposed to work in the 
shadow. For instance many people are without flat in Podgorica, refugees or new habitants so 
they need to work in well paid job in order to pay the rent of their fla t (300-400 DM a month). 
It is the case in for the hairdresser, the taxi, the market sellers…they had no choice but to work 
"wildly ". Work conditions are rather hard, in a cave for the hairdresser, in the street for the 
major part of the sellers. It is especially hard for unskilled workers, they are waiting all the day 
on streets and they get laborious jobs (manual). So basically, in Montenegro, working "on 
wild" is tough, unstable and unsecured, is it well paid? 
 
 
How much do they earn?  
 
Earnings depend very much on the type of activity, it seems that construction and shop seller 
is the best-paid informal activity (about 10 000 DM a month), or CD sellers with 5000 DM a 
month. However, it is difficult to measure earnings in the construction as soon as it is a very 
unstable (occasional) activity. On the opposite manual workers get 35 DM a day or less and it 
is difficult for them to get a job for more then 10 days a month. There is no large demand for 
this kind of workers. 
 
On average informal activities incomes in our sample (in Podgorica) are about 1000-1500 DM 
per month, with unstable earnings and without any kind of social insurance 7. Part of this 
money should be saved for personal pensions and medicine. The street sellers get around 1000 
DM if they work hard (10 hours a day).  
 
The official wage is for the same period about 200 DM (266 DM for earnings in the OCHA 
survey), so the difference could be explained by different factors. First as we said informal 
incomes do not cover future pension or medical care (no payroll tax). They are also net of 
personal income and profit tax. Another reason could be the very intensive work (in terms of 
productivity or/and time spent), on the other hand margins are high because there is no 
security, no regularity and a very unstable demand. As opposed to official wage earner 
informal workers take a lot of risks and have no insurance.  
 
State responsibility 
 
Here we want to stress that State regulations could play the role of barriers to the entry to legal 
activity market. Therefore people have no other choices than to work in the shadow. So large 
unemployment confirms that there are probably persistent difficulties to open a small activity 

                                                                 
5 He collected CD's for a while before he started to sell them. 
6 She was preparing a revue of her dress creation.  
7 In the OCHA -UNDP survey informal earnings are estimated to 317 DM in Montenegro, 25 % higher than 
formal one. We could argue that in Podgorica this is much higher, and that we get more reliable answers by our 
approach.   
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in Montenegro. Development of informal activity is probably due to the same factors as 
unemployment. Let try to list them from our interviews: 
o Large taxes, especially on retail sale and labour  
o Over regulation or not transparent criteria 
o Large difficulties in order to get micro-credits  
o Inefficient and constraint banking system (control on cash withdrawals etc) 
 
Additionally several person stressed that government budget expenditures are partly addressed 
to the informal sector. Making business with the budget money is reported to be very well 
paid. So the classical division between State and informal sector is fading and instead there 
seems to be rather good co-operation. 
 
DM and shadow 
 
The introduction of DM seems to provide some incentive for legalisation. First the DM as a 
legal currency cancel the devaluation risks, and provides floor for lega l DM transactions. 
There are also less exchange traffics. It is more and more difficult to pay wholesale products in 
cash. The share of cash payments is going down on the wholesale market (shop seller 
interview), it is getting less convenient to pay in cash (no credit). There is an opportunity for 
the banking sector to play his role as a financial intermediary. But some conditions need to be 
reached: 
o The withdrawal of cash money withdraw should be free and with no limits 
o Micro-credits should be more better available and simplified 
o Domestic banks should be regularly audited 
 
Conclusion 
 
Working "wildly " is diverse and extended business in Montenegro today, it is hard and 
intensive. It is for a large part of Montenegrin population the only way to secure some 
incomes. All kind of repressive attend to close or reduce informal activity is inefficient and 
push individuals to go deeper in the shadow. 
 
Main conclusions: 
o The introduction of the DM seems to provide some foundation for the legalisation of 

shadow economy. 
o Moreover the DM seems to provide incentives to use bank account as soon as it will be 

possible to withdraw on a free base. There are possibilities for a larger re-monetisation 
(M2/GDP). 

o There is a trade of between micro-credits and shadow activities for small informal 
activities. 

o The State and budget expenditures are highly linked with shadow activities. 
o A reformed and more efficient social security system could be a way to attract informal 

workers to pay taxes. 
 
 
 

* * * 
 
Introducing tax register cash machines: an attempt from the government  
to increase turnover tax collection and decrease grey economy 
 
Each turnover tax payer shall make use of a cash machine. 
 
