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EXECUTIVE SUMMARY 

Montenegro is committed to and applying the principles of multiparty democracy, 
pluralism and market economics in accordance with the conditions specified in 
Article 1 of the Agreement Establishing the Bank. 
 
Montenegro has made steady progress on key reforms geared towards integration into 
the European Union. Since the adoption of the previous Strategy Montenegro 
obtained formal status of an EU candidate country and opened EU accession 
negotiations in June 2012. Efforts towards EU approximation remain the main 
external anchor for comprehensive reforms and progress on this front should buoy 
economic growth prospects in the medium term. 
 
As a small, open economy Montenegro has been strongly affected by the global 
financial crisis and volatility in the Eurozone. Following a severe recession in 2009, 
the economy grew by 2.5 per cent and 3.2 per cent in 2010 and 2011 respectively due 
to strong growth in exports, recovering domestic consumption and a boost from the 
tourism sector. Over the past year, however, economic performance weakened 
considerably as both external and domestic demand deteriorated. Exports fell by 
nearly 20 per cent year-on-year in 2012. 
 
The real economy has been hit by the drying up of credit. Between 2006 and early 
2008, before the onset of the crisis, Montenegro reported annual credit growth rates of 
over 100 per cent. Since then credit growth has been negative, and, as a result, private 
sector credit as a percentage of GDP fell from 69 per cent at the end of 2010 to 52 per 
cent of GDP at the end of 2012. 
 
The business environment has improved overall in recent years, though challenges 
remain. It is becoming easier to start and run a business according to leading 
indicators, and the authorities have taken positive steps to ease access to credit and 
reduce the tax burden on businesses. However, administrative barriers – such as 
receiving licensing and permits – and infrastructure bottlenecks hamper the 
competitiveness of Montenegrin businesses according to survey findings. 
 
Although reforms have been introduced in the years since independence, Montenegro 
faces a number of important transition challenges as it aims to achieve sustainable 
growth in the economy and advance further in the EU approximation process. In the 
forthcoming strategy period, the Bank will address the following cross-cutting 
challenges:  
 
 Expanding the economic base through enhancement of competitiveness. 

Although the Montenegrin economy grew rapidly in the pre-crisis period, this 
growth was unbalanced, driven by a credit-fuelled boom and the propping-up of 
old and uncompetitive industrial enterprises. The Bank will help Montenegro 
move to a more balanced growth path through targeted support to SMEs in all 
sectors with growth potential, including the agribusiness sector, and through 
further strengthening of the financial system. 

 Supporting sustainable tourism, property and associated environmental 
and infrastructure needs. Given Montenegro’s climate, coastline and natural 
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endowments, the tourism sector is likely to be a major growth driver for the 
foreseeable future. However, the associated institutional and infrastructure 
requirements for this potential to be achieved are not yet in place. In addition, 
the environmental risks of further tourism development are significant. The 
Bank will therefore support sustainable practices in the tourism and property 
sector, in particular low-density, high-quality projects with strong linkages to 
other sectors and an emphasis on environmental sustainability. Where 
appropriate, private sector solutions, including Public Private Partnerships 
(PPPs), will be sought. 

 Promoting energy security and efficiency, and regional integration of 
energy markets. There is virtually no competition in this sector, commercial 
and technical losses in distribution are significant, and little progress has been 
made in energy efficiency and carbon reduction. In the medium- to long-term, 
however, Montenegro has the potential to be a regional energy hub. The Bank 
will support important interconnections with countries in the region, and will 
invest in projects in Montenegro that improve energy security, advance energy 
efficiency and lead to greater competition in the energy market. 

 
In all these activities the Bank will seek to align its operations with the priorities of 
the Government of Montenegro and will work closely with other international 
financial institutions, multilateral and bilateral donors, including the European Union. 
The Bank will engage in active policy dialogue and continue to provide technical 
assistance to maximise transition impact in Montenegro. 
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1 THE BANK'S PORTFOLIO 

1.1 Overview of Bank activities to date 

As of 31 December 2012 the Bank has signed 34 projects in Montenegro, including 
debt and equity finance, for an aggregate amount of EUR 323 million. In the Strategy 
period 2010-2012, the Bank’s involvement in Montenegro led to 21 signed projects 
for a cumulative amount of EUR 216 million. The average transaction size was EUR 
10.5 million. 
 
During the Strategy period, the Bank’s operating assets have grown almost threefold 
to €140 million. The Bank’s current portfolio of projects includes 15 per cent in the 
industry, commerce, agribusiness sectors (ICA), 14 per cent in the energy sector, 27 
per cent in the financial institutions sector and 44 per cent in the infrastructure sectors.  
 
The private sector share in the portfolio has increased nearly twofold during the 
Strategy period (from 23 per cent in 2009 to 42 per cent in 2012). The non-sovereign 
share of the portfolio has also increased significantly (from 23 per cent in 2009 to 54 
per cent in 2012). At end-2012, the portfolio ratio stands at 42 per cent private/58 per 
cent public; however, in terms of the number of projects signed, this ratio is in favour 
of the private sector. The Bank’s active portfolio consists of 15 private and 12 public 
sector projects with an average size of 8 million and 14 million respectively. 
Investments in transport and municipal infrastructure and the energy sector are 
generally larger in size and crucial for the country’s further growth, attraction of 
foreign direct investments and strengthening of the private sector.  Also, due to size of 
the local economy, private sector operations are much smaller in size than the average 
public infrastructure projects. This implies that the private/public portfolio ratio will, 
at least in the short term, continue to weigh in favour of public sector projects. 
 
Table 1: Portfolio Development in Montenegro as of 31 December 2012 
S EC TOR

Energy 1 35 11% 1 35 12% 20 14%

Power and Energy 1 35 11% 1 35 12% 20 14%

Financial Institutions 13 90 28% 8 73 25% 39 27%

Bank Equity 1 3 1% 1 3 1% 3 2%

Bank Lending 5 45 14% 4 35 12% 32 22%

Insurance & Financial Services 1 30 9% 1 30 11% 0 0%

Small Business Finance 6 12 4% 2 5 2% 4 3%

ICA 10 84 26% 8 77 27% 21 15%

Agribusiness 2 13 4% 2 10 4% 5 4%

Equity Funds 1 4 1% 1 4 1% 0 0%

Information & Communication 
Technologies

1 1 0% 1 0 0% 0 0%

Manufacturing and Services 3 4 1% 1 1 0% 1 1%

Property and Tourism 3 62 19% 3 62 22% 14 10%

Infrastructure 10 113 35% 10 100 35% 61 44%

MEI 3 27 8% 3 25 9% 15 11%

Transport 7 86 27% 7 75 26% 46 33%

TO TAL 34 323 100% 27 285 100% 140 100%

EBRD 
s igned

A m o unt in EUR  m illio n Number o f pro jec ts EB R D % o f To tal
Number o f 

pro jec ts
P o rtfo lio

% o f 
P o rtfo lio

Opera ting 
As s e ts

% o f Operating 
A s s e ts

N ET C UM ULA TIVE B US IN ES S  VOLUM E C UR R EN T P OR TF OLIO S TOC K
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Table 2: Portfolio Development in Montenegro, as of 31 December 2012 
 

Net Cumulative Business Volume 103 240 283 323 + 220 EUR million

Current Portfolio Stock 89 219 257 285 + 196 EUR million

Number of Operations 16 22 24 27 + 11

Operating Assets 55 69 108 140 + 85 EUR million

% Undrawn 39% 68% 58% 51% NOTE:*

Cumulative

Annual Business Volume 32 135 43 39 + 216 EUR million

Number of Operations 9 8 5 8 + 21

Gross Disbursements 21 18 44 43 + 105 EUR million

Annual Cancellations 2 1 0 0 + 1 EUR million

Active Pipeline Stock 162 73 115 169

Private Sector Share (% Portfolio) 23% 27% 38% 42%

Non Sovereign (% Portfolio) 23% 43% 52% 54%

*NOTE: 

20122009

30% of the undrawn funds relates to delay in construction works in the P&T sector. In the FI sector, EUR 30  
million is set aside as the standby facility for the Deposit  Protection Fund.  There has been some delay in 
procurement of the railway infrastructure and municipal projects, expected to resume in this strategy period.

Development over 2010-12Amount in EUR million 2010 2011

 

1.2 Implementation of the previous country strategy 

The previous Country Strategy was approved in September 2010 and identified the 
following strategic priorities:  
 
 Improvement of business environment to allow further strengthening of local 

companies, especially SMEs, and their competitive position, with the view to 
support greater diversification of the country’s economy. In this context, the 
Strategy proposed support for outstanding privatisations in a transparent manner 
and resolve remaining issues with existing industrial assets. 

 Support the EU accession process, by providing project-based reform agendas 
which fit the process of EU approximation, especially in areas such as 
restructuring of public sector companies and concessions of public assets in 
infrastructure and tourism. 

 Promote energy security and energy efficiency, by supporting reform agendas 
and a more conducive environment for renewable and energy efficiency projects 
via dedicated resources available under existing facilities. 

 Facilitate regional integration, by supporting priority projects given the 
country’s limited fiscal space, working with partners in the WBIF to achieve 
consistent co-ordination on project prioritisation and planning. 

 
During the Strategy period, support to the private corporate and MSME sector was 
provided both directly through the Local Enterprise Facility (LEF) mechanism, Small 
Business Support (SBS) instruments, and also indirectly via commercial banks. The 
Bank supported the expansion of the general consumer retail chain, Voli Trade, and 
the cosmetics retail chain, MPM (Cosmetics Market). Both projects are expected to 
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increase competition in the retail sector, improve corporate governance and raise the 
quality of services and products offered in the market.  
 
The Bank was also active in the property and tourism sector, by providing €37 million 
financing to Adriatic Properties for the reconstruction of Sveti Stefan Hotel Resorts 
and a €23.9 million loan to Crna Gora Hotel to support the refurbishment of Hotel 
Crna Gora in the capital, Podgorica. The latter project should contribute to greater 
competition and raise the quality of services offered in the Montenegrin hospitality 
sector, and will also promote high energy efficiency and sustainability standards.  
 
Under the Western Balkans and Croatia Financing Framework (WBCFF), the Bank 
was also successful in providing the medium and long-term credit lines to SMEs via 
financial intermediaries Societe Generale Banka Montenegro and Hipotekarna Banka. 
The credit lines are aimed to strengthen the financial system and maintain adequate 
access to long-term funding, which is currently scarce in the local market, especially 
for SMEs. 
 
The Bank made particularly good progress in advancing transition in the 
Infrastructure and Energy sector. In 2010, the Bank made a loan to the country’s sole 
electricity provider and distributor, EPCG, for implementation of a smart metering 
system, which is aimed at reducing technical and commercial losses in the distribution 
network. The Bank also financed the purchase of three electro-motor units for the 
Railways passenger Company (ZPCG), provided financial and technical support for 
the privatisation of the Container Terminal and General Cargo and signed a loan for 
Danilovgrad Municipality water supply and wastewater treatment project. In 2011, the 
Bank supported investments in modernisation of the railway infrastructure by 
providing a credit facility to the national railway infrastructure management company, 
ZICG, for the finalization of the reconstruction of the Niksic–Podgorica railway line. 
In 2012, an extension of the railway reconstruction loan was also signed.  
 
In addition to project finance, the Bank mobilised vital technical assistance support 
for the implementation of projects in railway energy efficiency, water supply and 
wastewater treatment, corporate management improvement in Danilovgrad Utility 
Company, and the preparation of a business plan for the Railway Passenger Company 
(ZPCG). Moreover, the Bank’s consultants provided assistance to the Government in 
drafting the Law on Utilities and the National Renewable Energy Action Plan 
(NRAP).  
 
The integration of Montenegro into the regional energy market is a priority for the 
country, and the Bank provided support through a sovereign/corporate loan for the 
construction of the Pljevlja-Lastva high voltage transmission line. This project will 
help to integrate the Balkan power market and create links to larger, more liquid 
markets (Italy), with the potential to provide greater efficiency, flexible cross-border 
trading and transmission access, and more effective competition. In addition, the 
creation of the Coordinated Auction Office based in Podgorica provides a good 
example of the Bank’s technical cooperation work in practice. Following extensive 
discussion with key stakeholders such as the South Eastern Europe Energy 
Community Secretariat, the European Commission and the Bank, ten electricity 
transmission operators in south-eastern Europe agreed in June 2012 to establish the 
Coordinated Auction Office to manage cross border capacity for electricity trading in 
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south-eastern Europe. This is being supported by grant funding of €660,000 from the 
Bank’s Shareholder Special Fund, which plays a catalytic role in mobilising co-
financing from others. Once operational the Coordinated Auction Office will make 
cross-border trade in electricity simpler, cheaper and more transparent, promoting the 
development of a truly regional power market. 
 
The Bank was less successful in the previous Strategy period in providing financing 
for renewable energy projects due to adverse market conditions and the inability of 
local investors to meet the Bank’s criteria. However, a pipeline of projects has been 
established to support the development of small hydro power stations (SHPSs) and 
wind farms, with implementation expected in 2013 and 2014.  

1.3 Transition impact of the Bank's portfolio 

Since the current Strategy was adopted in September 2010, eight transition-rated 
projects were signed by the Bank in Montenegro. Half of these operations were in the 
infrastructure sector. All eight operations were assessed with Good or Excellent 
transition impact potential, which is significantly above the institutional target of 80 
per cent of projects to be assessed “Good” or better.  
 
Two operations were rated Excellent on TI. One of them, modernisation of the 
Montenegrin electricity distribution network, is expected to produce demonstration 
effects of a successful restructuring to other potential investors in the sector and has 
the potential to improve market institutions through policy dialogue on regulatory 
reforms. The pre-privatisation project with the country’s container and cargo operator 
also has excellent transition impact potential, through improved efficiency and quality 
of services of the future privately-run company, and will send positive demonstration 
signals to regional ports.  
 
The transition objectives targeted by operations signed during the Strategy period 
correspond to transition gaps in the respective sectors. In infrastructure and energy, 
the focus was on institutional capacity building, restructuring and improving 
processes and standards within state companies. Across sectors, a significant share of 
the rated projects in Montenegro targeted the introduction of higher business 
standards and corporate governance practices.  
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Figure 1. Targeted transition objectives in Montenegro (share of projects), Sept 
2010 – March 2013 
 

 
 
The projects in the Bank’s active TIMS portfolio1 in Montenegro are performing well 
from the transition impact perspective. At end-March 2013, there were 14 operations 
in the active TIMS portfolio for this country, all of which are currently assessed as on 
track to achieving their transition impact. This includes four active operations (three 
in infrastructure and one in the financial sector) that have already largely achieved 
their expected transition impact, and ten projects in the Bank’s portfolio that are on 
their way to achieving their transition potential. Reflecting good performance of the 
country’s portfolio, the average rank2 of the Montenegrin active TIMS stock stood at 
3.86 at end-March 2013, which is exceeds that for all active operations in the Bank.  

