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Foreword

This White Book is intended to be an annual 
publication, by the Montenegrin Foreign 
Investors’ Council (MFIC), to inform the 
general public and stakeholders about the 
business environment and any obstacles 
identified by foreign investors operating 
in Montenegro. More importantly it offers 
recommendations for the elimination 
of obstacles in order to increase the  
attractiveness and competitiveness of the 
Montenegrin economy. 

Bearing in mind that the MFIC was only officially established at the beginning of 2009, 
this is the first time that the White Book has been published. At the end of 2010 we plan 
to review what has been done regarding recommendations arising from this year’s 
White Book. 

The global crisis has made competition for Foreign Direct Investment (FDI) consistently 
more severe, and the voices of those investors who have already made commitments 
in Montenegro can help this country to become even more successful in such an  
environment.

The MFIC offers an approach to eliminating 
business barriers that is pragmatic, experience 
based and well structured. For that purpose we 
offer comprehensive experience from various 
sectors of the MFIC members. We believe that 
it is important to take into account the advice 
we give, especially bearing in mind that the FDI is 
one of the pervasive drivers of economic growth 
and development in the country. 

To continue attracting FDI, Montenegro should build its strategy around the three 
core conditions that matter most to foreign investors – predictability, transparency 
and stability, all of which are necessary for proper planning processes, sustainable 
operations, etc. Even today Montenegro fulfills these criteria to a certain extent, but 
it is questionable whether it is the case in all relevant business situations. This is why we 
believe that the expertise that the MFIC has to offer should be taken into account by 
the authorities when contemplating economic policy.

This is the right time for the Government to make some necessary, although possibly 
painful, decisions such as prudent public spending and the funding of some 
stateowned companies. It almost has a full mandate ahead and there is enough time 
for such decisions to start showing results. 

The way that the country is perceived is extremely important, and in this sense the 
acknowledgement of progress made during the past year, as is reflected in reports 
issued by the World Bank and the World Economic Forum, reveals positive trends, but, 
on the other hand, emphasizes the importance of the work that lies ahead.

“The MFIC will work hard to 
foster dialogue between  

policymakers on one side, 
and investors on the other.” 

Daniel Szasz, 
MFIC Assembly Chairman
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One very important aspect of this work is  
legislation. The MFIC welcomes all of 
the EU compliant laws that have been 
adopted. However, their implementation is 
frequently an issue for concern. Also many 
bylaws, or lack of these, subsequently  
create business obstacles or significantly 
slow down business operations. 

Altogether, a number of issues requiring  
substantial additional efforts still remain 
– the MFIC would be happy to see the  
Government continuing with its activities 
aimed at eliminating the remaining 
obstacles identified in the aforementioned 
reports. 

For these purposes, we offer partnership 
– together, we can do a lot to improve  
Montenegro’s position, particularly in the 
South-Eastern European region. 

Finally, we hope that potential investors, as 
well as both the state and local authorities, 
will find this publication useful and take it 
as MFIC’s contribution to efforts already 
being made by authorities in order to 
improve the business environment in the 
country.

By Daniel Szasz, 
Chairman of the MFIC Assembly

Is Montenegro a business 
friendly country? 

In order to have a complete 
picture of how existing  
foreign investors perceive 
Montenegro, most of the 
White Book has been 
based on input received 
from members of the 
Montenegrin Foreign  
Investors’ Council. This is 
precisely why this document is 
different from others which 
deal with issues concerning 
investment and the  
business environment. It is 
also the reason why it should 
be considered with due  
attention. 
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About the MFIC

The Montenegrin Foreign Investors’ Council (MFIC), 
an association for leading foreign investors in 
Montenegro, was officially established in January 
2009 although informal activities regarding the 
formalization of cooperation between foreign 
investors started in the summer of 2007. Thus, we 
decided to implement an already well established 
practice, as seen in other transitional economies 
in South East Europe, regarding the adoption of a 
nation-wide formal association of foreign investors. 