Only few products or sales may be carried out without cash machines: 
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o daily papers and cigarette s sold in kiosks  
o petrol derivatives sold in petrol stations 
o sales on open markets and other similar places 
 
If the cash machine is broken, the salesman shall close the shop or use a spare cash machine.  
Only two models are proposed. The government pays half the price of the first one, any 
additional one is to be fully paid.  
 
This decision arises many critics: 
 
Technical ones  
There is a restricted choice in cash machines: only two models, expensive 
The retailers shall replace their current cash machines wit h new ones, thus having extra cost 
 
Fundamental ones 
The decree will reduce the level of unregistered sales in most shops that partly operated 
officially and partly unofficially. But it does not tackle one of the sectors that almost never 
paid turnover tax: the open markets. The shops submitted to the decree will have to legalize 
their activity whereas open markets will still benefit from full flexibility. It shall lead to unfair 
competition and endanger the activities of the few companies that at least partially fulfilled 
their tax obligation.  
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COMMENT 4 - “WOMEN IN BUSINESS IN MONTENEGRO” 
by Biljana Vujosevic 
 
The Center for Entrepreneurship in Podgorica, the Women Business Center in Podgorica, the 
Center for Private Enterprise (CIPE) and The World Learning Star Network carried out a 
survey entitled “Women in Business in Montenegro”. The research started in July 2000. A 
total of 100 women from Montenegro (company owners and managers) were surveyed.  
 
 
1. Source of information 
 
The Montenegrin Statistical Office does not make a specific classification per gender, so that it 
is impossible to know how many women own a company, conduct a business, what are their 
revenues, or their number of employees… The absence of analytical information as well as the 
absence of any national interest on problems of women in business makes difficult any 
analysis and comparison.  
 
This survey is the first research undertaken in Montenegro on this issue, and it represents a 
source of information on women that have their own business and on the barriers that impede 
women business development. The sample of 100 companies owned and managed by women 
was selected using the databases of the following institutions: The Center for 
Entrepreneurship, The Women’s Business Center and the Women’s Business Association. 
 
 
2. Characteristics 
 
2.1. Women mostly establish micro companies in services, in typically female activities 
 
Main activities: 
o Retail trade  56 
o Wholesaling   6 
o Services    22 
o Production   14 
Women are managing micro businesses, having in general 1 to 2 employees. 
 
Traditional female activities 
Women starting a business would preferably chose activities traditionally linked to women 
(for example production and distribution of food products, trade, childcare, sewing…). Only a 
small number of women start an activity in non-traditional women activities (for example, car 
service…). 
 
Home remains the main “business location”  
55% of surveyed women work from home. Besides financial reasons, women underlined that 
they wanted to be close to their children and family. 35 decided to operate from home as they 
felt that their environment would more favorably consider them, give them a greater feeling of 
responsibility, leading to an increase in their business credibility.  
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Women at any age start a business activity 
Most women (51% of women surveyed) started their activity between 26 and 40 years old. A 
significant number of women (28%) started their activity when they were less than 25 years 
old.  
 
 
2.2. Profit is only a motivation for 51% of surveyed women. Personal satisfaction and 
independency are often mentioned as a reason to start a business. 
o Profit    51  
o Unemployment  42 
o Independency  31 
o Personal satisfaction 29 
o Challenge    10 
o Career   4 
 
Women have different motivations depending on their age and marital status, Women who 
started their activity before the age of 25 said they started it to make money, but also for their 
own personal satisfaction and to show that they are able to conduct an activity. Revenues, 
unemployment and independency motivate older women.  
 
A third of the women surveyed assessed that their business had a positive influence on their 
family and on their personal satisfaction. 
 
 
3. Conditions and difficulties in establishing their activities 
 
o 83% of women reflect on and plan their business up to one year in advance, but only 20% 

have a business plan 
o Financing issues worry 72% of women, sales are a concern for 67% of women, and 

competition for 50% of women 
o 97% of women would like to attend specific management courses on how to establish and 

conduct a business. 
 

Financing  is a problematic issue: 
o 86% women consider that the limited access to financing represents a barrier to women 

business development. 
o 50% women started their activity with 2,000 to 5,000 DEM, 70% started with less than 

10,000 DEM. 
o 46% received capital from their family 
o Only 3% received capital from banks. One of the key problems faced by women in 

business is that they are not able to provide for mortgage on assets as men are usually asset 
owners. It puts women in a less favorable situation as men when applying for credit. 

o Almost 100% of women feel that they should benefit from specific credit lines. 
 