 

2 OPERATIONAL ENVIRONMENT 

2.1 Political Context 

The general elections in October 2012 retained the ruling pro-reform pro-European 
Democratic Party of Socialists (DPS) in power. This was the third straight electoral 
victory for DPS, which ran as the leader of the coalition For European Montenegro. The 
policy orientation of the new coalition government formed after the general elections 
remained largely unchanged, with EU approximation as the top priority. However there 
have been significant personnel changes, including the return of the leader of the DPS 
Milo Djukanovic as Prime Minister after a few years of ruling from behind the scenes. 
His appointment as Prime Minister works towards strengthening domestic stability and 

                                                 
1 All active operations more than 6 months since signing and are monitored for their transition impact 
at least once 
2 Rank is a combination of the relevant rating for transition impact potential and risks to transition 
impact. Expected transition of operations is usually monitored once a year and is ranked numerically 
from 1 to 8, with 1 to 3 indicating the mostly realised impact, 3 to 6 – generally on track to achieve 
transition objectives, and 7 to 8 – minimum transition impact or excessive risks. 
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efficient functioning of the government during the sensitive phase of EU accession 
negotiations. The DPS candidate also won the presidential elections, which took place 
on 7 April 2013. 

Efforts towards EU approximation remain the main external anchor for comprehensive 
reforms. Building on progress in reforms and following the positive decision of the 
European Council, EU accession talks opened in June 2012. Montenegro is currently the 
only Western Balkans country in the process of EU accession negotiations. In 
accordance with the new approach for frontloading the most difficult areas in the 
accession negotiations, Montenegro will be subject to additional scrutiny regarding the 
functioning of its judiciary and the overall state of affairs in the area of the rule of law. 
These focused efforts should incentivise further improvements of the business 
environment. 
 
Montenegro plays a constructive role in regional cooperation, and the authorities 
actively support various cross-border and regional projects. 
 
See Annex 1 for a more detailed political assessment. 

2.2 Macroeconomic context 

Following the severe recession brought on by the global financial crisis in 2009, 
Montenegro’s economy was poised for a strong recovery. The economy grew by 2.5 
per cent and 3.2 per cent in 2010 and 2011 respectively on the back of a considerable 
growth in exports, recovering domestic consumption and a boost from the tourism 
sector.  
 
Over the past year, however, economic performance weakened considerably as both 
external and domestic demand deteriorated. Exports fell by nearly 20 per cent year-
on-year in 2012. Meanwhile imports continued to increase, contributing to a further 
rise in the current account balance. At close to 20 per cent of GDP, the deficit in the 
current account remains the highest in the region. Industrial production marked the 
largest decline in two years in December 2011, plunging 37.5 per cent year on year, 
and it continued to decline through the first ten months of the year. This trend 
reflected, in large part, the difficulties of aluminium producer KAP, Montenegro’s 
largest enterprise and exporter.  
 
Inflation has been on a generally upward trend through most of 2012 with December 
2012 inflation exceeding 5 per cent, but some signs of moderation have been observed 
in early 2013. On the fiscal side, policies have become more prudent, but the 
deteriorating economic situation and the activation of state loan guarantees related to 
aluminium producer KAP prompted revisions of the 2012 budget.  
 
Deleveraging continued in the financial sector in the past year. Between 2006 and 
early 2008, before the onset of the crisis, Montenegro reported annual credit growth 
rates of over 100 per cent. Since then credit growth has been negative, and, as a result, 
private sector credit as a percentage of GDP fell from 69 per cent at the end of 2010 to 
52 per cent of GDP at the end of 2012. The banking sector is also characterised by a 
high level of non-performing loans (NPLs). NPLs declined from about 21 per cent in 
2010 to 15.5 per cent in mid-2012, but this figure is rising again.  
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The outlook for the economy is clouded by considerable uncertainty, especially in 
light of the on-going weaknesses in the Eurozone, the main market for Montenegro’s 
exports. Only modest growth is expected in the short term. Diversification of the 
economy remains a challenge for building sustainable growth in the medium term, but 
the visible progress in the EU approximation process should help to sustain FDI and 
ultimately boost the country’s growth prospects. 
 
See Annex 6 for a table with Selected Economic Indicators. 

2.3 Structural reform context 

Montenegro has made important advances in transition, but more remains to be done. 
On the EBRD country-level transition indicators, Montenegro scores highly in areas 
such as price liberalisation, small-scale privatisation and trade and foreign exchange 
liberalisation, the latter boosted in 2012 by WTO membership. Some progress has 
also been made in large-scale privatisation, but there are a few major enterprises that 
still remain in state hands. The largest transition gaps remain in the areas of 
competition policy and governance and enterprise restructuring, two areas in which 
reforms are traditionally more difficult. 
 
The detailed analysis carried out each year of the remaining transition challenges 
across 16 sectors of the economy demonstrates that Montenegro still has significant 
transition ‘gaps’ in a number of sectors (see Figure 2). In all but one sector, the 
transition gaps in Montenegro are assessed as either “medium” or “large.” The largest 
gaps lie in the private equity sector, water and waste water as well as sustainable 
energy. The gaps are medium in all other sectors except for telecommunications, 
natural resources and urban transport, where the transition gaps for market structure 
are small. 
 
See Annex 2 for a more detailed assessment of remaining transition gaps. 
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2.4 Business environment 

Montenegro has undertaken a series of reforms to strengthen the business 
environment in recent years. Considerable improvement has been made on the ease of 
starting a business, according to the World Bank’s Doing Business Report 2013. 
Since 2006, the number of procedures, time and cost of starting a business have been 
reduced substantially. It now takes 6 procedures (down from 13 in 2006), 10 days 
(down from 24 in 2006) and 1.6 per cent of income per capita (down from 6.7 per 
cent) to start a business. On overall ease of doing business, Montenegro currently 
ranks 51st out of 183 countries in the world. This places Montenegro ahead of all but 
one SEE country, but below most EU counties.  
 
Significant progress has been made in improving businesses’ access to credit. In 2009, 
Montenegro created a new public registry that increased borrower coverage from 0 to 
about 30 per cent, and in 2012 the Government further improved access to credit 
information by guaranteeing the rights of borrowers to inspect their personal data. As 
a result of these reforms, Montenegro now ranks 4th in the world on this indicator in 
the 2013 Doing Business Report.  
 
Finally, the Government has undertaken important reforms to reduce the tax burden 
on businesses by reducing the corporate income tax and social security rates and by 
abolishing some other taxes. On this indicator, Montenegro’s ranking jumped from 
119th in 2012 to 81th in 2013.  
 
However, challenges in the business environment remain. For example, Montenegro 
still ranks quite poorly on a few Doing Business indicators including dealing with 
construction permits (176th), contract enforcement (135th) and registering property 
(117th). Montenegrin businesses surveyed in the 2009 EBRD-World Bank Business 
Environment and Enterprise Performance Survey (BEEPS) identified access to 
electricity, access to finance, licensing and permits as well as competition from the 
informal sector as key obstacles for doing business in their country.  
 
Montenegro also fares less favourably on the World Economic Forum’s Global 
Competitiveness Indicator, where it ranks at 76th place out of 144 countries on the 
indicator for overall competitiveness. On this index, the macroeconomic environment 
represents the biggest drag on competitiveness, with Montenegro ranked at 118th 
place on this sub-indicator. The country also ranks poorly on the quality of its 
infrastructure, particularly in the transport sector (94th), while it compares favourably 
to other regional peers on the quality of its public institutions (43rd). 

2.5 Social context 

Over the past decade, per capita income and living standards in Montenegro have 
improved considerably, despite the recent slowdown caused by the global financial 
crisis and the subsequent slowdown in the Eurozone. Between 2001 and 2011, real 
GDP rose by 44 per cent and PPP adjusted per capita income increased by 75 per 
cent.  

In terms of social indicators progress has been more mixed. Income inequality in 
Montenegro is considerable, especially between urban and rural areas. According to 
the Statistics Office household survey, the average income per capita in urban areas 
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was more than double the income in rural areas in 2011. As a result, spending on 
food, energy, health and transport represents a much larger portion of households’ 
disposable income in rural areas compared to urban areas.  

Unemployment also varies considerably across regions. It is lowest in the coastal 
region at 11.4 per cent, while in the most economically disadvantaged northern 
region, unemployment is nearly one-third of the labour force. The gap is large even 
though labour participation rates are considerably lower in the northern region 
compared to the rest of the country (39 per cent in the north vs. nearly 60 per cent in 
the capital Podgorica and nearly 50 per cent in the coastal region). Youth 
unemployment is a major issue. In 2011, unemployment among people aged 25 or 
younger was close to 40 per cent, more than double the total unemployment rate 
which stood at about 18 per cent.  

Montenegro does not stand out compared to regional peers on gender inequality, but 
this remains an issue in certain areas. For example, while the gender gap in 
unemployment is small, this reflects considerable differences in labour market 
participation, which in 2011 stood at 42.1 per cent for women compared to 55.7 per 
cent for men in 2011. The regional disparities highlighted above are even higher for 
women. For example, nearly 40 per cent of women are unemployed in the northern 
region. Further information on gender is available in Annex 7.  

Primary and secondary school enrolment, each at about 96 per cent, are close to 
OECD levels, but Montenegro lags considerably behind on indicators of education 
quality. In the latest OECD Programme for International Student Assessment (PISA) 
conducted in 2009, students from Montenegro performed lower than the OECD 
average as well as most SEE peers on all three tests – mathematics, reading and 
science. 

2.6 Legal context 

The Republic of Montenegro has continued to improve its legal framework in recent 
years, with the view of harmonising it with the EU legislation. 
 
As part of its EU harmonisation efforts, the Government of Montenegro has been 
working on strengthening and augmenting laws governing business activities. For 
example, a new Law on Protection of Competition came into force in October 2012. It 
regulates both market behaviour (restrictive agreements and abuse of dominance) and 
merger control. With respect to the latter, the most significant changes relate to 
notification thresholds and deadlines, as well as deadlines within which the newly 
established national competition authority must review mergers and issue appropriate 
decisions. 
 
Montenegro became a full member of the World Trade Organisation in April 2012. 
Among its commitments as a new member, Montenegro agreed to liberalise its trade 
and foreign investment rules and regulations, including annual reporting on the 
privatisation programme, application of price control measures in WTO-consistent 
terms, and elimination of most of its existing restrictions on imports (such as quotas, 
permits, etc.). 
 
For more information on commercial legislation of Montenegro, see Annex 3. 
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2.7 Energy efficiency and climate change context 

Montenegro has a legal framework and policies for energy efficiency, however 
institutions to implement the policies remain weak. Cost reflective tariffs are applied 
but cross-subsidies still persist and environmental costs are not included in energy 
prices. The government adopted an Energy Development Strategy (to 2025) and 
Energy Efficiency Action Plan (2008-2012), but concrete programmes and 
implementation instruments are yet to be established. 
 
Some progress has been reported in renewable energy sources (RES), such as 
adoption of legislation and establishment of feed-in tariffs (where the Bank provided 
substantial technical assistance in last two years), but the work programme for the use 
of RES over a ten-year period has yet to be adopted, the first privately owned RES 
projects are yet to be completed, and there are potential risks in implementation of the 
new regulatory framework supporting RES. 
 
Some progress has also been made in transposing EU Directives on energy efficiency 
as required by the Energy Community Treaty. However, additional work is required 
especially with respect to finalising the Energy Performance of Buildings Directive 
and supporting ESCOs, and the Bank stands ready to provide this support. 
 
Montenegro’s National Communication to the United Nations Framework Convention 
on Climate Change (UNFCCC) identifies a number of climate change adaptation 
priorities that are relevant to the Bank’s operations over the coming decade. Shifts in 
precipitation and temperatures are projected to intensify pressure on water resources. 
Improvements in water supply infrastructure, and in water use efficiency in 
agriculture and industry, will be priorities. Hydropower generation is forecast to be 
affected by climate-driven shifts in hydrology and reductions in surface runoff, which 
will need to be taken into account in energy sector planning and in investments in 
HPP facilities. The energy sector may also be affected by shifts in seasonal peak 
demand caused by temperature shifts. Impacts on sea-level rise and coastal erosion 
will need to be taken into account in investments in coastal infrastructure such as 
ports. 
 
 
3 STRATEGIC ORIENTATIONS 
 
Although reforms have been introduced in the years since independence, Montenegro 
faces a number of important transition challenges as it aims to achieve sustainable 
growth in the economy and advance further in the EU approximation process. In the 
forthcoming strategy period, the Bank will address the following cross-cutting 
challenges:  
 
 Expanding the economic base through enhancement of competitiveness. 

Although the Montenegrin economy grew rapidly in the pre-crisis period, this 
growth was unbalanced, with an excessive reliance on easy credit and the 
propping-up of old and uncompetitive industrial enterprises. The Bank will help 
Montenegro move to a more balanced growth path through targeted support to 
SMEs in all sectors with growth potential, including the agribusiness sector, and 
through further strengthening of the financial system.  
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 Supporting sustainable tourism, property and associated environmental 
and infrastructure needs. Given Montenegro’s climate, coastline and natural 
endowments, the tourism sector is likely to be a major growth driver for the 
foreseeable future. However, the associated institutional and infrastructure 
requirements for this potential to be achieved are not yet in place. In addition, 
the environmental risks of further tourism development are significant. The 
Bank will therefore support sustainable practices in the tourism and property 
sector, in particular low-density, high-quality projects with strong linkages to 
other sectors and an emphasis on environmental sustainability. Where 
appropriate, private sector solutions, including Public Private Partnerships 
(PPPs), will be sought. 

 Promoting energy security and efficiency, and regional integration of 
energy markets. There is virtually no competition in this sector, commercial 
and technical losses in distribution are significant, and little progress has been 
made in energy efficiency and carbon reduction. In the medium- to long-term, 
however, Montenegro has the potential to be a regional energy hub. The Bank 
will support important interconnections with countries in the region, and will 
invest in projects in Montenegro that improve energy security, advance energy 
efficiency and lead to greater competition in the energy market. 

3.1 Key Challenges and Operational Responses 

3.1.1 Expanding the economic base through enhancement of competitiveness 

Transition challenges 

 The economy is unbalanced, with an overreliance on the aluminium producer 
KAP, Montenegro’s largest enterprise and exporter, which has been highly 
subsidised by successive governments and may not be economically viable in 
the long term. 