The MFIC is a non-governmental and non-profit 
organization, founded by five1 foreign companies 
operating in Montenegro. It took us only a few months 
to grow to a total of 15 members, representing 
various sectors, including banking/financial services, 
telecommunications, metallurgy and mining,  
hotel management, fast moving consumer goods 
(FMCG), manufacturing, audit and transportation. 

We plan to reach our goals (see box to the right) 
through meetings and dialog with high ranking 
officials and government representatives, through 
contact with local and international institutions and 
organizations, by providing relevant information to 
media representatives, and by publishing the White 
Book which contains the most important issues and 
obstacles faced by our members, and others, in the 
Montenegrin business environment. 

The MFIC will be working hard to foster dialogue 
between policymakers and investors in order to 
improve the Montenegrin business environment 
through both informal and formal events, such as 
forums, presentations, official meetings, etc. We 
also plan to start organizing charity events. 

Overall, it is our vision to make Montenegro a 
better place to live in and to work in as a result of 
our activities. 

Our  goals can only be achieved through the active 
involvement and dedication of MFIC members 
and representatives.

1 Crnogorski Telekom, Kombinat Aluminijuma Podgorica (KAP), NLB Montenegro Bank, Montenegro Stars Hotel 
Group, Daido Metal Kotor.

MFIC’s goals are:

1. Improving the investment 
climate and supporting 
business development in 
Montenegro;

2. Representing and expressing 
the opinions of its members 
for the purpose of  
promoting common i 
nterests and stimulating 
direct foreign investment;

3. Promoting communication, 
cooperation and dialogue 
between the Council and 
official authorities in Mon-
tenegro; 

4. Cooperating with  
Montenegrin authorities for 
the purpose of  overcoming 
possible problems and 
obstacles which may be 
faced by foreign investors, 
including those concerning 
economic relations with 
other countries;

5. Connecting with other foreign 
organizations for investors 
within the SEE region for the 
purpose of: 

a) Sharing benefits and  
experiences of best  
practice in the world and 

b) Analyzing concrete tools 
in order to facilitate regional 
business and other  
activities.
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Investment and Business Environment 

Summary
This chapter gives an overview of where the 
country stands relative to its regional peers, 
drawing on a range of macroeconomic 
data and survey-based evidence. It 
argues that, notwithstanding the progress 
made in recent years, challenges remain 
to be addressed if the country is to achieve 
sustainable levels of growth in the medium 
and long term.
During the past decade, Montenegro 
has begun creating a business-friendly 
economy, based on the euro as the local 
currency, and with the lowest corporate 
tax rate in the region (9%). Such reforms, 
implemented by the Government of  
Montenegro, have surely contributed to a 

stable business environment – Standard & Poor’s confirmed the long-term (BB+) and 
short-term (B) credit rating for Montenegro in November 2008. 

Investors obviously realized this potential:

2005 2006 2007 2008
Number of Foreign Firms2 1,650 3,070 4,115 4,788

More than 85% of Montenegrin companies were privatized by June 20093. The banking 
sector, telecommunications, and oil import and distribution in Montenegro are still 
100% privately owned. 

Over the past decade Montenegro has developed into a stable democratic country 
with a fast growing market economy, and has attracted one of the highest levels of 
FDI per capita in Europe:

    2005 2006 2007 2008
FDI (mil Eur) 4 392,8 644,33 1.007,7 832,09

FDI as % of GDP 5 21 30 40 27

The Government expects the net FDI in 2009 to be a record year boosted by receipts 
from the partial privatization of the national electric company, EPCG.

2 Source: Montenegrin Investment Promotion Agency 
3 In terms of capital value.
4 Source: Central Bank of Montenegro 
5 Same as above
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Investment comes from 107 different countries. We listed the top ten for the last 
two years:

 
Figure 1: FDI inflow in 2008 in mil €  

(source: Central Bank of Montenegro)

Figure 2: FDI inflow, first six months of 2009, in mil €  
(source: Central Bank of Montenegro)

Montenegro introduced Value Added Tax (VAT) in April 2003, and introduced tax rates 
of 17% and 7% (for tourism) in January 2006. The lower VAT rate is to encourage growth 
in the strategic industry of tourism. Montenegro also decreased personal income tax 
(PIT) to a flat rate of 12% in January 2008. Montenegro reduced the rate of personal 
income tax to 9% in January 2010. 