Comments 
 

ISSP - CEPS 
 
74 

 
4. The business environment is not favorable. Women consider that it is difficult to conduct 
a business in a male environment. 
  
o 40% of women think that it is much more difficult for women than men to operate a 

business. The business environment in Montenegro is a male environment, men are 
dealing among themselves even if they know that they will earn no revenues. 

o 81% of women are burdened by high taxes and obligations  
o 77% of women are burdened by changes in law and regulation.  
o 85% of women-run companies are hindered by restricted access to markets and limited 

financial means. 
o 78% of women-run companies consider unfair competition a problem.  
 
5. Limited business development 
 
Though women are more optimistic than men on market developments and business 
conditions, they intend to invest less than men in their own businesses. 
 
Investment differs from sector to sector. Companies in retail trade and services expect the 
highest increases in turnover, and that these revenues will be reinvested into new business 
developments. 
 
Retail trade 
o 94% consider that turnover will increase 
o 65% will invest in new products, and 44% will acquire new equipment 
o 74% will not increase the number of employees 
 
Services (note: figures have to be taken with caution as the sample is small) 
o 63% consider that turnover will increase 
o 62% will invest in new products, 42% will acquire new equipment 
o 36% plan to increase their number of employees 
 
As opposed to these companies, companies in the production and construction sectors do not 
expect much growth in turnover. Profit will mainly be reinvested into new products. 
 
 
Conclusion: 
 
Though Montenegro seems on paper to be a country with relative equality of treatment 
between women and men, this survey shows that the carrying out of the business activity is 
mainly reserved for men. For cultural, practical, financial reasons, very few women would 
consider setting up their own businesses. When they would do it, it would be mainly in very 
small sized activities with little growth or revenue expectations. Women in business suffer 
from many barriers to developments that are not specific to women. On the top of it, women 
feel excluded from certain businesses because of their gender, and have even less access to 
external financing than men. 
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COMMENT 5 RECENT DEV ELOPMENTS OF THE BANKING SYSTEM:  
THE CASE OF MONTENEGRO BANK  
 
According to the new laws, banks should comply within the next 12 months to the new 
standards that should pave the way for a better functioning of the financial sector in 
Montenegro and for an improvement of confidence in the banking system. One of the key 
issues in the restructuring of banks is cleaning their portfolio from bad debts. 
 
Regarding the recent changes to the legal framework of the financial system, it is interesting to 
observe the case of Montenegro Bank. 
 
Measured by the size of its assets, its capital and its employees Montenegro Bank is the 
biggest bank of the republic. The bank provides loans to large companies, enterprises and 
citizens and conducts the largest share of all international payments. 
 
 
NOW MONTENEGRO BANK IS IN SERIOUS DISTRESS: 
 
Ø The value of currently nonperforming loans and interest payments has been recently 

estimated at about 70 million DEM (not including the huge bulk of frozen foreign debt and 
other old claims to companies and shareholders). 15 major Montenegrin companies are 
among the largest debtors and comprise 85 % of the loan portfolio.  

 
Ø Daily illiquidity is estimated between 5 to 7 million DEM. Since 21st of December 2000, 

the accounts of Montenegro Bank have been blocked by the authorities. Payments can only 
be conducted, if they are covered by current inflows of money.  

 
Ø From 21/12/2000 to 05/02/2001 the bank managed to collect about 2.4 million DEM of the 

current claims of about 70 million DEM and mostly not from the 15 biggest debtors. The 
bank stated that all loans are covered by collateral.  

 
 
THE LINK BETWEEN THE PRESENT SITUATION OF  
MONTENEGRO BANK AND THE NEW MONETARY SYSTEM 
 
Having a large share of non-performing loans is no new feature of Montenegro Bank. But why 
has the situation suddenly deteriorated though banking regulations have not even been strictly 
enforced? The bank does not explain why it now has become illiquid, but one scenario is quite 
likely:  
 
Insolvency describes a situation in which a bank has no net wealth any more, i.e. the losses on 
its assets cannot be covered by its capital and reserves and the bank cannot get additional 
financing to cover these losses. Illiquidity is just a temporary shortage of funds to service 
current obligations. Illiquidity can occur without insolvency, if credit and capital markets are 
imperfect and the ba nk cannot raise funds. But an insolvent bank will generally be illiquid as 
well and this is most likely the case of Montenegro Bank.  
 