 Access to finance is limited for SMEs; long- or medium-term tenors are 
currently scarce in the local market, especially in remote and less urban areas.  

 Concentration of the financial sector is relatively high; the three largest banks 
account for 56 per cent of total assets, while the majority of banks are foreign-
owned. Rising asset quality problems in some of the largest banks, eroding 
capital and the decline in parent credit support are causing banks to readjust 
risk profiles and lend less, especially for medium and long term tenors. 

 Further reform efforts are necessary in agribusiness to increase 
competitiveness. These include developing the land registry and cadastre 
system to clarify land ownership and enhance the tradability of land, and 
strengthening the scope for investments in agro-processing sectors.  

 Innovative enterprises with high growth and export potential are held back by 
weak corporate governance, lack of compliance with European standards and 
efficiency problems.  
 

Operational response 

To overcome the excessive reliance on a few large companies, the Bank will invest 
in targeted sectors where SMEs can demonstrate competitive advantage and the 
prospect of regional expansion. The Local Enterprise Facility (LEF) will continue to 
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be an effective mechanism for financing viable local enterprises. 

To strengthen the competitiveness, innovation and export potential of local 
MSMEs, the Bank will use Small Business Support (SBS) instruments to improve 
productivity and operational efficiency, supporting the adoption of quality standards, 
as well as upgrading marketing techniques, which will be instrumental to facilitate 
financing via LEF or the Bank’s credit lines.  
 
To address constraints in access to finance, the Bank will continue to provide 
medium- and long-term credit lines through financial intermediaries under the 
Western Balkans and Croatia Financing Framework. These credit lines will also 
improve the provision of finance to SMEs in rural areas and will support a more 
balanced regional development. In addition, the Bank will seek to support 
microenterprises and small businesses in more remote geographical regions of the 
country through financial intermediaries. 
To advance development and reform in the agribusiness sector, the Bank will 
seek to increase its presence in those parts of the sector where obvious export and 
competitive advantages exist, such as processing, logistics and retail distribution, as 
well as local food processing companies that could supply and cater to the hospitality 
industry and tourism sector.  

Policy Dialogue 

The Bank will be actively involved as a donor and fund manager in the Western 
Balkans Enterprise Development and Innovation Facility (WB EDIF), which has been 
created to enhance provision of finance to innovative and high growth SMEs. 
Through this vehicle, the Bank will also have a greater voice for policy reform 
interventions in the regulatory environment for both the target SMEs and investors. In 
joint efforts with other IFIs, the Bank will support government reforms to manage the 
high level of non-performing loans in the country in order to spur lending activity to 
the real sector. 
 
As a member of the Foreign Investors Council (FIC), the Bank will continue to 
actively participate in the improvement of the investment climate in the country and 
promote business development opportunities to foreign investors.  

3.1.2  Supporting sustainable tourism, property and associated environmental 
and infrastructure needs 

 
Transition challenges 
 
 Montenegro has an undersupply of quality, low-density and environmentally 

sustainable facilities in the hospitality sector. In addition, there is a lack of 
complementary services to diversify the customer base and extend the tourism 
season to the full year. 

 The infrastructure and ancillary support services (e.g., local and regional roads, 
utilities, waste treatment facilities, ports) needed to support larger, mixed-use 
development projects are generally inadequate and therefore need significant 
investments.  
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 Some state-owned enterprises and assets that are potentially important for the 
tourism industry, such as Bijela shipyard and the Igalo Health Institute, remain 
to be privatised. 

 The country has a shortage of quality, affordable residential housing, while most 
of the existing property developments have low energy efficiency. There is only 
limited capacity of local banks to support larger property development projects.  

 
Operational response 
 
To promote sustainable practices in the tourism sector, the Bank will support the 
development of low-density, high-quality tourism projects with strong backward and 
forward linkages as well as projects that promote energy efficiency and 
environmentally sustainable practices.  
 
To facilitate modernisation of associated infrastructure for the tourism sector, 
the Bank will invest in infrastructure projects, ancillary services and environmental 
remediation that are vital for further growth. In light of the substantial transition gaps 
in all infrastructure sectors and the country’s limited fiscal space, the Bank will seek 
to support investments in infrastructure, municipal and environmental projects 
through PPPs or other forms of concessional financing. Investments in by-pass roads 
on the coast, city boulevards, and construction of the cable lift in Kotor will improve 
the range of services offered in the coastal region and extend the tourism season. The 
Bank’s involvement in the Port of Bijela is also expected to support permanent 
treatment of industrial waste and introduction of best practices in health and safety 
management. The Bank may participate in an upgrade of local and regional roads and 
other complementary infrastructure needs which would help attract much-needed 
investments in the tourism sector.  
 
To enhance the role of the private sector, the Bank will support the privatisation of 
state-owned enterprises that may have a significant transition impact on the tourism 
sector on a selective basis. In particular, privatisation of the Port of Bijela, Igalo 
Health Institute, and Port of Kotor are expected to attract respected international 
partners that will elevate the quality of services offered in the country and introduce 
new standards in the hospitality and nautical tourism.  
 
To address transition gaps in the residential real estate sector, the Bank will 
support development of quality and affordable residential housing and energy 
efficiency initiatives in the country either through project financing or a credit line via 
financial intermediaries. Also, depending on the market demand, the Bank will 
consider providing mortgage credit lines through the existing Western Balkans and 
Croatia Financing Framework.  

Policy Dialogue 

 
The Bank will engage in regular dialogue with the authorities to ensure that its 
operations in the hospitality and tourism sector are sustainable, environmentally 
responsible and consistent with the country’s long-term tourism strategy. 
 
In cooperation with other IFIs, the Bank will work with the government to prioritise 
infrastructure projects that are vital for the tourism sector while ensuring the efficient 
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allocation of fiscal space and resources committed to accomplishment of such 
projects.  
  
The Bank will encourage transparent privatisation and the resolution of unresolved 
issues on existing assets. Restructuring of public sector companies and providing 
concessions for private participation in infrastructure and tourism will help to further 
the EU accession process.  

3.1.3 Promoting energy security and efficiency, and regional integration of 
energy markets  

 
Transition challenges 
 
 The government has adopted an ambitious Energy Development Strategy, but 

concrete programmes and implementation instruments to promote renewable 
energy and energy efficiency have yet to be established.  

 There is virtually no competition in the energy sector. All generation is still 
solely owned and operated by the majority state-owned generation, 
distribution and supply company EPCG. The Energy Law paved the way for 
legal unbundling of the transmission network to a separate entity, but 
generation, distribution and supply still remain legally integrated within EPCG 
(although the three components are functionally unbundled). 

 Losses in the distribution network are being lowered but remain significant 
(approximately 20 per cent); revenue collections are significantly below the 
level of comparable utility companies in Western Europe, primarily because of 
the difficulty of disconnecting non-paying customers. 

 Progress has been achieved in adoption of legislation to improve the 
competitiveness of the energy market and to set a basis for efficient price 
regulation, but the tariffs set by the Energy Regulatory Agency (ERA) remain 
the subject of disagreements between EPCG and ERA. 

 
Operational response 
 
To facilitate development of renewables, the Bank will support the development of 
RES projects in the country – wind farms and small hydropower in particular. 
Implementation of these projects will require Montenegro to align its energy 
legislation with EU requirements and enhance the opportunities for cross-border 
trading.  
 
To promote energy efficiency and reduction of waste, the Bank will further support 
EPCG’s smart metering programme for improvement of energy efficiency and 
demand side management, which also improves revenue collection and reduces losses 
in the distribution network. The Bank’s regional credit line facility WeBSEEF II will 
be ready to extend sustainable energy credit lines for smaller projects to local 
commercial banks based on the demand.  
 
To enhance the role of the private sector and increase competition, the Bank will 
invest in energy projects that improve energy security, create new generating 
capacity, stimulate competition, diversify energy sources (e.g., wind farms), increase 
efficiency, and create wider and larger markets through regional integration. 
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Investment opportunities will be pursued through WeBSEDFF, as well as larger-scale 
investments in the power generation sector, electricity transmission, and distribution 
networks. 
 
To promote regional integration of energy markets in the region, the Bank will 
support the proposed high-voltage interconnection to Italy through investments in 
electricity transmission in Montenegro and related strengthened connections to 
neighbouring countries. The project will allow Balkan electricity producers such as 
Serbia and Bosnia & Herzegovina to sell power to Italy where wholesale prices are 
significantly higher than in the region, thus promoting arbitrage. By linking the 
Balkan power market to Italy, the project will create a larger, more liquid market with 
the potential that gives for greater efficiency and more effective competition, as well 
as creating a more attractive environment for investors, particularly in renewable 
energy. The Bank will continue to support the work of the regional Coordinated 
Auction Office in developing a regional power market. 
 
Policy Dialogue 
 
Considering that energy and carbon intensity are high in Montenegro, the Bank will 
focus on providing financial and technical cooperation support for RES and energy 
efficiency projects. The Bank will continue to support the Government to establish 
market-friendly policy frameworks and regulations that promote energy efficiency 
and low-carbon investments and to work for compliance with EU environmental 
standards, and for an improved regulatory framework.  
 
The Bank will further support institutional capacity building, implementation of 
investor-friendly laws and regulations and development of the national RES plan in 
line with EU RES Directives. Additional work is required especially with respect to 
transposing EU energy efficiency directives, and the Bank stands ready to provide 
support in this area. 

3.2 Environmental and Social Implications of Bank Proposed Activities 

Montenegro’s environmental and social legislative framework reflects the main 
elements of the EU’s approach to project appraisal and management. It includes laws 
on Strategic Environmental Assessment, Environmental Impact Assessment, 
Integrated Pollution Prevention and Control and requirements for information 
disclosure and public consultation. All EBRD projects are subject to the Bank’s 
Environmental and Social Policy and Performance Requirements3. The Bank will 
work with clients to assess each project’s environmental and social risks and 
opportunities, and will assist them in implementing the Performance Requirements, 
including good international practice and relevant EU standards. During the 
construction and operating phases EBRD will monitor projects against agreed 
commitments and standards, and the nature and frequency of monitoring will be 
determined by the environmental and social risks associated with the investment. 
 

                                                 
3 The 2008 Environmental and Social Policy and Performance Requirements will be reviewed and 
revised during 2013. Any new Policy will apply to projects that proceed to Concept Review on our 
after the date on which it goes into force. 
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Much of Montenegro’s economic development will depend on its ability to develop 
its natural and cultural resources in an environmentally and socially sustainable way. 
The country has several internationally recognised biodiversity and cultural sites, 
including the Bay of Kotor, Lake Skadar and the Lovcen National Park. Projects in 
the tourism sector should be designed and implemented in a way that protects, and 
where possible enhances, these natural and cultural resources. EBRD will support 
initiatives to promote sustainable tourism. Infrastructure that supports the 
development of the tourism sector, including roads and wastewater treatment plants, 
should also be designed and constructed to meet best practice environmental and 
social standards. 
 
Investments in the energy efficiency and renewable energy sectors have the potential 
to significantly reduce Montenegro’s carbon intensity. For renewable energy projects, 
and particularly wind turbines, siting decisions should take account of biodiversity 
and habitat considerations, including avoiding or minimising impacts on protected 
areas and bird migratory routes. This will also apply to electricity transmission 
projects. Additionally for transmission projects, EBRD environmental due diligence 
will include an assessment of the carbon intensity of the generating source. Finally, 
renewable energy and electricity transmission projects often involve land acquisition 
and where this is the case, EBRD requirements for resettlement and livelihood 
restoration will apply. 
 
Gender  
 
In line with the recently approved Strategic Gender Initiative (SGI), the EBRD will 
attempt to develop and implement projects in relevant sectors and areas in 
Montenegro. According to the assessment of gender gaps of the SGI, Montenegro is 
not among those countries where the gender gaps are the largest. However, subject to 
available human and financial resources and depending on opportunities, projects with 
a gender component will be considered in Montenegro. The Bank will endeavour to 
work with its clients, where appropriate, to encourage women entrepreneurs’ access to 
finance, support equality of opportunity in the workplace and promote career 
advancement, and to ensure that women, as well as men, benefit equally from the 
Bank’s investments. 
 
 
4 ACCESS TO CAPITAL: PRIVATE AND PUBLIC SOURCES OF 

FINANCE 

4.1 Access to capital 

Most of Montenegro’s public debt is financed externally. In the past couple of years, 
most of the financing came from direct bank lending as well as official financing, 
mainly from the World Bank. In addition, Montenegro has tapped international 
markets once since its independence in 2006. In 2010, the country successfully issued 
its first Eurobond, a five year €200 million bond with a coupon rate of 7.875 per cent. 
The rest of the public debt was funded on domestic capital markets. Montenegro has a 
sovereign rating of BB- from Standard and poor’s and Ba3 from Moody’s. 
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Domestic capital markets are still quite underdeveloped. Market capitalisation of the 
Montenegro Stock Exchange was 73.2 per cent of GDP in 2011with a turnover ratio 
of 0.02248. Only 29 companies were listed in 2011, and only the simplest instruments 
such as bonds and stocks are currently traded on the change. The money market is at 
early stages of development as well. According to the Central Bank, T-bills are the 
only short-term securities traded on the money market and banks are the biggest 
investors in this market.  
 
Corporates mainly obtain financing through commercial banks. The entry of foreign 
banking groups in Montenegro led to a significant increase in access to credit for 
households and corporates. In the pre-crisis period, private sector credit grew very 
rapidly, at the 2007 peak growing at nearly 200 per cent year-on-year. However, since 
the global financial crisis that hit the country in 2009, credit has been steadily 
contracting. At the end of 2012, y/y credit growth was still negative, but the decline is 
levelling off. In Dec 2012 credit fell by just 3 per cent year-on-year compared to 
double digit declines at the beginning of the year and through most of 2011. 

4.2 MDB finance and collaboration with other IFIs and multilateral donors 

The Bank will continue to engage with IFIs, governments and other partners to 
address key transition challenges and further support economic growth. 

World Bank Group (WBG) 

The World Bank Country Partnership Strategy (CPS) for the period 2011 – 2014 is 
client-driven and has two strategic pillars: 
 Strengthening institutions and competitiveness in line with EU accession 

requirements. 
 Improving environmental management and clean-up. 
 