As research by the World Economic Forum (WEF) shows, Montenegro has kept improving 
its competitiveness over the past several years:
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Figure 3: Global Competitiveness Index  
(Source: the Global Competitiveness Report 2009-2010; World Economic Forum.)

In spite of obvious progress, the country continues to draw criticism from  
domestic and foreign investors and businesspeople. This is due to perceived  
inadequacies present in the legislative framework and also due to occasionally  
intrusive bureaucracy. 

After regaining independence in the referendum in 
May 2006, economic growth in Montenegro gained 
momentum, with a real GDP growth which reached 
a very robust 6.9 per cent in 2008: 

  2004 2005 2006 2007 2008
GDP growth  
(annual %)6  4.4  4.2  8.6  10.7   6.9

Nevertheless, as the impact of the global economic 
crisis was more severe in 2009 and coincided with 
locally generated factors that worsened the  
situation, the Government now expects to see a  
negative level of GDP growth of about 4 percent. 

Today competition 
is global, and  
although  
Montenegro is  
competing in the  
region in the first 
place, as the world 
becomes  
increasingly  
globalized,  
competition also  
becomes 
 increasingly global. 

  6 Source: Monstat 
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Political System 
The Montenegrin Constitution defines the 
country as a “Civic, democratic, ecological 
state of social justice, based on the rule of 
Law”. 

The President of Montenegro is the head of 
state, elected for a period of five years 
through direct elections. The Government 
of Montenegro is the executive branch of 
government authority in Montenegro. The 
Government is headed by a Prime  Figure 4: Montenegrin national flag
Minister, appointed by a parliament.

The Parliament of Montenegro is the unicameral legislative body. 

Trends
Montenegrin integration into the EU and NATO remain the key strategic objectives for 
the new Government.

Since gaining its independence Montenegro has progressed in its quest to join the EU. 
It has signed the Stabilization and Association Agreement (SAA) which oversees closer 
integration with the EU and includes commitment to political, economic, trade, and 
human rights reforms in exchange for tariff-free access to some or all EU markets, and 
to financial and technical assistance.

In December 2008, Montenegro formally presented its application to become an 
EU Candidate Country. In April 2009, the EU Council of Ministers agreed to launch 
procedures to grant Montenegro the status of EU Candidate Country. Following 
a recommendation by the EC, the European Parliament supported waiving visa 
requirements for Montenegro, Serbia and FYR Macedonia. This decision was confirmed 
and made final by the EU Council of Ministers of Justice and Home Affairs with effect 
from 19 December 2009.

As part of the EU pre-accession process, Montenegro has received financial aid to 
build public institutions and improve cross-border cooperation under the EU funding 
mechanism, Instrument for Pre-Accession Assistance (IPA).7

 7 For further reading please visit:

http://www.fco.gov.uk/en/travel-and-living-abroad/travel-advice-by-country/country-profile/europe/montenegro/

http://ec.europa.eu/enlargement/potential-candidates/montenegro/index_en.htm

http://news.bbc.co.uk/2/hi/europe/country_profiles/5033274.stm
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Macroeconomic background
Although Montenegro’s economy has 
grown at a fast pace in recent years, it 
has mainly been due to strong domestic 
demand, which has been fuelled 
by a large inflow of FDI and by rapid 
credit growth. In addition, services - in  
particular financial services and  
tourism – have contributed to this growth. 

The situation changed sharply in Q4 2008, 
when the impact of the financial and  
economic crisis began to unfold.  
Credit growth slowed dramatically to 3 
per cent year on year, in comparison with 
95 per cent in 2008. Additionally, industrial  
production reduced by over 20 per cent in 
the first half of 2009 in comparison with the 
previous year. 