In the former monetary system based on Dinars Montenegro Bank could postpone insolvency 
by bridging illiquidity with additional funds. It basically means that the bank or their 
customers were continuously financed by Dinars which were created by various sources, i.e. 
by giving loans on soft conditions which covered their outstanding short term obligations. 
Deposits in Dinars rose and ultimately also caused an increase in cash, because the credit-
created money on the deposits was partly withdrawn as cash. The additionally needed cash for 
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withdrawals was supplied by the National Bank of Yugoslavia, which finally refinanced the 
unsound practices. Of course these activities contributed to higher inflation, but the loss of the 
purchasing power of the Dinar was not directly born by the bank, but by everyone who was 
holding Dinars either in the form of cash or in the form of non-interest bearing deposits.  
 
Since the introduction of the D-Mark the Montenegrin official currency cannot be printed in 
Yugoslavia any more to ultimately cover up unsound activities. Even if deposits are still 
created by giving unsound loans, the increase of cash as an important side effect is stopped.  
 
The current illiquidity of Montenegro Bank has arisen, because liabilities have become due 
and could not be serviced with currently available claims. How it worked in particular can 
only be guessed by MONET, de tailed information has not been available yet: Montenegro 
Bank has probably covered its own financial needs with short term borrowings from liquid 
counterparts or it has even given short term liquidity support from liquid customers to illiquid 
customers, though it never officially reported the extension of any new loans to the Central 
Bank. The increase of this credit-created money has eventually caused an increased demand of 
cash. Customers have tried to withdraw part of their credit-created deposits, but the creation of 
money is ultimately stopped at this stage. D-Mark cash cannot be printed for covering up 
unsound practices. So, in the new D-Mark system conducting unsound banking practices 
indefinitely is not possible any more. They eventually become transparent and would do so 
even earlier, if free cash withdrawals were no restricted by regulations. 
 
 
THE CASE OF MONTENEGRO BANK PRESENTS  
COMMON WEAKNESSES OF THE BANKING SYSTEM 
 
The case of Montenegro Bank raises the question on which criteria banks have given loans, 
whether their debtors are able to repay them and how the quality of collateral can be judged. 
These questions are not specific to Montenegro Bank, many other banks are in the same 
situation. Ultimately one has to ask how much fresh capital each bank would need to start 
operating according to international standards. 
 
There are serious problems in answering these questions. Several reasons may explain it: 
Repayment is in most cases unlikely as most clients are already in a very difficult financial 
situation that impedes any reimbursement of the credits taken. Many companies are illiquid. 
Those which are liquid either benefit from high political backing, hide their liquidity or benefit 
from Court decisions that impede their accounts from being seized to prevent further damages 
to these companies.  
 
Redemption of collateral , e.g. fiduciary or mortgage, will be difficult because of long Court 
procedures, unclear ownership structures and underdeveloped markets of real estate. So even 
if ever the bank is able to get the ownership of real estate, it will not solve its short term 
illiquidity if it is unable to sell a large part of its assets at market prices. Eventually these 
banks would have to look for external financing. Thus, the statement of Montenegro Bank, 
that all its loans are covered by collateral, is not comforting. 

 
Connected lending: The biggest bad debtors of Montenegro Bank are probably also its main 
shareholders. So liquidating indebted companies for repaying the loans would eventually 
mean, that the funds would just circulate among the same people. The same reasoning applies 
to an alternative proposal. Some people actually argue for letting Montenegro Bank fail. They 
propose just to write off all the bad loans. Of course regarding the fact that some shareholders 
are the biggest debtors, they would not suffer any losses by a failure of the bank, but on the 
contrary they would benefit from it! 
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A SHORT COMPARISON WITH OTHER BANKS IN M ONTENEGRO: 
 
The Central Bank of Montenegro has collected information on the present situation of the 
banking system.  
 
The first table Current claims of banks shows current outstanding claims of reporting banks. 
Banks have reported only the “active” asset portfolio. They have not included any claims to 
debtors which could not have been recovered for years or which are even not considered as 
their own claims, but as the responsibility of the government. Thus, reported loans are mainly 
short term. Loans which are overdue and not repaid are shown separately. Claims on interest 
payments are further divided into a part which is classified as already overdue and not paid 
and in a part which comprises claims on penalty interest which have been charged on overdue 
loans.  
 
The table is very suggestive. At least about 40% of  the “active” loan portfolio of Montenegros 
reporting banks is nonperforming, because the maturity of the loans has already passed and the 
bank did not succeed in recovering the principal amount of the loans. Interest payments are 
even worse. About 86% of claims on interest are not serviced by the debtors. So, the 
difficulties of Montenegro Bank will not be a unique experience in the Montenegrin banking 
system.  
 