More specifically, WBG is focusing on financial-sector and public-sector 
development policy loans, which aim to strengthen the banking-sector and fiscal 
stabilisation, and also to bring regulations in line with EU norms, and encourage 
resumption of credit growth. New investment lending is also planned for an 
environmental clean-up project and a regional catastrophe risk insurance facility. In 
2012, WBG approved €60 million for a Financial Sector Policy Based Guarantee, to 
support the authorities’ efforts to strengthen the banking system and increase its 
resilience to possible future shocks. In line with the CPS objectives, WBG is currently 
pursuing several projects: 
 
 €50 million Public Expenditures and Growth Development Policy Loan to provide 

funds under more favourable terms and enable the Government to improve public 
debt structure. 

 $60 million loan for Industrial Waste Management and Clean-up Projects (five 
hotspots). 

 Financial Crises Simulation Exercise to improve the capacity to deal with 
potential systemic problems and mitigate potential adverse effects. 

 Technical assistance support to provide resolution for high level of non-
performing loans in the country. 
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EBRD will complement efforts of the World Bank to support the Government’s 
efforts to address the high level of non-performing loans. This issue was addressed 
during the Vienna Initiative meeting in March 2012.  
 
European Investment Bank (EIB) 

To date, EIB lending operations in Montenegro amount to €260 million. Loans aim at 
promoting economic activity though the rehabilitation and expansion of the transport 
network (road, rail and airport), developing energy infrastructure as well as protecting 
the environment. EIB approved a €20 million credit line to Societe Generale Banka 
Montenegro for financing of SMEs as well as other beneficiaries. In addition, through 
a financial intermediary EFSE, EIB approved financing to micro and small scale 
enterprise and rural and housing loans for five countries in the Western Balkans, 
including Montenegro. 
 
EBRD will continue its close cooperation with the EIB to support infrastructure 
projects. Implementation of Bar-Boljare highway project is a viable opportunity for 
cooperation with EIB but will be subject to an investment structure yet to be approved 
by the Government. Upgrade of local roads represents another investment opportunity 
for cooperation with EIB. 

Western Balkans Investment Framework 

The Bank will continue to cooperate closely with the EU and other IFIs through the 
WBIF to support the development of infrastructure projects. In addition, it will seek 
funding for Small Business Support activities through the WB EDIF. 
Through the WBIF, the Bank will assist the Government to develop the necessary 
policy frameworks that encourage energy efficiency investments by businesses to 
boost competitiveness. In addition, Montenegro is a beneficiary country for 
participating in the “Regional Energy Efficiency Programme for the Western 
Balkans”. The programme includes substantial institutional capacity building and 
regulatory support and new product development for public sector energy efficiency. 
 
WBIF provided technical assistance funds to finance a feasibility study for the 
construction of Lastva-Pljevlja high-voltage transmission line that will enable transfer 
of power between SEE and Italy. 

European Fund for South East Europe (EFSE) 
 
EFSE promotes sustainable provision development finance, notably in micro and 
small enterprises and to private households, via six active partner lending institutions, 
both commercial banks and MFIs (CKB, NLB Montenegro, Erste Bank, Hipotekarna 
Banka, Monte Credit, Alter Modus). Montenegro represents 4.2 per cent of EFSE’s 
total investment portfolio of €807 million. EBRD will continue to cooperate with 
EFSE to support the MFI sector in the country. 
 
Kreditanstalt für Wiederaufbau (KfW) 

As of July 2012, projects financed by KfW have reached a total volume of around 
€230 million while further projects of €200 million were being prepared. Priority 
areas of involvement in the country are: 
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 Improvement of water supply in the coastal zone, construction of wastewater 

treatment plants and collector sewers, as well as repairs of the sea outfalls and the 
sewerage networks. 

 Energy sector – investments in rehabilitation of old power plants, equipment, and 
expansion of regional power supply through financing of power transmission line 
to Albania (€44 million) and a recently approved co-financing facility of €25 
million to finance terrestrial part of the high-voltage transmission line to Italy for 
cross-border electricity trading. 

 Support to the financial sector and private sector via credit lines that promote 
micro, small and medium enterprises and energy efficiency projects. 

 
As a member of the Energy Community Secretariat, EBRD will continue to 
participate actively in this initiative, and will also continue to develop its partnership 
with KfW to co-finance projects in the power and energy sector. The Bank has 
already approved a co-financing facility for the high-voltage interconnection to Italy 
and will continue to cooperate closely with KfW during the implementation of the 
project. Also in the forthcoming period, other investment opportunities will be 
explored with KfW but will be subject to the Government’s limited fiscal space. 
 
Central European Initiative 
 
The Bank will continue its close cooperation with CEI to provide technical assistance 
for feasibility studies that mainly relate to the municipal development sector; also, 
where appropriate, other sectors such as agriculture, energy, and transport will be 
pursued. CEI continues to carry out activities such as pre-investment capacity 
building for the identification, promotion and appraisal of projects in the country, as 
well as activities related to project implementation. Some CEI activities are also 
coordinated with bilateral donors. 
 
United Nations Development Programme 
 
UNDP promotes activities related to sustainable tourism, energy efficiency and 
renewable energy in Montenegro. The Bank will seek to support the energy efficiency 
initiative through legalisation of housing developments – an initiative undertaken 
jointly by UNDP and the Government of Montenegro. 
 
Bilateral donors 
 
Bilateral donors are active and important partners in Montenegro although the level of 
support has declined recently due to the financial downturn and fiscal challenges in 
the Eurozone. These donors assist sectors with technical assistance through grants, 
including for a number of EBRD projects. The Bank is working actively in the 
infrastructure and energy spheres with bilateral donor organisations in the Czech 
Republic, Germany, France and Italy. In the coming Strategy period this cooperation 
is expected to continue. 

 
 
 



 22

ANNEX 1 – POLITICAL ASSESSMENT 

Montenegro is committed to and applying the principles of multiparty democracy, 
pluralism and market economics in accordance with the conditions specified in 
Article 1 of the Agreement Establishing the Bank. 
 
The constitutional and legislative framework for a pluralistic parliamentary 
democracy is in place. The separation of powers and checks and balances in the 
political system, guarantees for fundamental rights and the protection of minorities, 
and for a meaningful role of civil society, are largely in line with international and 
European standards, as assessed by the Council of Europe. Elections are generally 
conducted in a manner deemed by the OSCE and the Council of Europe to be free and 
in line with international standards.  
 
In the period since the adoption of the previous Country Strategy, Montenegro has 
made further progress in democratic reform, to a great extent geared towards 
integration into the EU. Progress in particular has been made in the areas considered 
to be the key weaknesses in the Western Balkans countries, such as the functioning of 
state institutions, the judiciary, public administration reform, and the business 
environment. Both the legislative and institutional frameworks have been improved, 
enabling strengthening of democracy, rule of law, protection of human rights and 
fundamental freedoms. Montenegro has harmonised its electoral legislation with the 
Constitution, which has been a long-standing recommendation by OSCE and EU, and 
has been commended by both for further improving the legal framework for the 
elections. However, the authorities need to address continuing lack of public 
confidence in the electoral process and Montenegro’s limited administrative capacity 
continues to represent challenges in certain areas, including the judiciary (though the 
overall efficiency has improved) and the fight against corruption.  
 
The progress in democratic reforms achieved by the Montenegrin authorities has been 
reflected in its accelerated approximation with the EU. Since the adoption of the 
previous Strategy Montenegro not only obtained formal status of an EU candidate 
country (December 2010), but also opened EU accession negotiations in June 2012. It 
is currently the only Western Balkans country in such an advanced phase of the 
integration into EU. According to the conclusions of the latest Progress Report by the 
European Commission (EC) on Montenegro, published on 10 October 2012, which 
assesses progress made in the course of the last year towards meeting the Copenhagen 
criteria, including stability of institutions, the rule of law, human rights and protection 
of minorities, Montenegro “continues to sufficiently meet the political criteria for EU 
membership” and has “improved its ability to take on the obligations of EU 
membership”4. 
 

                                                 
4 European Commission, communication from the Commission to the European Parliament and the 
Council, Montenegro 2012 Progress Report, 10 October 2012. 
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Free Elections and Representative Government 
 
Free, fair and competitive elections 
 
The existing legal framework enables an “adequate basis for the conduct of 
democratic elections”5. The legal framework benefited from a series of reforms. The 
Constitution and the Law on the Election of Councillors and Representatives 
(electoral law) are the primary pieces of legislation that regulate elections. The initial 
electoral law from 1998 was amended several times. The recommendation by the 
OSCE Office for Democratic Institutions and Human Rights (OSCE/ODIHR) to 
harmonize the electoral law with the Constitution was reinforced by the EU, which 
made it one of the requirements for opening the EU accession talks. This objective 
was achieved through the amendments adopted by the Parliament in 2011. The 
OSCE/ODIHR and the Council of Europe’s Commission for Democracy through Law 
(Venice Commission) concluded in a Joint Opinion that the amendments to the 
electoral law are a “positive development”, and are particularly “commendable” for 
promoting greater gender equality and minority representation6. However, previous 
OSCE/ODIHR recommendations to remove the 24-month residency requirement to 
further meet international commitments have yet to be implemented. 
 
The first post-independence Constitution established a unicameral parliament of 81 
deputies, who are elected for four-year terms in a single nationwide constituency 
under a proportional, closed-list system. The 2011 amendments removed reserved 
minority seats, providing instead a reduced threshold for all minority parties. This was 
done in compliance with the constitutional requirement for “authentic representation” 
and enabled broader minority representation. At the same time, ethnic political parties 
that previously benefited from reserved seats were critical of that reform.  
 
Three general elections have been conducted since the proclamation of independence 
in 2006. Elections are generally highly competitive, starting with the inclusive and 
transparent candidate registration that offers a diverse choice to the electorate. The 
candidates are able to campaign freely. The Central Election Commission is an 
independent permanent body, appointed by the parliament, and operates in an 
efficient and transparent manner. Following the 2011 amendments in the electoral 
law, elections administration enables greater pluralism. Media provide voters with 
diverse and extensive coverage of the electoral campaign. The Electoral Code 
provides for both domestic and international election observation at all levels of 
election administration.  
 
Despite the overall good conduct of elections, there have been occasional allegations 
of state and party collusion, which suggests that measures should be taken to increase 
public trust in the integrity of the electoral process. In order to enhance public 
confidence in the quality of voter lists, the OSCE has recommended making more 

                                                 
5 OSCE/ODIHR, Limited Election Observation Mission, Montenegro, early parliamentary elections of 
14 October 2012, Final Report, page 1. 
6 The Council of Europe’s Commission for Democracy through Law (Venice Commission) and 
OSCE/ODIHR, Joint Opinion on the draft law on amendments to the law on election of councillors and 
members of parliament of Montenegro, 14 June 2011. 
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efforts to inform the public about measures taken to eliminate duplications and 
removal of deceased voters7.  
 
The last general elections, which took place on 14 October 2012, were assessed by 
OSCE/ODIHR in the final election observation report as having been conducted in a 
“peaceful and pluralistic environment” and “further consolidating the conduct of 
democratic elections in line with OSCE commitments”8. However, tape recordings 
from the meetings of the ruling party held in preparation for the 2012 elections, which 
were leaked to media, caused controversy and were widely discussed by the public. In 
the recorded conversations party members alluded to the possible abuse of state 
resources in order to get more voter support. 
 
Allegations of the misuse of state resources persisted during the presidential elections, 
which took place on 7 April 2013, prompting the OSCE/ODIHR Election Observation 
Mission (EOM) to state that the “blurring of the line between state and party 
continued to be at odds with OSCE commitments and Council of Europe standards”9. 
Nevertheless, in its preliminary conclusions, issued on 8 April 2013, the EOM 
assessed that the presidential election was “professionally and efficiently 
administered”, with candidates “campaigning freely” and “fundamental rights to 
expression, movement and association were mostly respected”10. 
 
Separation of powers and effective checks and balances 
 
The constitutional and legislative framework for a parliamentary democracy – 
underpinned by the separation of powers and checks and balances in the political 
system, an independent legislature and well-established procedures of legislative 
oversight in prescribed domains of decision-making – is in place in Montenegro and 
largely in line with international and European standards, as assessed by the Council 
of Europe. The scope of powers of the legislature to hold the government to account 
and to exercise parliamentary oversight is largely in line with international standards. 
All public bodies respect the recommendations by the Ombudsman Office. 
 
Overall the functioning of the parliament is satisfactory and further progress has been 
made in its legislative and oversight role since the adoption of the previous Strategy. 
The parliament’s oversight role increased due to the adoption of the law on 
parliamentary enquiry, as well as a steady increase in the number of parliamentary 
hearings. The new Rules of Procedure of the Parliament entered into force in 2012, 
providing for more regular control of hearings and enhanced possibilities for the 
opposition to initiate legislation. Transparency in the work of the parliament has also 

                                                 
7 OSCE/ODIHR, Limited Election Observation Mission, Montenegro, early parliamentary elections of 
14 October 2012, Final Report, page 9. 
8 OSCE/ODIHR, the Parliamentary Assembly of the Council of Europe (PACE), and OSCE 
Parliamentary Assembly: International Election Observation mission – Montenegro, early 
parliamentary elections of 14 October 2012 – Statement of preliminary findings and conclusions, 15 
October 2012. 
9 OSCE/ODIHR, the Parliamentary Assembly of the Council of Europe (PACE), and OSCE 
Parliamentary Assembly: International Election Observation mission – Montenegro, presidential 
election of 7 April 2013 – Statement of preliminary findings and conclusions, 8 April 2013, page 1. 
10 OSCE/ODIHR, the Parliamentary Assembly of the Council of Europe (PACE), and OSCE 
Parliamentary Assembly: International Election Observation mission – Montenegro, presidential 
election of 7 April 2013 –  Statement of preliminary findings and conclusions, 8April 2013. 
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been increased. At the request of CSOs it started publishing the voting record of 
individual MPs on its website.  
 
The government’s rules of procedure, adopted at the end of 2011, require the 
government to submit its work programme to the parliament as well as to conduct 
mandatory impact assessments for draft legislation. 
 
Measures to increase the efficiency and accountability of the government were also 
undertaken at the local level, through the new law on the territorial organisation of 
Montenegro and amendments to the law on local self-government.   
 
Effective power to govern of elected officials 
 
Montenegro has established institutional, legal, and financial arrangements for elected 
officials to exercise effective power to govern, and they are not constrained by any 
non-democratic veto powers or other undue influences. As in many other transition 
countries, there has long been a close relationship between business and political 
elites. However, this does not compromise the powers of elected officials to govern 
the country. 
 
Civil Society, Media and Participation 
 
Scale and independence of civil society 
 
There is a satisfactory legal framework for civil society organisations. In the past, the 
number of SCOs exceeded 5,000. In 2011, a new Law on Non-Governmental 
Organisations entered into force, compelling CSOs to amend their statutes in line with 
European standards and to re-register accordingly. The number of registered CSOs 
has consequently decreased.   
 