From October 2009, the short-term outlook 
for the economy remains weak and the 
downside risks in the outlook are significant, 
especially if tourism and the FDI decline 
more sharply than anticipated. Although 
this scenario did not occur, the real GDP 
is expected to decline by approximately 5 
per cent in 20098, reflecting a much slower 

Such a dynamic growth 
spurred a large current 
account deficit, financed 
mostly by FDI, standing at 
33.7 per cent of GDP in 2008 
and the overall external 
debt at 59.4 per cent,  
mostly pertaining to the  
private sector. 
The general government 
balance recorded a surplus 
of 1.5 per cent of GDP in 
2008, which had resulted 
from larger than expected 
revenues. Up to the fourth 
quarter of 2008, there was 
little sign that the global  
crisis would affect the  
Montenegrin economy.

pace of consumption and investment due to lower FDI inflows, negative credit growth9

and the weakness of external demand. Simultaneously, however, easing  
demand-driven pressures will moderate inflation to below 2 per cent.

Figure 5: GDP and inflation growth per annum in percentage (source: Monstat)

 
The medium-term outlook, however, remains reasonably bright. However, the 
underlying external and domestic vulnerabilities still need to be addressed.

8 According to the IMF, the contraction will be 7.3 percent.
9 9.3 percent year to year at the end October 2009 according to latest Central Bank data. 
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Progress in transition
A decisive move towards market-oriented  
reforms took place in the late 1990s, as the  
country began a process of distancing itself 
from Serbia, a process that culminated in  
achieving formal independence in 2006. 
However, the legacy of the 1990s can still be felt  
today. Whilst Montenegro has made substantial  
progress in  reforms such as trade liberalization and  
privatization, deeper institutional reforms are  
needed in areas such as corporate governance,  
competition policy, financial institutions and  
infrastructure services. 

These points are highlighted when comparing 
Montenegro’s scores on the transition indicator 
scale for the European Bank for Reconstruction 
and Development (EBRD) with those of its regional 
peers. Figure 6 shows that Montenegro’s average 
score is below all others in SEE except for Bosnia 
and Herzegovina, and reflects low scores in a 
number of areas10. 

Once the global  
recession ends,  
Montenegrin  
economy is  
expected to return  
to  substantial growth 
rates, reflecting the 
strong potential for 
growth in the tourism 
sector, the  
expectation of  
further FDI inflows 
 and the prospects 
for EU accession in 
the future.

 

 
10 The EBRD scale goes from 1 (little or no reform) to 4.33 (standard of an advanced market economy).

Figure 6: EBRD Transition Scores 2009 – SEE
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Business environment 

Montenegro has been successful in  
creating a favorable business climate 
and in attracting reputable foreign  
investors. With the privatization process well  
advanced and government intervention  
in the economy limited to temporary bailout  
operations in what are generally  
considered strategic sectors such as  
metals and banks, Montenegro does  
have a functioning market economy.

During the first half of 2009, in spite of the 
global economic crisis, the registration  
of new enterprises continued at a rate 
only slightly lower than it had been 
in 2008. Montenegro has made good  
progress in terms of dealing with construction 
permits, due to a new construction law 
which is aimed at reducing the number of  
procedures and the introduction of several 
new mechanisms for building control  
processes. In addition, labor market laws 

The Council for the  
Elimination of Business  
Barriers, established in  
mid-2008, adopted  
several measures to  
simplify procedures. 
These include  
simplification of the  
procedures for obtaining 
construction permits,  
enhancing transparency 
by publishing relevant  
documentation online.  
Subsidies no longer need 
municipal licenses, only 
simple registration. The 
remaining steps include, 
among others, allowing 
companies to register 
online with the commercial 
court, and record their 
taxes and contributions  
online. Such measures are 
not yet operational.

were brought in line with the EU Acquis 
and business start-up procedures were  
significantly simplified. Finally, the  
corporate income tax rate was reduced 
by nearly 50 per cent to 9 per cent, with 
personal income tax rates reduced to 12 
per cent in 2009 and to 9 per cent in 2010.