Table 5.1 Current claims of banks in 000 DEM at 31.12.2000 
 

 "active" loans claims on interest 
 Total claims 

Total o/w: overdue Total o/w: overdue o/w: penalty 
interest 

       Montenegro Bank 72.522 51.887 50.080 20.635 20.363 -   

Podgoricka Bank 23.933 23.336 827 597 597 -   

Jugobank 2.091 2.067 1.615 24 2 -   

Morgage Bank 36.917 36.902 6.600 15 15 -   

Niksicka Bank 3.666 3.199 504 467 -   -   

Beranska Bank 2.647 2.512 463 135 76 59 

Pljevaljska Bank 3.616 3.606 39 10 10 -   

Montenegro Commercial Bank 11.723 11.685 244 38 38 -   

Bank for Development 11.606 9.182 228 2.424 -   45 

Ecos Bank 840 812 -   28 16 -   

Euromarket Bank 2.062 2.055 -   7  -    -   
      
Total 171.623 147.243 60.600 24.380 21.117 104 

        
Source: Central Bank of Montenegro 
 
Table 5.2 The enforcement of banking regulations shows items of the financial statements of 
banks and some key indicators of their balance sheets. So far, banks have had to comply with 
the regulation of the federal law on banking. Thus, the key indicators are calculated according 
to federal standards, e.g. net capital has been calculated by deducting potential losses 
according to the provisions described in the federal law. The last column presents the 
prescribed limits of key indicators according to the federal regulation. The figures of the table 
reveal the poor condition of the banking system and the lack of enforcement of regulations in 
general.  
 
Montenegro Bank strikes out, because its total assets are exorbitantly high. Total assets are 
about 20 times higher than the reported current claims of 70 million DEM. A considerable part 
of total assets consists of frozen foreign debt. The share of loans which are classified as large 
loans or as loans to shareholders amounts to about 580 million DEM and thus is about 8 times 
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higher than reported current claims. Thus, the balance sheet of Montenegro Bank includes a 
lot of “old wood”. A restructuring would possibly start with clarifying the responsibility for all 
these items, which are probably partly belonging to the state.  
 
Its capital adequacy ratio (net capital as a percentage of net risky assets) calculated according 
to the standards of the Federal Banking Law, seems to be just below its prescribed limit. But 
according to the same standards over 90% of total assets are already classified as risky and 
almost half of the capital is eaten up by potential losses. Considering, that only about 21 
million DEM of the capital, less than half of it, has actually been paid by the shareholders, 
Montenegro Bank will be insolvent: If it realizes its potential and probably underestimated 
losses of about 24 million DEM and if it receives no further payments of the shareholders, the 
losses will already exceed the actual capital buffer.  
 
The capital adequacy ratio of other banks is mostly far higher than the prescribed minimum of 
8%. This should not give a comforting sign, as the part of the capital, which has actually been 
paid up, comprises only a fraction of net capital in most cases. Additionally, having high 
capital adequacy ratios shows , that the banks are not seriously conducting traditional banking 
business. Otherwise, they could not afford these high capital adequacy ratio without loosing 
competitiveness.  
 
Connected lending  becomes most evident at Montenegro Bank in the figure loans to 
shareholders of 240 million DEM as well as in the ratio of investment in the capital of 
enterprises as a percentage of capital of 41%. 
 
In sum, the picture drawn by the Central Bank, which is based on what banks are actually 
reporting and on the application of the standards of the Federal Banking Law, is already 
alarming. Reality might be possibly far worse. The Montenegrin government should seriously 
start to enforce its new laws for the financial system. Their mere introduction does not change 
anything. 
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Table 5.2 The enforcement of banking regulations 
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IN MIL DEM 
total assets  1.459 na 232 122 15 7 35 25 31 26  
Off balance sheet 
items 

166 322 29 3 7  16 7  0,3  

capital 50 5 26 15 11 4 7 6 3 0,9  
net capital  26 3 25 15 11   5    
Result  13 -0,6 0 4 0,2 0 0,2 0 0,5 0  
Large loans   337 398 8  4 1  8  3  
Loans to 
shareholde rs 

240  102  7       

21 4 8 7 10 4 6 2 1 -1 11 Paid up 
shareholders 
capital (equivalent 
to in 000 US $ at 
2.2 DEM/ USD) 

(9.439) (1.826) (3.548) (3.268) (4.661) (1.676)  (2.597)  (920) (424) (-385) (5.000)  

INDICATORS IN % 
Net capital/ net 
risky assets 

7,09 0,56 15,30 51,20 93,40 82,50 42,00 38,00 20,00 14,20 min 
8% 

Capital/ liabilities 3,40 2,00 11,04 12,46 68,00 56,50 20,00 22,70 8,60 3.33 min 
20% 