The previous strategy for cooperation between the government and civil society 
expired in 2011. There is currently on-going work on the preparation of a new 
strategy, which will be called Strategy for the Development of the Non-Governmental 
Sector. CSOs are actively involved in this work. The Council for Cooperation 
between the Government of Montenegro and Non-Governmental Organisations is in 
place. Its Deputy Chairperson is a representative of civil society, Executive Director 
of the Centre for the Development of Non-Governmental Organisations (CRNVO). 
Civil society representatives have been especially actively involved in the work on the 
EU-related agenda.  
 
The right to form trade unions is enshrined in law and labour and trade union rights 
are generally respected in practice. However, the capacity of the Social Council 
remains limited and certain amendments are required to the Labour Law to bring it in 
line with the EU acquis. 
 
Independent pluralistic media that operates without censorship 
 
Pluralism in the media, which operate freely and without censorship, has increased 
overall in recent years. The legal framework is largely in place and in line with 
international standards. The media environment is highly politicised. The recent 
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establishment of two national self-regulatory bodies with similar objectives and 
conflicting political views has highlighted an existing divide. There are currently 
several public television broadcasters (one of them, the nationwide Radio and 
Television Montenegro, operates three channels) and 19 private television 
broadcasters (nine nationwide and ten local). There is also an active printed media 
sector, although the rates of circulation are limited. 
 
Civil society representatives have expressed concerns regarding the influence on 
media by political parties and media owners. While public media receive state 
financial support, private media rely heavily on advertising. The transparency of 
media ownership has improved in recent years with the requirement that all 
companies operating in Montenegro register ownership with the commercial court.  
 
The recent decriminalisation of defamation was an important step to improve the 
media environment. However, there have been reports of intimidation and violence 
against journalists, not all of which have been investigated and prosecuted, even 
though there have been first instance convictions in some of the recent cases11. 
 
Multiple channels of civic and political participation 
 
Multiple channels of civic and political participation are in place. The parliament, in 
particular, has taken a number of measures in the last years to improve interaction 
with civil society and the general public. There are certain rules and procedures 
regarding public consultations, but they are not always enforced.  
 
Freedom to form political parties and existence of organised opposition 
 
The freedom to form political parties is both guaranteed by the Constitution and 
implemented in practice, highlighted by the existence of a significant opposition able 
to campaign freely and oppose government initiatives. Ten political parties and 
coalitions are currently represented in the Parliament. The main opposition political 
bloc currently holds 19 per cent of seats in the national parliament, and the second 
largest opposition political party another 11 per cent of seats. The opposition 
representatives chair a number of key parliamentary committees, including on 
European Integration and on Anti-Corruption Issues. 
 
Rule of Law and Access to Justice 
 
Supremacy of the law 
 
Necessary legislative and institutional safeguards for the supremacy of the law are in 
place. The right to a fair trial and freedom from arbitrary arrest and detention are 
enshrined in the Montenegrin Constitution and criminal code. Montenegro continued 
to make progress in comprehensive reforms of the judiciary and in aligning it with 
European standards. In accordance with the new approach by the EC to the accession 
negotiations, Montenegro’s accession negotiations have started with the most difficult 
chapters – related to the rule of law – in order to provide sufficient time for the 

                                                 
11 Parliamentary Assembly of the Council of Europe (PACE), Resolution 1890 (2012), The honouring 
of obligations and commitments by Montenegro. 
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country to address all shortcomings. The screening process for the critical chapter 23 
(Judiciary and Fundamental Rights) and chapter 24 (Justice, Freedom, and Security) 
has begun and should encourage a further reinforcement of the rule of law.  
 
Independence of the judiciary 
 
The independence and impartiality of the judiciary is guaranteed by the Constitution 
and key safeguards are in place to ensure its impartiality. This includes the role of the 
Judicial Council, whose legal framework was amended in 2011, followed by the 
constituting of a new Council in 2012.  
 
The accountability of the judiciary has increased, due to a number of measures 
implemented in the recent years, including provisions for public accessibility of all 
decisions by the Administrative Court, the Appellate Court and other courts, as well as 
the appointment of Commissions for monitoring compliance with the Codes of Ethics 
of judges and prosecutors.  
 
Government and citizens equally subject to the law 
 
The track record in preventing and combating abuse of authority has improved. A 
number of verdicts have been issued against 29 individuals for abuse of office and 
high-level corruption. Among those officials convicted and sentenced to 
imprisonment were the former Mayor of Budva, his deputy, an MP, and a number of 
municipal officials.  
 
Amendments to the Law on Free Access to Public Information were enacted by the 
Parliament in 2012. Recently adopted legislation on conflicts of interest and public 
procurement started to be implemented. However, asset declarations of civil servants 
are still not being checked on substance. The Law on Free Legal Aid came into force 
in 2012. 
 
Effective policies and institutions to prevent corruption 
 
Although corruption remains a serious concern, and is still perceived by citizens as a 
widespread phenomenon, the authorities have made progress over the last years in 
tackling the problem. According to the 2012 Transparency International Corruption 
Perception Index (CPI), Montenegro had a score of 4.1, which places it 75th out of 
176 countries, broadly on par with its regional neighbours12. 
 
According to the latest reports by the Council of Europe’s Group of States against 
Corruption (GRECO), Montenegro has made “credible efforts to meet the 
recommendations addressed by GRECO”13. In its 2010 Report, GRECO noted that the 
real challenge in Montenegro lay in the effective application of legislation (a solid 
track record of investigations and convictions), but also identified a number of 
inconsistencies and ambiguities in the legislation concerning bribery and trading in 

                                                 
12 Transparency International, Corruption Perceptions Index 2012 
http://www.transparency.org/cpi2012/results 
13 Council of Europe, Group of States against Corruption (GRECO), Third Evaluation Round, 
Compliance Report on Montenegro, ‘Transparency and party funding’, 7 December 2012, page 13. 
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influence offences, as well as largely deficient monitoring machinery. GRECO 
subsequently issued 14 recommendations. The Compliance Report issued by GRECO 
on 7 December 2012 concluded that Montenegro has implemented satisfactorily or 
dealt with in a satisfactory manner more than two-thirds of the recommendations. 
GRECO thus “commended Montenegro for the substantial reforms” and encouraged it 
to continue on this path in order to implement all remaining recommendations, mainly 
related to the transparency of party funding14.    
 
In 2012, the Directorate for Anti-Corruption Initiatives (DACI) was transferred to the 
Ministry of Justice to ensure better coordination of anti-corruption activities. DACI 
conducted a number of awareness-raising campaigns on reporting corruption and on 
the protection of whistle-blowers.  
 
The full entry into force of the new Criminal Procedure Code in 2011 helped to speed 
up the criminal investigation procedure. The institutional and operational capacity of 
prosecutors, judges and police to fight corruption has been strengthened through 
further training. Since 2011, the Special Prosecution Office has an operational special 
investigative team.  
 
Civil and Political Rights 
 
Freedom of speech, information, religion, conscience, movement, association, 
assembly and private property 
 
The Constitution and relevant laws prohibit discrimination on grounds of sex, race, 
language, religion, national or social origin, property or social status. The Constitution 
guarantees the basic freedoms and rights of citizens recognized in international law, 
including the freedom of speech, information, religion and conscience, movement, 
association and assembly, and private property.  
 
Montenegro is a signatory to major international human rights instruments. Since the 
adoption of the previous Strategy Montenegro has signed and ratified 83 conventions 
of the Council of Europe15. According to the 2012 EC Progress Report on 
Montenegro, “good progress was made in improving the legal and administrative 
framework for civil and political rights”16. The country has recently signed the third 
optional protocol to the convention on the rights of the child, and ratified the Hague 
Convention on the protection of children and cooperation in respect of inter-country 
adoption. However, the Constitution is not yet in line with Article 13 of the European 
Convention on Human Rights regarding the right of an effective remedy before the 
national authorities for violations of rights under this Convention. Montenegro has not 
yet ratified the Convention on Reduction of Statelessness. By the end of 2012 the total 
number of pending applications submitted to the European Court of Human Rights 
from Montenegro stood at 851. 
 

                                                 
14 Ibid., page 14. 
15 Parliamentary Assembly of the Council of Europe (PACE), Resolution 1890 (2012), The honouring 
of obligations and commitments by Montenegro. 
16 European Commission, communication from the Commission to the European Parliament and the 
Council, Montenegro 2012 Progress Report, 10 October 2012, Page 14. 
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Progress has been made with respect to the enforcement of human rights. The 
administrative capacity and budget of the Ombudsman have been strengthened and the 
Ombudsman’s cooperation with civil society is improving. 
 
Some progress has been made with regard to the rights of persons with disabilities. 
The Council for the care of disabled persons was established in 2012, and the 
government adopted the Action Plan for the integration of persons with disabilities for 
2012-2013.  
 
As regards property rights, progress has been made in returning property confiscated 
under the communist regime. However the process of restitution has not yet been 
completed and the work of relevant commissions is proceeding slowly. Property 
which could not be returned was compensated for in the form of bonds. The land 
register currently covers 99.96 per cent of the country’s territory. 
 
The government showed greater openness to promoting and defending LGBT rights. 
The Council of Europe commended Montenegrin authorities on the efforts made in 
this direction, including the adoption of the comprehensive anti-discrimination law. 
However, LGBT people are still subject to discrimination and the handling of cases of 
violations of their rights remains slow. 17 
 
The last assessment of the track record of Montenegro in the area of human rights in 
the framework of the United Nations Universal Periodic Review (UPR) was 
conducted in January 2013. The key recommendations for Montenegro during both 
the first (2008) and second (2013) UPR review cycles included minority rights; 
freedom of expression and press freedom; and women’s rights. In 2008 Montenegro 
had accepted 100 per cent of UPR recommendations. This data is not yet available for 
the 2013 review18. “Positive achievements noted by delegations included, among 
others: the ratification of international human rights instruments; measures to advance 
the rights of disabled persons; steps taken to increase the participation of women in 
political life; progress made in combatting human trafficking; measures taken to 
reform the prison system; and steps taken to combat corruption”19. At the same time, 
“issues and questions raised by the Working Group included: steps to improve social 
services and address cases of discrimination, particularly against children, minority 
groups, refugee children and children with disabilities; measures to uphold the 
freedom of expression and of the press; efforts to integrate displaced persons and 
IDPs into society and uphold their rights; steps to curb domestic violence and 
violence against women; measures to fully respect the right of the Roma and other 
minority groups”20.  
 
In sum, fundamental rights are broadly respected in Montenegro. The main 
weaknesses in the consistent enforcement of the guaranteed rights include continuing 
                                                 
17 Parliamentary Assembly of the Council of Europe (PACE), Resolution 1890 (2012), The honouring 
of obligations and commitments by Montenegro. 
18 United Nations, Universal Periodic Review (UPR), 2013 review of Montenegro, Draft Report of the 
Working Group, 28 January 2013; and UPR statistics for Montenegro’s 2008 review http://www.upr-
info.org/database/statistics/index_sur.php?fk_sur=116&cycle=1 
19 United Nations, Universal Periodic Review (UPR), 28 January 2013, 
http://www.ohchr.org/EN/HRBodies/UPR/Pages/Highlights28January2013am.aspx 
20 Ibid. 
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stigmatisation of the LGBT community and inadequate social integration of people 
with disabilities. The Ombudsman still needs a full mandate to promote and protect 
human rights in accordance with the Paris Principles.  
 
Political inclusiveness for women, ethnic and other minorities 
 
The legislative framework for the protection of ethnic minorities is broadly in place, 
and the Law on Minority Rights is being implemented. The country has a complex 
ethnic composition. According to the 2011 census, only 45 per cent of the population 
identify themselves as Montenegrins. Ethnic Serbs represent 28.73 per cent of the 
population; Bosniaks 8.65 per cent; Albanians 4.91 per cent. Roma represent one per 
cent of the population, and there are also Egyptians and Ashkali (the members of 
these three communities are often grouped together as RAE, because they face similar 
problems). Inter-ethnic relations in the country are generally good, and often compare 
positively with the situation among the regional neighbours. RAE remain the most 
vulnerable minority. The strategy for improving their status for 2012-2016 and the 
relevant Action Plan have been adopted, and some progress has been achieved in their 
registration, as well as employment and education, including displaced persons. 
However, discrimination against RAE persists in access to employment, social, and 
health care. In 2011 the government set up a Coordination Board to oversee 
implementation of the strategy for durable solutions for displaced persons, but there 
are still gaps in access to services and rights for these groups.  
 
The key legislative elements for promoting and enforcing gender equality are in place, 
although the implementation is often hindered by the scarcity of resources. Recent 
amendments to the electoral law introduced a gender quota in candidate lists, which 
led to an increase in the number of women among candidates contesting elections (31 
per cent of candidates in the 2012 general elections were women, as compared to 14.7 
per cent during the previous elections). However, the gender quota for candidate lists 
is not accompanied by the requirement for the placement of women in higher 
positions on these lists. 
 
In the current Parliament, women MPs are 17.3 per cent (11 per cent in the previous 
Parliament). There are currently three female members of the Cabinet. In everyday 
life, besides under-representation in the labour market and pay gaps, the main issue of 
concern is domestic violence. The government has adopted a special strategy for the 
implementation of the law on protection from family violence. 
 
Freedom from harassment, intimidation and torture 
 
Constitutional guarantees against harassment, intimidation, and torture are in place 
and are largely upheld in practice. However, the legal and institutional framework for 
prohibiting ill-treatment still needs to be brought in line with the best international 
standards, particularly with respect to the prison conditions. The latest report of the 
Council of Europe’s Committee for the Prevention of Torture and Inhuman or 
Degrading Treatment or Punishment (CPT), issued in 2010, contained 
recommendations to improve the conditions of detention and implement a more 
proactive approach of ‘zero tolerance’ towards ill-treatment in prison and in police 
custody, as well as improving the efficiency of investigations related to allegations of 
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ill-treatment21. In February 2013 a CPT delegation carried out an eight-day visit to 
Montenegro in order to assess the country’s progress. Their conclusions will be 
submitted to the Montenegrin authorities in July 2013 and the final report should be 
made public, alongside the responses of the Montenegrin government, in early 2014. 
 

                                                 
21 Council of Europe, European Committee for the Prevention of Torture and Inhuman or Degrading 
Treatment or Punishment, Report to the Government of Montenegro, 9 March 2010. 