This progress has been reflected in the 
World Bank Doing Business 2010 “Ease 
of Doing Business” index, in which  
Montenegro is ranked in 71st place. This 
is a slight improvement in comparison 
with the previous year when it was 77th. 
Notwithstanding ongoing reforms,  
Figure 7, below, indicates that there  
is still further need to improve the  
business environment in order to catch 
up with other economies in the region. 

Montenegro is not yet a 
member of WTO, although, 
as noted in the EC Progress 

report for 2009: “Montenegro's 
legislation has been brought 

in line with WTO requirements. 
The country concluded all 

its bilateral negotiations with 
working party members in 

2008 and the country’s acces-
sion conditions were agreed. 
However, Montenegro’s ac-

cession to the WTO continues 
to be blocked by a Ukraine 

request for radical tariff reduc-
tions and wide-ranging com-

mitments regarding access 
to service markets, including 

many sensitive sectors. The 
request was only made in De-

cember 2008.”
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Figure 7: WB Ease of Doing Business Ranking 2010 – SEE  
(Economies are ranked from 1 to 183, with 1 representing the best)

In spite of the positive developments with regard to dealing with construction permits, 
this area is still considered by investors and business people as being a significant 
constraint within the business environment and therefore calls for further reforms. In 
addition, the payment of taxes, the enforcement of contracts and the registration of 
property remain the main impediments to doing business in Montenegro, as illustrated 
in Figure 8. 

Figure 8: WB Doing Business 2010 - Montenegro by subcategories
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Data from the latest Business Environment and Enterprise Performance Survey  
conducted by the EBRD further highlights obstacles which affect business operation 
in the country. Accordingly, a lack of electricity supplies is the most significant  
hindrance, closely followed by access to finance, business licensing and permits, as is 
shown in Figure 10 below.

Figure 10: BEEPS IV - Most serious obstacles affecting business operation in Montenegro (%)

Finally, corruption continues to have a negative effect on the business environment in 
Montenegro and remains a serious challenge to business operations. According to 
the Transparency International Corruption Perception Index 200911, Montenegro ranks 
at 3.9, holding 69th place in a total of 180 countries. It comes second in the region after 
Croatia. This is a slight improvement from the previous year, when Montenegro was 
ranked at 3.4. Notwithstanding, the region is at a relatively low level, with Croatia 
holding the best position in the 66th place.

Figure 9: TI Corruption Perception Index 2009 – SEE

11 The TI CPI ranges from 1 to 10, with 1 representing the highest possible level of perceived corruption.
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Challenges
It is clear that further improvements to 
the business environment are necessary 
if the country is to continue its impressive 
performance in recent years regarding 
attracting FDI. Several measures have 
been introduced over the past few years 
to tackle problems in the business climate, 
but, as the surveys above show, corruption 
and bureaucracy, especially regarding 
licenses and permits, and the supply of 
infrastructure services are still seen as the 
main obstacles that affect businesses.
One area where much remains to be done 
is infrastructure development. Montenegro 
suffered for a decade in the 1990s from 
limited investment and widespread neglect 
of vital infrastructure services such as roads, 
railways, and power supplies. These needs 
are being addressed now, but it will take 
time before standards are brought up to 

those that are typically seen in other 
EU countries. Power sector restructuring 
is a priority for improving electricity 
supplies and for supporting economic 
activity. It is good, therefore, that the 
partial privatization of the state-owned 
power utility, EPCG, to an international 
strategic investor, will hopefully bring 
about the much-needed restructuring 
of the company. 

Finally, one aspect of the investment 
climate that remains critical for future 
prospects is macroeconomic stability. 
Unlike several other countries in the 
region, Montenegro has not yet agreed 
on a program with the International 
Monetary Fund (IMF), although 
negotiations are ongoing. Indeed, the 

Montenegro has made  
significant progress during  
the past several years, and 
deserves to be congratulated. 
Nevertheless, challenges 
still remain, and what many 
fail to underscore is that the 
competition, just like Monte-
negro, keeps getting better, 
thus pushing the benchmark 
ever farther for everybody.

fact that the euro is the sole legal tender eliminates much of the need for support in 
the area of balance of payments, as there is no local currency to defend. Furthermore, 
the growth of credit has slowed dramatically in the wake of the global economic crisis 
and banks’ have reduced the potential for taking on additional risks. Maintaining a 
necessary supply of credit to the private sector, especially to small and medium-sized 
enterprises (SMEs), will continue to affect the response to the crisis.