Short term loans/ 
short term sources  

132,60 153,00 130,50 112,80 394,40 208,00 120,00 99,00 124,70 110,20  

Liabilities / 
assets in foreign 
currency 

95,60 103,00 99,70 121,40 - 21,40 63,10 101,00 92,70 102,20 max 
95-

105% 
Investments in the 
capital of 
enterprises/ capital  

41,10 - 10,60 10,30 0,10 4,20 6,90 3,00 39,40 63,40 max 
15% 

Investments in the 
capital of other 
banks/ capital 

3,20 2,30 0,30 4,90 - 0,50 - 1,00 0,50 1,90 max 
51% 

investments in 
fixed assets/ 
capital 

11,30 17,10 16,80 10,80 1,0 3,80 15,70 46,00 29,50 86,60 max 
20% 

Potential losses/ 
capital 

47,00 31,00 0,90 - 0.5 - - 4,50 2,00 185,20  

Potential losses/ 
assets 

51,20 98,00 51,60 - 50,0 - - 74,80 50,00 55,60  

Risky assets/ assets 90,70 59,40 64,50 25,90  70,90 48,00 47,80 48,00 90,00  
 
Source: Central Bank of Montenegro 
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LESSONS FROM RECENT EXPERIENCES OF BANKING SYSTEMS  
IN COUNTRIES OF THE FORMER REPUBLIC OF YUGOSLAVIA: 
 
Recent experiences in other countries of the Former Republic of Yugoslavia, e.g. Macedonia, 
have shown that delaying closure or the restructuring of nonviable banks entails large adverse 
consequences. By postponing more definite action and accommodating banks’ liquidity needs 
over long time periods, enterprises transfer the burden of recurrent losses into the banking 
system. Eventually the tax payer or foreign assistance cover the losses, as the companies and 
their related banks sooner or later will need to be restructured. So, it is better to face the stock 
of the present debt and to solve the problem now, than to accumulate new bad loans on top of 
the old burden.  
 
And there are broader economic impacts of banking system weaknesses, if left unchecked. The 
harmful distortions on the availability, cost and allocation of credit due to the poor conditions 
of the banking system have had a large negative impact on growth and private sector 
development.1  
 
Montenegro should take the difficulties of Montenegro Bank as a clear sign that it should 
make rapid progress in the enforcement of independent and strong supervisory functions of the 
new central bank. And a fair and transparent debt restructuring of nonviable enterprises and 
banks is urgently needed in order not to misuse taxpayers’ money and foreign aid. 
Additionally, the consolidation process can be greatly facilitated by the entry of foreign 
investors.  
 
 
AND WHAT SHOULD BE DONE IN MONTENEGRO NOW? 
 
The case of Montenegro Bank raises the question how to approach a restructuring of the 
banking system.  
 
In tackling banking reform, the goal must be to create real banks conducting real banking 
business: collecting savings and providing finance for investment. SMEs, in particular, are 
chronically starved of investment funds. Illiquid banks, on the other hand, do little more than 
create virtual payment flows for a few privileged (state) enterprises which can thus balance 
their books without actually making money 
 
In such a system, large banks like the Montenegro Bank are at best giro banks: credit creates 
the deposit money, which functions to disguise the lack of productive activity behind the 
transfers. Yet a sudden switch to real banking may simply produce almost accidentally 
distributed bankruptcies downstream. Customers who have claims to the bank directly suffer 
more than other firms owing money to these customers. Restructuring of the banking system 
thus ultimately involves unwinding the whole system of debts not just to the banking system, 
but also of the enterprises to each other.  
 
First, “old wood”, i.e. the large share of frozen foreign debt to international financial 
institutions and old debt to state companies need to be dealt with on the government level. 
These assets are ma inly on the balance sheet of the banks which have already operated before 
1990 and are successors of the former investment bank, which conducted its business more as 
a political agent than as a bank. The biggest of theses successors is Montenegro Bank (others 
are Podgoricka Bank, Niksicka Bank, Beranska Bank and Pljevaljska Bank). If these banks are 
to resume their role in subsidising certain industries for political reasons, these debts should be 

                                                                 
1 For more information of the case of Macedonia, see http://www.imf.org/external/pubs/ft/wp/2000/wp00145.pdf  



Montenegro Economic Trends  April 2001 
 

ISSP - CEPS 
 

81 

taken off their balance sheets and consolidated in a Fund which should also take over legal 
responsibility for historic foreign debts from International Financial Institutions to large 
companies, e.g. the Port of Bar. 
 