 32

Annex 2 – Assessment of Transition Challenges 

Sectors  Market Structure  Market-Supporting 
Institutions  

Industry, Commerce and Agribusiness 
Agribusiness  Medium  Medium  
Manufacturing and Services Medium Medium 
Real estate  Medium Large 
Telecommunications  Small Medium 
Energy  
Natural resources  Small Medium 
Power  Large  Medium 
Sustainable energy  Large Medium 
Infrastructure  
Urban Transport  Small Large 
Water and Wastewater  Large Large 
Roads  Medium Large  
Railways  Medium Medium 
Financial Institutions  
Banking  Medium Medium  
MSME  Medium  Medium  
Insurance and financial services  Medium Medium 
Capital Markets  Large Medium 
Private Equity  Large  Large 
 
Agribusiness 
Market structure: Medium 
Market institutions: Medium 
 
Montenegro provides limited price and trade support to its agricultural sector. An 
SAA with the EU entered into force in 2008 and the country joined the WTO in April 
2012. Agricultural production is structured by traditional vegetable markets, small 
privately-owned family farms, of which the average size is estimated to be less than 5 
hectares, and a few meat processing companies. The food industry is small and in 
need of further restructuring and quality upgrades. Their small size and lack of know-
how prevents Montenegrin agricultural producers from achieving economies of scale 
and competing with regional (first of all Serbian and Croatian) companies. The 
institutional framework supporting the sector is weak even in regional SEE 
comparison – land ownership problems remain while building a warehouse and 
registering property have been evaluated as cumbersome. Finance to the sector 
remains scarce even in SEE comparison.  
 
Manufacturing and Services 
Market structure: Medium 
Market institutions: Medium 
 
The upgrade of the market structure reflects cumulative improvements over the years 
notably in price and trade liberalisation with the formal accession to the WTO in April 
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2012. The country’s R&D expenditures are relatively high in relation to GDP. 
Privatisation is advanced, with most state assets having been sold off. Montenegro has 
had some success in creating a favourable business climate and in attracting 
substantial inflows of FDI. Nonetheless, significant challenges remain in lowering the 
barriers to business creation, especially in the area of licenses, obtaining construction 
permits and tax payment procedures. Montenegro acquired formal status of an EU 
candidate country at the end of 2010, in recognition of its positive track record in 
reforms and impressive political stability. However, the country’s corporate sector 
remains dominated by only two main industrial producers, KAP and Niksic Toscelik. 
KAP remains heavily subsidised and was formally nationalised in March 2012. This 
renders the country highly vulnerable to their economic viability. Restructuring 
remains slow and additional improvements to corporate governance and business 
conduct are required in most enterprises.  
 
Real estate 
Market structure: Medium 
Market institutions: Large 
 
Although the market for modern commercial property remains at a relatively early 
stage of development, a number of experienced real estate developers and investors 
are entering or considering entering the market in a wide range of asset types 
including office, hotel, retail, industrial and housing (permanent and holiday homes). 
The recent re-development of a landmark tourist site, the Sveti Stefan hotel complex, 
indicates the potential for low-density, sustainable tourism in Montenegro. However, 
progress is inhibited by the lack of adequate infrastructure and the non-availability of 
long-term financing. The office and retail markets remain fragmented. The property-
related business environment remains relatively weak, in particular with respect to 
dealing with construction permits (Montenegro ranked 173 out of 183 countries in the 
2012 World Bank Doing Business). Gaps in terms of the development of modern 
primary and secondary legislation supporting the sustainability of real estate (energy 
efficiency, impact on environment) are still large. 
 
Telecommunication 
Market structure: Small 
Market institutions: Medium 
 
The telecommunications sector is regulated by the Agency for Electronic 
Communications and Postal Affairs (EKIP). Its independence could be further 
improved. The regulatory framework is close to the EU framework (the EU 2003 
regualtory framework) but there are still gaps in the practical implementation. The 
Digital Switchover strategy was adopted in 2008 and the public broadcaster, RTVCG, 
has been supported by the EU in the on-going digitalisation process. 
 
The incumbent, T-Crnogorski Telekom, has been privatised (it is now controlled by 
Magyar Telekom) and the government has no stake in it, but it continues to dominate 
the fixed-line market. A number of licenses were awarded in 2007 to encourage fixed-
line market competition and development of the cable TV market. The mobile 
segment is relatively well developed, with competition between three operators, 
Telenor, MTEL and Crnogorski Telekom. Mobile penetration is very high, partly 
compensating for a declining fixed line penetration. 3G and HSDPA services were 
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launched in 2007, enabling the launch of new mobile broadband services. Broadband 
internet is available through a variety of platforms, including WiMAX, and the 
penetration levels have improved significantly (although they are still significantly 
below the levels typical in Western Europe or the CEB region and the available 
speeds are relatively low).  
 
Natural Resources 
Market structure: Small 
Market institutions: Medium 
 
Montenegro still does not have access to international sources of natural gas, although 
the country already takes part in large gas transport projects (e.g. Adriatic-Ionian 
Pipeline) and may join others (e.g. Trans-Adriatic Pipeline, South Stream). While 
Montenegro has small coal reserves, it is fully reliant on imports of oil, which account 
for about 60 per cent of total energy imports. There is some interest in offshore oil 
and gas exploration in the country, mostly from independents or local companies. The 
downstream petrol retail market is liberalised and there is participation of private 
foreign companies (e.g. Lukoil of Russia, Petrol d.d. of Slovenia). The main 
integrated company is Jugopetrol AD Kotor (JPK), which was 53 per cent privatized 
to Hellenic Petroleum in 2002. JPK leads the downstream market. Petrol prices are 
liberalised yet regularly harmonized.  
 
Institutions and policies to support market structure need strengthening. Montenegro 
signed the 2005 Energy Community Treaty, which aims to extend the EU's internal 
energy market to south-eastern Europe and create an integrated market for electricity 
and gas in the region. Although there are plans to open up the market gradually, no 
eligibility thresholds have been set and spontaneous requests by customers for other 
sources of supply do not generate sufficiently powerful momentum to develop a gas 
market. A new Energy Law, adopted in April 2010, is the basic document governing 
the main principles for implementing energy policy and strategy, competencies of the 
government in the energy sector, and the establishment, role and responsibility of the 
regulatory body. In March 2011, a document outlining the country’s energy policy 
until 2030 was adopted which indicated priorities in security of supply and 
development of a competitive energy market. 
 
Sustainable Energy 
Market structure: Large 
Market institutions: Medium 
 
Montenegro has a legal framework and policies for energy efficiency, however 
institutions to implement the policies remain weak. Cost reflective tariffs are applied 
but cross-subsidies still persist and environmental costs are not included in energy 
prices. The government adopted the Energy Development Strategy of the Republic of 
Montenegro by 2025 and Energy Efficiency Action Plan for 2008-2012, but concrete 
programmes and implementation instruments are yet to be established. Feed-in tariffs 
and secondary legislation to promote renewable energy were introduced during 2012 
but their practical implementation remains challenging because of the limited 
administrative capacity. Montenegro ratified the UNFCC and Kyoto protocol in 2007 
where it holds the status of Non-Annex 1 Party. No GHG emission targets or policies 
were adopted and the Designated National Authority DNA for CDM projects has yet 
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to be established. Remaining challenges include the establishment of a predictable 
legal and institutional framework to enable market penetration of energy efficiency 
projects, and the implementation of the enacted framework for renewable energy. 
 
Power 
Market structure: Large 
Market institutions: Medium 
 
The power sector is still dominated by the vertically integrated state-owned power 
utility EPCG. However, some progress has been made in improving the market 
structure by starting the unbundling process. In 2009 transmission was legally 
unbundled into a separate company, CGES. Revisions to the Energy Law in 2010 
require distribution and the market operator to be legally unbundled from EPCG and 
CGES respectively in the course of 2011. Although EPCG and CGES remain majority 
state-owned considerable progress towards private sector participation in the power 
sector has been made with the acquisition of 44 per cent of EPCG by the Italian utility 
A2A (together with management control) and 22 per cent of CGES by the Italian TSO 
Terna. The capacity of Montenegrin institutions needs to be further strengthened. 
 
The 2003 Energy Law, as revised in 2010, is the main legislative basis for the reforms 
already undertaken in the sector. It established the Montenegrin Energy Regulatory 
Agency (ERA), and laid the foundations for the unbundling of the sector. The 
regulator is responsible for issuing the relevant licences and regulating tariffs. A cost-
reflecting tariff methodology is notionally applied. Tariffs in recent years have 
decreased from levels that were already less than cost-reflective albeit with a 6 per 
cent increase in 2012. Partly as a consequence of historic under-investment 
commercial losses remain high and cross-subsidies are still significant. The 
implementation of a five year transition plan to increase residential tariffs and 
eliminate cross subsidies, announced in 2007, has been continually postponed. A 
feed-in tariff mechanism to support renewables has been implemented and some wind 
projects are now under development. Exploitation of Montenegro's extensive small 
hydropower potential has been held up by permitting and planning issues although 
progress on adopting the necessary secondary legislation has been achieved and 
several small hydropower plant projects are being implemented. A new interconnector 
between Montenegro and Italy is currently being developed. A large hydropower 
project on the Moraca River is also being prepared for tender on a PPP basis. 
 
Water and wastewater 
Market structure: Large 
Market institutions: Large 
 
Local infrastructure has been transferred to municipalities, but corporatisation of 
water utilities into JSCs is not complete. There are plans for the utilities to become 
shareholders companies, which could be privatized, apart from water sector, in which 
municipalities will have to keep majority control. The financial operations are overall 
satisfactory although revenues come from both tariffs and municipal subsidies as the 
tariffs are often falling short of covering operational costs. Although meters exist in 
all municipalities, collection rates can still be improved in almost all the towns. 
Utilities have limited access to commercial funding and are mostly grant financed or 
under the sovereign guarantee. Financing for infrastructure is most often provided 
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from the municipal budgets. There is no proper waste water treatment in most of the 
municipalities. Management of water supply and wastewater collection and treatment 
services is the responsibility of local governments, and there is no national regulator. 
Tariffs are set by municipalities without a transparent price formula, which together 
with weak contractual arrangements make tariff setting and operational targets subject 
to political interference. Substantial cross-subsidies between consumer groups are still 
widespread. 
 
Urban Transport 
Market structure: Small 
Market institutions: Large 
 
Local infrastructure has been transferred to municipalities, and corporatisation is 
common. Private sector participation is significant in the urban transport sector, and 
all bus lines are operated by private companies generating competitive pressures on 
various market segments. Private companies operate within a regulatory framework 
based on simple licensing arrangements which sometimes limits long-term financing 
and improved service quality. The financial operations are overall satisfactory 
although revenues come from both tariffs and municipal subsidies in a somewhat 
unpredictable manner.  
 
Roads 
Market structure: Medium 
Market institutions: Large 
 
Road directorates for primary and secondary roads as well as for motorways were 
established, while the responsibilities of community roads were transferred to 
municipalities. The road maintenance company was privatised to a Slovenian 
company in 2003, but it remains a monopoly. Road user charges, including fuel excise 
tax and fuel levy and vehicle charges and transit fees, were introduced, and are 
sufficient to cover maintenance and rehabilitation costs. A law on private sector 
participation in public services was adopted but there have been no PPP projects to 
date.  
 
Railways 
Market structure: Medium 
Market institutions: Medium 
 
The railway network includes just two main lines. The government adopted a railways 
restructuring plan in line with EU directives (i.e. vertical separation). Track access is 
being given to third parties, but effective competition does not exist. The authorities 
are considering some private sector participation in station management and possibly 
in other areas. Labour restructuring progressed and efficiency generally improved.  
 
Banking 
Market structure: Medium 
Market institutions: Medium 
 
Eleven banks compete in Montenegro, of which nine are foreign-owned banks. The 
latter hold an approximately proportionate amount of assets, 89.9 per cent, and thus 
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continue to dominate the Montenegrin banking sector. As in other countries, the 
international financial crisis has revealed the system’s vulnerabilities related to 
reliance on parent bank support. Stress testing results confirmed that credit risk is the 
most important risk to which the Montenegrin banking system is exposed. The 
necessary banking sector regulation and supervision is in place. As a result of the 
crisis, several measures were implemented to address liquidity issues, including a law 
authorising the Central Bank to provide direct liquidity to the banking sector. Such 
support was given in two cases, a loan to troubled Prva Banka and a guarantee 
covering KfW and EIB loans to banks financing SMEs. At end of 2011, liquid assets 
represented 19.1 per cent of total assets, basically unchanged from the level of 19.9 
per cent in the previous year. Governance, risk management, and portfolio 
management of banks remain key challenges.  
 
Insurance and other financial services  
Market structure: Medium 
Market institutions: Medium 
 
Twelve insurance companies operate in Montenegro, after a new company entered the 
market in 2011. The market continues to show a significant level of concentration, 
with the top three players having a market share of 84 per cent and the largest player 
accounting for 53 per cent of the insurance market. Non-life insurance still accounts 
for around 88 per cent of premia (of which 56 per cent of compulsory motor 
insurance) while life insurance accounts for the remaining 12 per cent. The segment is 
still dominated by the state with private insurance funds’ premia share at only a little 
over 21 per cent. Montenegro has seen adverse developments in the leasing segment. 
Leasing penetration dropped from over 5 per cent in 2008 to 0.9 per cent in 2010, 
with only a slight 3.3 per cent recovery noted in the first half of 2011. Significant 
needs for development remain for both the level of skills and availability of products 
in Montenegro’s insurance sector. Insurance legislation and regulation fall somewhat 
short of the IAIS standards, in particular with respect to the effectiveness of the 
regulator. Some progress has been made with respect to the Insurance Supervision 
Agency’s administrative capacity, through extensive staff training as a preparation for 
solvency II, however many posts still need to be filled. Challenges also remain on the 
pension side- a voluntary private pension system is present in the market since 2006, 
however the introduction of a funded pension scheme based on mandatory savings has 
been postponed, whilst current pension systems’ funding is not sustained. Progress 
still needs to be made on aligning occupational pension funds with the EU acquis. 
Mortgage penetration remains at low levels. 
 