Nevertheless, all of these challenges, including the barriers mentioned in this document, 
are usually a feature of the initial stages of transitional economies. That is why removing 
such obstacles is essential in the process of moving on to the later transitional stages, in 
which an initiated restructuring of the whole economy can be completed. Only then 
will Montenegro have a fully functioning market economy which will help Montenegro 
and its companies to compete in an increasingly global environment. 
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Industry Overview 

According to Monstat data for 2009, the following are the industry sectors which have 
made the largest Gross Added Value contributions to the GDP in constant prices in 
percentage:

Services   54.6 
Industry    10.8 
Agriculture, Hunting, Forestry    7.5
Construction   6.2
Hotels and Restaurants   4.2

Telecommunications  
and ICT Sector
Information and Communications 
Technology (ICT) changed the world in 
just several decades, at a pace at which 
it probably had not been changed 
during the past several hundreds of 
years. It changed the way we do 
business by introducing the exchange 
of information at speeds never before 
imaginable. And in today’s globalized 
world, ICT is considered to be one of the 
key drivers for the further development 
of the economy – one of the essential 
infrastructural elements for any business 
operation. The situation in Montenegro 
is no different from elsewhere in this 
regard.

But, in order to evolve further, ICT requires an appropriate level of infrastructure that is 
not present everywhere in Montenegro. This represents a serious obstacle for business. 

This deficiency features particularly in some regions in Montenegro, such as in the north 
of the country. If the Government wishes to facilitate the progress of this region and 
make it one of the regions of the future, further efforts are needed to develop ICT - 
according to “i2010 – the European information strategy for growth and employment”, 
although ICT only represents 5% of the GDP; it drives 25% of overall growth and 40% of 
labor productivity growth12.

ICT development is based on several building blocks: telephony - mobile and fixed, 
broadcasting, computer literacy, Internet penetration (broadband penetration in 
particular) and local networks.

Montenegro’s telecom industry has been increasingly liberalised as a result of 
legislation that was implemented through the EU regulatory framework. This has 
promoted competition, whilst also simultaneously ensuring universal access.

12 In the US, this productivity growth was 60% derived from ICT. 
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The mobile phone sector in Montenegro has one of the highest penetration rates in the  
world13exceeding 200% at the end of 2009 - competition is very severe with three players 
in the market.

Competition is also harsh in the area of television broadcasting. There are three main 
players Crnogorski Telekom, Total TV and BBM.  There are also several regional cable 
providers. Various types of technology are used to provide services. An analogue to 
digital TV switchover strategy has been adopted, with analogue switchoff due to take 
place by 2012. 

Penetration, along with the number of users, is constantly increasing with growth  
evident during the first two quarters of 2009 at a rate of 15.31%14.

Regarding fixed telephony, the level of penetration is decreasing. This is common 
practice in developed countries, mainly due to competition from mobile services. 

Broadband (BB) represents an increasing proportion of total Internet connections, 
with subscriber growth. In the medium term this is expected to come from  
users upgrading existing dial-up connections to broadband, available via ADSL, cable 
and wireless. Computer literacy and BB penetration are at a low level compared with 
EU countries, but the situation is on par with the rest of the region. 

Figure 11: Broadband penetration (%)

Montenegro obviously holds much more potential for further growth, but this 
has been impeded, in particular in rural/suburban areas, due to a lack of  
appropriate infrastructures. Bearing in mind the remaining challenges faced by the 
country in terms of improving its infrastructure, the involvement of the Government, 
through public/private partnership, is crucial.

13 According to the Agency for Electronic Communications and Post. 
14 Agency for Electronic Communications and Post
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Commercial operators simply cannot  
develop the infrastructure on their own in 
a commercially acceptable way, which is 
why the involvement of the government is 
necessary. With regard to this, the lengthy 
processes for obtaining licenses and  
permits for network development at a  
municipal level are most certainly impeding 
the development of Montenegro. 