Whereas an official agreement about the foreign debt must be reached with the international 
debtors, the restructuring of old debt to companies can be decided domestically. Since these 
are inevitably debts of the state to itself (i.e. parts of the state to each other), a consolidated 
view of these debts should lead to a net debt which is much smaller than the gross sum of 
outstanding debt in the economy. 
 
However, the creation of new nonperforming loans and interest payments, which has taken 
place at Montenegro Bank at the shocking order of magnitude of 70 million DEM has to be 
controlled. Properly handled, it will force the issue of debt -as-subsidy in the whole economy, 
providing an incentive for clearing the books of all participants of phantom claims. A new 
start, with real prices and incentives for banks and enterprises to balance their books in real 
terms, is a task which can no longer be deferred. The transparency and discipline required by 
the new banking law thus provides a concrete reference point to start this process, involving 
all banks. It should go hand in hand with other reforms, i.e. the reform of the Court system.  
 
And last but not least the management of the banks must change its attitude: instead of related 
party lending, performance-based lending should take priority. The entrance of foreign banks 
will set signals, whether and where productive investments for the banking business can be 
found and how sound banking can be conducted.  
 
Sound banking, indeed normal banking is absolutely crucial to the revival of productive assets 
and talent in Montenegro and hence the resumption of economic growth. Foreign banks can do 
immediately what domestic banks will only be able to do after restructuring: collect domestic 
savings and raise capital on international markets for onward lending to enterprises, notably 
the SMEs which are at present virtua lly excluded from all but short-term credit. The foreign 
banks needed here are not necessarily the big finance houses, but the increasingly 
sophisticated cooperative banks with their experience in local, small scale lending.  
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COMMENT 6 BUDGET AND TAXES 
 
 
6.1. MAIN ELEMENTS OF DRAFT ON GOVERNMENT BUDGET LAW 
 
The government budget should be passed by the Parliament of Montenegro. The 
municipalities’ budget should be passed by local assemblies. The extra–budgetary funds 
budgets should be passed by their compe tent bodies prior to Parliament. 
 
 
Government Treasury 
 
This Law defines Government treasury as an office within the Ministry of Finance that carries 
out different duties, among which: 
o It conducts execution of the budget 
o It performs cash management to the Government 
o It manages the cash balances of the Treasury consolidated fund 
o It develops and manages the government accounting and financial informational system 
 
All revenues, receipts, commitments, expenditures and payment transactions of the state, with 
the exception of municipalities, shall be entered into the Treasury’s general ledger.  
 
 
Budget execution 
 
In the process of budget execution, units (ministries or other bodies founded and financed by 
the central government or the municipalities) will be res ponsible for collecting revenues and 
executing all expenditures in conformity with the expenditure appropriations, and each unit 
will be responsible for compliance with budget regulated regulations. 
 
 
The Budget document 
 
The budget document shall include in particular: 
o The expenditures of each spending unit and Government revenues (actual data for previous 

year, revised estimates of the current fiscal year, and estimated for the budget year) 
o The expenditures of each spending unit and Government revenues for three years beyond 

the budget year 
o The annual breakdown of estimated expenditures for investment projects that extend more 

than one fiscal year 
 
 
Defining and managing surplus or deficit 
 
The annual budget document shall stipulate the use of surplus or the means of deficit 
financing. The budget deficit shall be financed by domestic and external borrowings while 
municipalities’ budget deficit can be financed only through borrowings from Government. 
As of 2004 borrowings, excluding short term liquidity borr owings, may be done only for the 
purpose of financing capital commitments or expenditures. Government budget submitted to 
Parliament should make equal annual progress towards balancing current commitments with 
the current revenues by 2004.  
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Competence of  the budget and budget revisions  
 
No unplanned and uncommitted expenditures may be paid out of the Treasury Consolidated 
Fund. When a new law having an impact on planned revenues or expenditures is adopted 
during the fiscal year, a decision shall be passed at the same time to determine additional 
changes needed to balance the budget.  
 
In the case of budget revision, any changes introduced by the Parliament to the proposed 
budget shall be consistent with the stated upper limit on the size of the deficit. Any additions 
to expenditures shall be accompanied by measures to increase revenues or decrease other 
expenditures by the corresponding amount. 
 