Micro, Small and Medium-sized enterprises 
Market structure: Medium 
Market institutions: Medium 
 
MSMEs accounted for about 99.6 per cent of the number of companies, and 62 per 
cent of employment as of end 2008. MSMEs rely mainly internal funds and on 
commercial banks to finance their activities. However, bank lending has severely 
suffered from the crisis, disproportionally affecting MSMEs. The worsened global 
international environment has also affected other sources of finance, including 
availability of risk capital. Most firms report that they have access to credit from 
financial institutions, although volumes of credit has been negatively affected by the 
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crisis with the introduction of credit growth limits and increased risk aversion in 
commercial banks. SME lending accounts for around 14 per cent of total bank lending 
to private sector. Most enterprises access credit from commercial banks or NGOs 
specialised in provision of commercially based microfinance, supporting the demand 
for credit of local MSMEs. Bankruptcy procedures are supportive of MSME lending. 
Legislation to regulate the establishment of Credit Guarantee Funds was approved in 
2008. Banks can accept movable assets as collateral and the definition of collateral is 
flexible. A Secured Transaction Registry is in place for registration of pledges and 
liens and authorised persons (lawyers and commercial banks) can file a notification 
statement electronically. Contract enforcement has been recently improved especially 
regarding procedures and time spent. A public credit registry is in place and started 
sharing information with banks and micro credit financial institutions (MFI’s) in the 
second half of 2007. However, legislation is not yet in place to ensure that all 
individuals can access their data.  
 
Private equity  
Market structure: Large 
Market institutions: Large 
 
A commercial private equity sector is yet to develop and to date the country has not 
attracted significant interest of international private equity funds or any local 
institutional quality managers. A challenging business environment, limited 
investment opportunities and poor exit prospects all characterise this sector. 
Conformity with OECD Core Principles of Governance is relatively low, resulting in 
an institutional environment which contributes to the difficulty in attracting fund 
managers and local institutional investors alike. 
 
Capital markets  
Market structure: Large 
Market institutions: Medium 
 
Market capitalization of the Montenegro Stock Exchange was at 73.2per cent of GDP 
in 2011, with a turnover ratio of 0.02248. There were 29 companies listed, unchanged 
from 2010. The step to legally join the Nex Montegro to the Montenegro stock 
exchange in October 2010, has improved monitoring and analysis for investors as 
well as regulation by supervisors through centralisation. With the view to become 
more liquid and to implement a new information system, the Montenegro Stock 
Exchange has paired up with the Luxemburg Stock Exchange. The new information 
system is designed in accordance to world standards and in particular with MIFID, 
which is crucial for Montenegro with respect to its EU membership aspirations. 
Furthermore, the Montenegro stock exchange became a data vendor for the Vienna 
Stock Exchange, enabling it to subscribe to price data from the latter. The money 
market remains at early stages of development. The scope of instruments traded as 
well as the number of participants remains very narrow: The Central Bank states that 
T-Bills, traded exclusively on the primary market, are the only short- term securities 
on the Montenegrin money market, with banks being the biggest investors. The range 
of instruments traded on the Montenegro Stock Exchange remains very limited, with 
only the simplest instruments such as bonds and shares present.  
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ANNEX 3 – LEGAL TRANSITION 

 
This annex presents an analysis of legal sectors relevant to the EBRD investment 
strategy for Montenegro during the new Strategy period. It is based on assessments 
conducted by the EBRD Legal Transition Programme.22 
 
1. Enhancing competitiveness of SME sector 
 
Access to finance – law on secured transactions 
 
Montenegrin law provides a detailed, comprehensive and well developed framework 
for secured transactions. Provisions on taking pledge over movable assets and rights 
are regulated in the Law on Secured Transactions No. 01-2178/2 adopted on 19 July 
2002 and applicable as of 1 January 2003. Any movable property that may legally be 
transferred pursuant to the applicable law may serve as collateral and general 
description sufficient to reasonably identify the collateral is sufficient. Future property 
can be collateralised as well, including uncut timber, future crop and future livestock 
as well as fluctuating pool of assets such as inventory. To perfect a pledge a 
Notification Statement must be registered into the records of the Registration Office 
of a Notification Statement (Secured Transactions Registry of the Commercial Court 
in Podgorica) can be done electronically by authorised persons (lawyers and 
commercial banks) or in a written form or by telefax by everyone else. The registry is 
centralised and can be searched on-line against the name of the pledgor, serial number 
of the pledged assets or registration number.  
 
As regards immovable property, a consensual mortgage is created by execution of a 
written agreement between the owner, whose signature needs to be certified by the 
competent body, and the mortgage creditor. A unilateral mortgage can be created on 
the basis of a pledge statement prepared by the owner by which he unilaterally obliges 
himself to bear, in the case the debt is not paid out when due, the satisfaction of 
creditor’s secured claim from the value of mortgaged immovable property, in the 
manner prescribed by law. Perfection of mortgages is done by registration with the 
cadastre of real property. While governmental authorities initiated a campaign for 
registration of the property in cadastre, it appears that this is still work in progress and 
that title over all the property in the country cannot be established with certainty.  
 
Corporate Governance 
 
The corporate governance framework in Montenegro is primarily detailed in the 
Business Organisation Law, enacted in February 2002, as amended. In March 2011 
the Parliament adopted the Law on Takeovers of joint stock companies, partly aligned 
with the Takeover Bids Directive. In May 2009, the Montenegro Stock Exchange 
adopted a Corporate Governance Code23 recommending joint-stock companies whose 
shares are listed on the stock exchange to comply with the recommendations included 
in the Code or explain any deviation (so-called “comply or explain” mechanism). A 

                                                 
22 See www.ebrd.com/law 
23 The Corporate Governance Code is available 
at:http://www.ebrd.com/country/sector/law/corpgov/codes/monte.pdf  
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Scorecard for reporting compliance with the code has been adopted by the Stock 
Exchange.24  
 
Pursuant to the 2011 and 2012 Progress Reports issued by the EU, Montenegrin 
legislation on company law is largely consistent with the EU acquis, but some 
discrepancies remain to be addressed. In particular, an independent public oversight 
body for auditors and a quality control system need to be clearly planned and 
established. 
 
The Corporate Governance Code provides good guidance on how to shape corporate 
practices of listed companies, but omits detail on some key aspects of corporate 
governance. For example, the Code recommends that companies establish board 
committees (i.e., Appointments, Remuneration and Audit committees) but it does not 
provide guidance the composition of these committees. The Code also recommends 
companies to consider having independent directors on their board but it only 
provides limited guidance on what “independence” means. Further, it is not clear what 
the role of independent director should be within the board or committees, and the 
Code’s implementation is quite limited: based on the information available on the 
Montenegro Stock Exchange,25 it seems that only five companies have adopted the 
Code. 
 
Insolvency 
 
A new Insolvency Law has been introduced into Montenegrin legislation (effective as 
of 20 January 2011) which has closely followed the provisions set out in the 
UNCITRAL Guide on Insolvency Law 2004. As a consequence, Montenegro has 
advanced insolvency legislation that promotes the reorganisation of businesses in 
financial difficulty, as well as the liquidation of non-viable companies and contains 
detailed provisions regarding the more complex areas of insolvency law such as on 
avoidance of transactions and insolvency set-off.    
 
Contract Enforcement / Judicial Capacity 
 
The EBRD Judicial Decisions Assessment 2012 found court judgments in commercial 
law matters to be moderately predictable and of reasonable but variable quality. The 
pace of justice was considered relatively slow. There remains a significant case 
backlog, which is being reduced slowly: in 2011 there was a 4 per cent reduction in 
the backlog compared to 2010. Judges continue to have a large workload, despite 
Montenegro having one of the highest ratios of judge to population in Council of 
Europe member countries. The lack of a formal system to monitor the length of trials 
has been noted as a deficiency in the current system and is an area of suggested 
reform. Access to court judgments has improved recently, with decisions of appeal 
courts now generally available, contributing to greater certainty in legal proceedings. 
However, more work remains to be done in this area; full public access to decisions at 
all instances would facilitate the country’s efforts to strengthen the transparency and 
accountability of judiciary. 

                                                 
24 The Scorecard is available online at: 
http://www.montenegroberza.com/upload/documents/eng/SCORECARD_MontenegroStockEx_final.p
df  
25 http://www.montenegroberza.com/code/navigate.asp?Id=896  
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One of the main on-going concerns relating to the judiciary is the perception that it 
remains significantly politicised. This is referred to in recent reports of the European 
Commission as one of the main challenges confronting Montenegro on its path to 
accession. Among recent measures taken to address these issues are the establishment 
of a Judicial Disciplinary Commission, as well as a Commission for conducting new 
written tests for candidate judges. Weaknesses in the enforcement of commercial law 
judgments are another concern. Recent measures to improve the situation include the 
establishment of a bailiff service. 
 
2. Supporting infrastructure needs 
 
Law on Concessions/PPP 
 
Montenegro has a modern and comprehensive concessions act enacted in 2009 (the 
“Concession Law”). There is no special law regulating all forms of private-public 
partnership (PPP), however, there have been reports on the existence of a PPP 
Working Group with one of the tasks being the drafting of such a law. In addition, the 
Law on Participation of Private Sector in Performance of Public Services, as amended 
in 2009, remains applicable for public services operated through leasing and 
management agreements. 
 
The granting of concessions is organised generally through a competitive procedure 
based on the principles of transparency, non-discrimination and competition set out in 
the Concession Law. During the recent EBRD PPP/Concessions Laws Assessment 
throughout the EBRD countries the quality of laws of Montenegro was rated as “in 
high compliance with the international best standards”. However their workability in 
practice was ranked “low effectiveness” largely due to the absence of a clear PPP 
policy and the underdeveloped institutional infrastructure. There is no special PPP 
Unit or an equivalent body. Furthermore, there are certain bodies involved in the 
process of awarding concession, mostly per sector laws, such as the ports authority as 
far as relevant activities are concerned. In addition, some bodies are formed ad hoc 
within the relevant ministry for purposes of awarding specific concessions (maritime, 
railway, etc.). Based on the government’s paper on summarising the award of 
concessions it looks like the main challenges relate to the monitoring of concessions 
implementation and the overlapping authority of the agencies participating in the 
process. In addition, Montenegro remains one of the very few countries in the region 
that has not yet ratified the Washington Convention (ICSID) which may be seen as a 
negative sign to investors. The creation of a specialist PPP Unit could contribute to 
the solving of the identified problems, fix the weak institutional infrastructure and 
enhance PPP in the country.  
 
3.  Optimising energy sector 
 
Renewable Energy 
 
Montenegro’s policy framework for renewable energy (RE) is set out in the Energy 
Policy of Montenegro until 2030 adopted in March 2011 (the “Policy”) and the 
Energy Development Strategy of Montenegro by 2030 adopted in December 2012 
(the “Strategy”). Both the Policy and the Strategy cover the broader energy and RE 
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sector and were adopted with a view to harmonise Montenegrin legal framework with 
the acquis communautaire.  
 
The regulatory framework in the RE sector has also been recently upgraded, with the 
adoption of the new Energy Law in April 2010 (the “Energy Law”) that replaced the 
previous Energy Law of 2003. EU membership negotiations have been the main 
catalyst behind the recent legal and regulatory reforms. Harmonisation of national 
laws with the energy acquis, in particular, the EU Third Energy Package of 2009 is 
on-going.  
 
The Energy Law covers the broader energy sector, including the RE sector; several 
implementing regulations in the RE sector envisaged by the Energy Law have been 
adopted. The new RE regulatory framework provides for differentiated feed-in tariffs 
and system of guarantees of origin of electricity for the first time. It also allows RE 
producers to obtain the status of a “privileged producer” enabling them to use a price 
support scheme established by the government and priority in delivery of produced 
electricity within the transmission or distribution networks. The Energy Law does not 
regulate in detail licencing and production of energy from renewable energy sources 
(RES). The incentives for the producers are to be provided for in special laws and 
regulations. The Energy Law sets forth certain protection for the socially vulnerable 
consumers. 
 
Energy Efficiency 
 
Similar to the RE sector, Montenegro’s current policy framework for the energy 
efficiency (EE) sector is set forth in the Policy and the Strategy, which envisage 
improvement of EE and growth of EE measures in various sectors.  
 
With a view to harmonisation with the acquis on the way towards EU accession, the 
EE regulatory framework has been upgraded in April 2010 with adoption of the new 
Energy Law as well as the Energy Efficiency Law. A number of implementing 
regulations envisaged by the Energy Efficiency Law have been issued, with several 
yet remaining to be adopted. The new regulatory framework sets forth the basis for 
energy service companies (ESCOs) functioning, broader third party financing 
structures in the EE sector, as well as energy performance contracts execution. A 
requirement for undertaking energy audits has been further introduced for certain 
types of buildings as well as certain types of equipment such as boilers, along with 
related requirement of issuing appropriate certificates. The introduction of EE 
labelling of household appliances is among other novelties of the Energy Efficiency 
Law. It further requires the adoption of a three-year energy efficiency action plans 
indicating a national target for energy savings, annual operational plans for EE 
improvements in public administration institutions and EE improvement programmes 
of municipalities. Overall the EE framework remains to be yet brought in line with the 
EU EE standards as part of the country’s EU accession process. 
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ANNEX 4 – SMALL BUSINESS SUPPORT 

 
The EBRD promotes economic transition by assisting enterprise change in viable 
micro, small and medium enterprises (MSMEs) and contributing to the development 
of a sustainable MSME support infrastructure through the mechanisms of Small 
Business Support (SBS): The Enterprise Growth Programme (EGP) and Business 
Advisory Services (BAS). 
  
Previous SBS experience in Montenegro 
 
EGP has been active in Montenegro since 2002 with more than €3 million of donor 
funding mobilised from the EU, Italy, Japan, Luxembourg and other bilateral donors. 
Until today, 72 MSMEs have received EGP assistance, with construction, 
accommodation and tourism as well as agribusiness being the most common sectors 
of intervention. 65 per cent of evaluated projects have been rated successful or highly 
successful. 26 per cent of beneficiaries reported an increase in the number of 
employees, and almost 70 per cent an increase in turnover. In addition, EGP has 
facilitated a number of business matching trips for beneficiaries in Montenegro to aid 
them establish new business contacts abroad. 
 
Since inception in 2003, BAS Montenegro has received more than €4.1 million in 
donor funding from the EU, the EBRD Shareholders’ Special Fund, the Netherlands 
and others, which has been supplemented by around €1.2 million in client 
contributions. To date, BAS has implemented almost 500 projects, mainly related to 
computerised financials, quality management and environmental management across 
a wide number of industries. 368 projects have been evaluated to date, of which 42 
per cent were rated successful or highly successful. 70 per cent of BAS assisted 
enterprises have reported an increase in turnover, and 41 per cent an increase in their 
workforce. In addition, 12 per cent have received financing in excess of €1.6 million. 
BAS has also undertaken 16 market development activities (MDAs) to help develop 
an adequate MSME support infrastructure. 
 
Furthermore, SBS has addressed several cross-cutting issues pertinent to the private 
sector in Montenegro, including environmental management, rural development and 
gender.  
 