Challenges and Recommendations 

Issues posing a threat to the further  
development of this sector in Montenegro 
have already been mentioned in this 
document, whereas in this section we 
would like to list a few industry specific 
recommendations. 

Positive developments  
during the previous period:
ADSL was provided free of 
charge to all primary and 
secondary schools, enabling 
students to have access to 
PCs and the Internet;
PC literacy courses for the 
elderly.
In addition, VAT was  
reduced for PCs, and an 
EU compliant Law on 
Electronic Communications 
was enacted in 2008.

Montenegro’s principal policy document in this sector is the  
ICT Development Strategy 2009-2013:
“Along the road to becoming a part of a single information 
space in South-East Europe, Montenegro needs to introduce 
innovation and invest in education and research in the area 
of ICT. On the road to building a knowledgeable society it will 
also be necessary to decrease the digital gap, to expand the 
services on offer, to introduce a central system and also a  
portal for electronic administration. There are three key  
priorities: a single information space, innovation and  
investment in ICT research and education and building  
inclusive information based society.” 

- Speeding up of infrastructure development throughout MNE via public/private 
partnerships.

- Simpler regulations.

- Introduction of an e-Government concept. 

- Cooperative central and local authorities when it comes to licenses and permits 
for network development. 

Useful links:
http://www.gov.me/files/1235731125.pdf 
http://www.gov.me/files/1238591504.pdf

The years of isolation experienced by the Federal Republic of Yugoslavia (FRY), due to 
UN sanctions and the war that raged in its neighborhood, left this sector with deep 
scars. But with adequate investment and the modernization of production, sector 
could again become competitive within a relatively short period of time. 

Montenegro possesses significant natural resources, primarily bauxite, adequate 
water supplies, and a climate which is conducive to agriculture and tourism. The 
bauxite-alumina industry was established after World War II and remains one of the 
core industries. 

The main player in this industry in Montenegro is the aluminum factory “Kombinat 
Aluminijuma Podgorica (KAP)” and its related industries, which together account for 
a vast 40% share of Montenegrin exports. 

For decades, no appropriate investments were made in KAP, leaving it with obsolete 
technology and vulnerable to external shocks. Later it was privatized by the Central 
European Aluminum Company (CEAC), investments were made in technology and 
the value of equipment there reached a total of more than 40 million Euros15. Investment 
has been targeted at increasing KAP’s productivity and competitiveness.
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Production/Mining 
During the last 50 years, industry has 
been the main driver for the Montenegrin 
economy. Industrial facilities were sized 
according to the needs of ex-Yugoslavia 
so that 90% of Montenegrin production was 
marketed outside the Republic. This caused 
severe problems for the economy after the 
breakup of Yugoslavia at the beginning 
of the nineties. Today, the Montenegrin 
economy is a service oriented transition 
economy. 

The years of isolation experienced by the Federal Republic of Yugoslavia (FRY), due to 
UN sanctions and the war that raged in its neighborhood, left this sector with deep 
scars. But with adequate investment and the modernization of production, sector 
could again become competitive within a relatively short period of time. 

Montenegro possesses significant natural resources, primarily bauxite, adequate 
water supplies, and a climate which is conducive to agriculture and tourism. The 
bauxite-alumina industry was established after World War II and remains one of the 
core industries. 

The main player in this industry in Montenegro is the aluminum factory “Kombinat 
Aluminijuma Podgorica (KAP)” and its related industries, which together account for 
a vast 40% share of Montenegrin exports. 

For decades, no appropriate investments were made in KAP, leaving it with obsolete 
technology and vulnerable to external shocks. Later it was privatized by the Central 
European Aluminum Company (CEAC), investments were made in technology and 
the value of equipment there reached a total of more than 40 million Euros15. Investment 
has been targeted at increasing KAP’s productivity and competitiveness.