 
Auditing final accounts 
 
The draft law mentions that a national audit institution shall be established. This institution 
will be in charge of auditing the Government final accounts, the special and extra budgetary 
funds and the municipalities final accounts, it shall report its findings to the Parliament. 
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6.2. AN OVERVIEW OF THE MAIN TAXES 
 

 Subject of tax Tax Rates Tax payer Tax Base Main exemptions and deductions 

E
xc

is
e 

T
ax

es
 

Gas derivatives 
 

Tobacco products 
 

Beverages, mostly alcoholic 
Coffee 

 
Luxury products: jewels, 

mobile phones, cars 

15% to 70% 
 

10% to 70% 
 

5 to 50% 
 
 

20% to 30% 
 

Seller or importer Selling price 

Products for export are exempted 
Products for NGO or similar are 

exempted 
 

Excise taxes paid on intermediate 
goods are eligible for a deduction 

S
al

es
 T

ax
 o

n
 

G
oo

d
s Products and imports 

intended for final 
consumption in Montenegro 

8% or 17% 
 

additional 2 to 4 %-
special tax for army 

 
additional 2%+2% 
special tax pensions 

and transport 

Seller, importer 
Goods selling price 
including excise tax 

if ever 

Exported goods, goods diplomatic, 
humanitarian organizations, medicines 
and medical agents, some food, , some 
educational textbooks and equipment, 
some publications, some equipment, 

some farming machines, some second-
hand goods 

S
al

es
 T

ax
 o

n
 

S
er

vi
ce

s 

All services provided for a 
fee in Montenegro 

9% 
 

additional 2%+2% 
special tax pension and 

transport 

Service provider for 
a fee Fee 

Export and import services provided 
abroad, health care, social welfare and 
Red cross services, services provided 
in science, culture, education, services 

provided by state and local 
government agencies, by religious 
organizations, to diplomatic and 

consular missions etc. 

C
u

st
o

m
s 

d
u

ti
es

 

Some imported goods 
up to 15% 

and 1% customs 
declaration 

   

T
ax

at
io

n
 o

n
 

In
te

rn
at

io
n

al
 

T
ra

n
sp

or
t Revenues from goods or 

passengers transported 
through Montenegro by  

non residents  

+/-10% depending o n 
“equivalent’ taxation 
of  FRY residents in 
country of transporter 

Non FRY resident 
transporting 

passengers and 
goods in FRY for a 

charge 

Revenues from the 
transport of 

passengers and 
goods to and from 

FRY. Tax charged to 
the transport 

provider  

None liste d 

P
ro

fi
t 

T
ax

 

Profit of the company  20% 

All domestic and 
foreign companies 

working in 
Montenegro 

Profit as per federal 
accounting 
regulations. 

New corporate bodies are exempted 
for a period of up to 72 months from 

the date of registration 

T
ax

 t
o 

lo
ca

l 
co

m
m

u
n

it
y 

Company up to 5%  Disposable wage  

P
er

so
n

al
 

In
co

m
e 

T
ax

 Salaries, revenues from 
agriculture, self -

employment, copyrights 
and other rights, revenues 

from real estate, capital 
gains and others 

Progressive rates 
ranging from 10% to 

40% 
 

For salaries flat 19% 
tax withheld directly 

by employer  

Individuals 
generating income 

Income in money or 
other forms 

Income earned by employees of 
foreign diplomatic and consular 

services, international missions or 
organizations ;officials and experts 

working on UN programs  
 

S
oc

ia
l 

co
n

tr
ib

u
ti

on
s 

Employee and employer 66% 

Employer pays 
directly all 

contributions to 
social funds 

disposable wage  

P
ro

p
er

ty
 T

ax
es

 

In case of transfer of 
ownership rights,long -term 

lease, use of municipal 
building land ... 

 

Usually from 0.1 to 
0.5% of market value. 

For real estate transfers 
and to 

inheritance/gifts: 2% of 
market value  

All residents and 
non-residents 

holding title to real 
estate, inheriting or 

donating property, or 
the seller or 

transferor of real 
estate rights. 

Market value, unless 
otherwise stated by 

law 
None are listed in the law. 
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Customs duties per type of goods rate in % 

 live animals, animal products 0-5 

vegetable products 0-5 

animal or vegetable oils and fats 0 or 5 

food industry products 0-10 

drinks, alcohol and vineyard 10 or 15 

tobacco and tobacco products 1 or 5 or 10 

mineral products 0 – 5 

chemistry industry products or similar industry products 0 –5 

plastic and plastic products 0-10 

leather and leather products 0-10 

wood and wood products and materials 0 –5 

cellulose and paper 0 – 5 

textile and textile products 0 –10 

shoes , hats and other similar products 3 – 5 
concrete and glass products 0-5 

pearls and jewelry 0 –15 

metals and metal products 0-10 

equipment and electric products 0-10 

cars, plains and transport equipment 0-5 

medical, music and other instruments, clocks 0 or 1 or 5 

weapon 5 

different goods 0-10 

art goods and different collections 3 
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