MSME and consulting sector in Montenegro 
 
The MSME sector  
The importance of the MSMEs sector in Montenegro is steadily increasing. According 
to 2012 statistics, MSMEs generate 72 per cent of total employment. Most MSMEs 
are micro enterprises, operating largely in the wholesale and retail trade industry, 
services as well as real estate. The size of the informal economy remains high and 
despite almost unlimited access to the EU market and the CEFTA region, the MSME 
share in exports is still low, mainly due to a continued lack of standardisation, low 
productivity levels and insufficient management expertise and market knowledge. 
Furthermore, as the Montenegrin economy continues to feel the effects of the global 



 44

financial and economic crisis, domestic demand remains subdued and limited lending 
activities by the banking sector has disproportionally affected the MSME sector.  
 
The consultancy market  
The consultancy market in Montenegro continues to face large transition challenges. 
Though the availability and quality of advisory services is gradually increasing, 
demand remains low and the industry lacks maturity and market penetration. 
Advisory services are almost exclusively accessible in urban areas and the majority of 
consultants operate as individuals, indicating a low level of consolidation. Despite 
some improvements in recent years, consultants with an expertise in environmental 
management, resource efficiency and engineering solutions remains limited. 
Furthermore, lack of professionalism and client-orientation continues to hinder the 
development of the industry and has generated a negative image of the industry 
amongst SMEs. There is no professional consultancy association in place which could 
help improve standards and institutionalise the sector. 
 
Infrastructure of MSME support 
Institutional support for the development of the MSME sector is defined through the 
SME Development Strategy 2011–2015, which envisages improvement of the 
business environment and access to finance, strengthening the competitiveness of 
MSMEs and entrepreneurship as well as support to start-up companies as the broad 
priorities of the government. The Directorate for SME Development (SMEDA) within 
the Ministry of Economy is responsible for MSME policy development and execution 
of the strategy, but has suffered significant cuts in financial and human resources in 
recent years. As a result, the agency’s support activities remain scattered and their 
impact is limited. Financial assistance to the sector is addressed through the activities 
of the state-owned Investment and Development Fund (IRF), which provides credits 
and guarantees at favourable conditions to the sector. In the private sector, the 
Chamber of Economy and the Montenegro’s Employers’ Federation are actively 
engaged in the development of the industry. 
 
Continuation of SBS in Montenegro 
 
In light of the country’s gradual approximation to the European Union, it is vital to 
increase the capacities of the private sector of Montenegro to meet the competitive 
pressure stemming from the internal market. The EBRD will support this through 
direct enterprise assistance and systemic market development interventions through 
SBS, thereby contributing to the development of a competitive and sustainable 
MSME sector.  
 
In close cooperation with other donors and national authorities, the EBRD will in 
particular work with enterprises in the tourism and agribusiness industries, aiming at 
creating better synergies and improve overall outputs. Specific focus will be given to 
raising standards and improving marketing techniques in the service and hospitality 
industry and upgrade productivity, value-added, distribution and quality management 
in food processing to strengthen the supply of domestic products and export activities. 
 
In addition, the EBRD will assist beneficiary companies in accessing finance through 
support in business and investment planning, in order to enable advisory services 
clients to meet the investment requirements for EBRD and its partner financial 
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institutions. BAS will further implement the LEF financial management and reporting 
Programme with the objective of raising enterprise financial management practices 
and standards in order to facilitate potential EBRD investments. 
 
SBS will consider implementing a dedicated Women in Business Programme, while 
addressing other cross-cutting issues through normal operations. 
 
At market level, SBS will further aim at promoting best international practises and 
standards in the two priority sectors through dissemination of successful showcases 
and trainings. BAS will focus on developing a sustainable and commercially viable 
local business advisory services market. SBS will also build further existing 
partnerships with relevant local institutions to strengthen institutional support to the 
MSME sector in order to sustain assistance to the industry in the long-term. 
 
Subject to funding, the EBRD will use the EGP, to further support the transfer of 
management skills and specific industry knowledge to high-growth potential 
enterprises through direct enterprise assistance and sector dissemination in the two 
priority sectors. This approach will assist enterprises within these industries to 
enhance their exposure to international best practises and create linkages with other 
companies in the region and the EU markets.  
 
Through BAS, the EBRD plans to further enable MSMEs to access consulting 
services by facilitating projects with local consultants. A flexible grant scheme will be 
applied through annual updates of the Grant Guideline Matrix to prioritise 
intervention and avoid duplication of efforts with international donors and 
governmental organisations. Typically, higher grants will be allocated for smaller 
enterprises, for enterprises located outside of Podgorica, for more complex 
consultancy services and for projects involving consultancy services where market 
demand is less mature. These include marketing and strategy, ICT and engineering 
solutions as well as resource efficiency and environmental management.  
 
BAS assistance at the enterprise level will be complemented with market 
development activities in order to maximise the programme’s transition impact, 
including: 
 

(i) visibility and dissemination to promote the use of business advisory 
services, especially in rural areas, and to stimulate demand for more 
sophisticated consultancy services; 

(ii) consultancy capacity building focused on investment planning, resource 
efficiency and environmental management as well as training in sales and 
marketing of consultancy services and 

(iii) MSME trainings, which will mainly focus on addressing cross-cutting 
issues such as women in business, rural development, financial 
management, resource efficiency and environment protection. 
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ANNEX 5 – TECHNICAL COOPERATION 

 
 
TC COMMITMENTS BY DONOR THROUGH EBRD, 2009-2012 
 

Donor TC Commitments (€) 
Central European Initiative        414,298 
Czech Republic        549,559 
EBRD Shareholder Special Fund       1,875,539 
EU        575,500 
France        400,000 
Germany        498,000 
Greece         50,000 
Italy        260,000 
Korea         57,500 
Luxembourg        210,000 
Spain         95,000 
Western Balkans Fund        290,230 
Grand Total 5,275,626
 
 
TC COMMITMENTS BY SECTOR THROUGH EBRD, 2009-2012 
 

Sector/Team TC Commitments (€)
SME Development* SBS  1,814,292 
  Agribusiness    24,950 
E2C2 E2C2   344,560 
LTT LTT   153,000 
Infrastructure MEI  2,938,824 
Grand Total 5,275,626
 
Note: Commitment values based on year end or period end data for each year. 
 
* This sector category encompasses direct assistance to SMEs and indirect assistance through policy 
dialogue between the EBRD, the authorities and commercial/business associations (e.g. Investment 
Councils) 
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ANNEX 6 – SELECTED ECONOMIC INDICATORS 

Montenegro 
2007 2008 2009 2010 2011 2012 2013 

Estimate Projection 

Output and expenditure (Percentage change in real terms) 

GDP 10.7 6.9 -5.7 2.5 3.2 -0.5 1.0 
     Private consumption 37.8 12.1 -12.9 2.0 4.2 1.9 n.a. 
     Public consumption -10.2 0.3 0.7 -0.3 -1.6 -11.1 n.a. 
     Gross fixed capital formation 33.8 40.7 27.1 22.8 19.5 20.2 n.a. 
     Exports of goods and services 12.0 -2.2 -22.7 7.4 14.6 -1.3 n.a. 
     Imports of goods and services 33.5 15.3 -30.1 -3.1 3.1 0.1 n.a. 
Labour Market1 (Percentage change) 
Gross average monthly earnings in economy (annual average) 14.2 22.8 5.7 11.0 n.a. n.a. n.a. 
Real LCU wage growth  14.2 22.8 2.1 10.5 n.a. n.a. n.a. 

(In per cent of labour force) 
Unemployment rate (end-year) 19.4 16.8 19.9 19.7 19.7 19.7 n.a. 

Prices  (Percentage change) 

Consumer prices (annual average) 3.5 9.0 3.6 0.7 3.1 3.6 2.7 
Consumer prices (end-year) 6.3 7.2 1.7 0.7 2.8 5.1 n.a. 

Fiscal Indicators (in per cent of GDP) 

General government balance 6.3 -3.3 -5.7 -4.9 -5.5 -4.0 n.a. 
General government revenues 49.1 48.3 42.1 41.0 38.3 37.6 n.a. 
General government expenditure 42.9 51.6 47.8 45.9 43.8 41.6 n.a. 
General government debt 27.5 29.0 38.2 40.9 46.0 51.1 n.a. 

Monetary and financial sectors (Percentage change) 

Broad money (M2, end-year) 72.9 28.5 29.9 n.a. n.a. n.a. n.a. 
Credit to the private sector (end-year)  178.5 85.7 -1.1 -12.8 -11.7 -7.8 n.a. 

(In per cent of total loans) 
Non-performing loans ratio 3.2 7.2 13.5 21.0 15.5 18.5 n.a. 

Interest and exchange rates (In per cent per annum) 

Local currency deposit rate  3.5 3.9 3.8 3.7 3.1 3.3 n.a. 
Foreign currency deposit rate n.a. n.a. n.a. n.a. n.a. n.a. n.a. 
Local currency lending rate  9.0 8.5 8.7 8.9 9.0 n.a. n.a. 
Foreign currency lending rate n.a. n.a. n.a. n.a. n.a. n.a. n.a. 
Money market rate / Discount rate/ Policy rate n.a. n.a. n.a. n.a. n.a. n.a. n.a. 

(Euro per US dollar) 
Exchange rate (end-year) 0.7 0.7 0.7 0.7 0.8 0.8 n.a. 
Exchange rate (annual average) 0.7 0.7 0.7 0.8 0.7 0.8 n.a. 

External sector (In per cent of GDP) 

  
Current account -39.5 -49.8 -27.9 -22.9 -17.7 -17.6 n.a. 
Trade balance -58.7 -67.5 -46.2 -42.8 -42.3 -43.5 n.a. 
     Merchandise exports 19.2 15.2 9.3 10.6 14.0 11.2 n.a. 
     Merchandise imports -78.0 -82.6 -55.5 -53.4 -56.4 -54.7 n.a. 
Foreign direct investment 21.2 18.9 35.8 17.8 11.9 11.4 n.a. 
Gross reserves, excluding gold (end-year) 18.8 9.6 13.8 n.a. n.a. n.a. n.a. 
External debt stock 78.8 84.0 98.0 96.0 96.3 109.3 n.a. 
   Public external debt 21.9 8.8 28.0 29.0 25.2 34.3 n.a. 
   Private external debt 56.9 75.2 70.0 67.0 71.1 75.0 n.a. 

(In months of imports of goods and services) 
Gross reserves, excluding gold (end-year) 2.0 1.9 2.6 n.a. n.a. n.a. n.a. 

Memorandum items (Denominatios as indicated) 

Population (end-year, thousands) 628.0 629.2 630.4 631.5 632.3 n.a. n.a. 
GDP (in billions of Euros) 2.680 3.086 2.981 3.104 3.234 3.328 n.a. 
GDP per capita (in US dollars) 5,758.5 7,100.0 6,464.1 6,383.3 7,259.1 6,881.8 n.a. 
FDI (In millions of Euros) 568 582 1,066 552 389 429 n.a. 
External debt/exports of goods and services (in per cent) 171.8 233.2 285.3 271.0 246.0 265.7 n.a. 

1   Figures do not include emigrant workers abroad. 

 
 
 



 48

ANNEX 7 – GENDER EQUALITY 

Gender Inequality and Human Development 
 
According to the UNDP 2012 Human Development Index (HDI)26, Montenegro is 
amongst those countries with a high human development index. It is ranked 52nd out 
of 187 countries, which is slightly above the regional average for South-eastern 
Europe. The HDI is comprised of three dimensions: health, education and decent 
standard of living.  
 
Labour force participation and gender pay gap 
 
Labour force participation rates are lower for women than men in Montenegro. 
According to the 2012 publication “Women and Men in Montenegro” (Statistical 
Office of Montenegro), in 2011 42.1 per cent of females aged 15 + participated in the 
labour force as compared to 55.7 per cent of men. As far as employment rates are 
concerned, 33.6 per cent of women and 44.8 per cent of men were employed in 2011. 
In 2012, 18.9 per cent of males and 20.4 per cent of females were unemployed as a per 
cent of the labour force in Montenegro. According to the Statistical Office of 
Montenegro, women on average earned 13.2 per cent less than men in 2011. 
 
There are no significant gender differences reported with regards to enrolment rates in 
primary, secondary and higher education in Montenegro. When it comes to higher 
education, female students outnumber male students. In 2010-2011 academic years, 
53.6 per cent of all students enrolled in the universities were females as compared to 
46.4 per cent for males. Of note, however, is that there are gender differences in the 
fields of study, which may be contributing to the occupational segregation in the 
labour market in Montenegro. Indeed, according to the same source, men dominate 
agriculture, manufacturing, mining, construction, and transport sectors while women 
tend to cluster in occupations, such as health and social work.  
 
According to the World Bank’s Women, Business and the Law publication, women 
are entitled to 365 calendar days maternity leave, which is fully paid. The laws 
mandate equal pay for equal work. Women are also by law protected by non-
discrimination practices in hiring on the basis of gender.  
 
Entrepreneurship, access to finance 
 
According to the World Bank’s Global Financial Inclusion database that surveys 
approximately 1,000 people using a randomly selected nationally representative 
sample, in 2011 over 52 per cent of male and 49 per cent of female adults held an 
account at a formal financial institution in Montenegro. According to the same source, 
14.5 per cent of females used their accounts for business purposes as compared to 12 
per cent for males.  
 

                                                 
26 According to the HDI, countries fall into four broad human development categories: Very High 
Human Development, High Human Development, Medium Human Development and Low Human 
Development 
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According to the 2009 Business Environment and Enterprise Performance Survey 
(BEEPS), of the 20 per cent of 116 firms surveyed in Montenegro that applied for a 
loan and had a woman amongst the owners, 16.7 per cent were rejected. In 
comparison, only 11 per cent of the 77.6 per cent of the firms that applied for a loan 
and had no women owners were turned down. The gender gaps are even wider when 
the firms with and without female top managers are compared within the same survey 
sample. 
 
According to the 2011 publication “Owners of Business Entities in Montenegro” of 
the Statistical Office of Montenegro, of the total share of the active business entities27 
recorded in Montenegro in 2011, 9.6 per cent of Small and Medium Sized Enterprises 
(SMEs) were owned by women compared to 90.4 per cent of firms owned by men. 
Women-owned enterprises were mostly clustered in household activities, education, 
human health and social work, a trend that is in line with the educational patterns note 
above. It is also of note that while men-owned enterprises dominated across all sizes 
of SMEs, the largest percentage of women ownership was in small size enterprises.  
 
 
 
 
 
 

                                                 
27 According to the publication, “active business entities are entities which perform any activity in the 
year observed, have employed persons, and they reach certain turnover”.  