Figure 13: New machinery at the Bauxite Mine

Figure 12: Modernization of KAP

As a result of the impact of a historic 
decline in metal prices, KAP is presently 
facing a difficult financial situation. The 
global downturn in the economy slowed 
down investment in the much needed 
modernization of its production facilities. 

According to restructuring plans which 
project as far as 2011, KAP is currently 
only achieving approximately half of its 
planned level of production capacity. 

The Bauxite Mine, also owned by CEAC, 
plans to produce half a million tons following the completion of a necessary restructuring 
process. This creates large spillover effects on related industries, such as transport, 
whilst at the same affecting the Montenegrin budget directly through concessions 
paid, and in local self-government through the financing of surtax charges levied. 

15 KAP’s own calculations.
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Challenges
The following is just a list of specific challenges currently faced by one part of the  
Montenegrin economy in order to emphasize them.  Details can be found in the  
chapters which deal separately with these issues.

Obtaining permits and administrative procedures: Inefficient municipal services for 
issuing permits, complicated procedures, a lack of transparency in the application 
of regulations and fees, the multiplication of certain municipal taxes and fees, and 
others. 

Rule of law: More adequate enforcement of the Laws on Labor and Strikes is 
required. After KAP was privatized in November 2005, three illegal strikes 
and four work stoppages were organized by the trade unions, ranging from  
procedural matters, through to endangering the very production process which 
in turn threatened the very existence of the production facilities, causing  
multimillion damages to the company. 

Labor market: Issues related to redundancy, which have to be resolved in 
consultation with the government, as this also represents a social issue. For  
example, KAP and its related industries employ over 3,900 people, whilst  
competitive and efficient production requires only half of this number. 

Infrastructure: Poorly developed road and railroad infrastructures limit 
companies in this industry and prevent them from achieving their full capacity.  
A lack of energy sources is yet another issue which restricts fully efficient operation.

Liquidity: Current liquidity problems pose a serious threat to the ongoing restructuring 
process which cannot be completed without support from the banks.
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Banking
Driven by a strong growth in tourism a large influx in FDI, the Montenegrin economy 
grew considerably during recent years, but then slowed down dramatically as the 
financial crisis spread. At the same time, the then booming real estate sector lost  
momentum and real estate prices collapsed. Against this background, the  
Montenegrin banking sector has been faced with a massive liquidity bottleneck since 
the beginning of 2008. 

Description / Period 2007 XII 2008 XII

Nonperforming loans (C, D, E) / Total loans 3,16 7,20

Defaulting loans / Total loans 3,71 11,50

Reservations for loans loss / Total loans 2,33 -4,0

Table 1: Basic indicators of bank credit activity, % (Source: Central Bank of Montenegro)

At the beginning of the fourth quarter, the existing difficult situation was further  
exacerbated by the effects of the global financial crisis. However, this development 
had already been kick-started a year earlier when the Montenegrin Central Bank  
adopted regulative measures concerning the extension of bank credit portfolios for 
the first time. As a consequence of the challenging economic conditions seen in 2008, 
the leasing market, which had grown steadily during previous years, was also hit.  
Almost all leasing companies reduced their activities noticeably. At the same time, 
foreign direct investments began to subside.16 

16 For more details please see chapter Regulatory Framework in Banking below.
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  2007

2006

2008

2007

Financial Institutions 37,3 87,8

Business Sector 106,7 -13,1

Residential Sector 104,1 -16,0

General Government (Government, municipalities, 
Funds)

81,6 -6,5

Other 48,2 165,4

Total 94,4 -4,8

Table 2: Deposit growth, % (Source: Central Bank of Montenegro)

As the table above shows, the biggest drop in 2008 was in the residential sector,  
although there was also a significant decrease in the total. The banking system  
responded well to measures introduced by the government, aimed at preventing 
panic, whilst at the same time the banking sector showed its strength by maintaining 
stability. 

The present challenges, discussed in more detail below, include the ability to find a 
proper balance whilst taking on risk and the need to sustain hard earned stability. 

16 For more details please see chapter Regulatory Framework in Banking below.
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Tourism 
Tourism is widely considered to be a  
strategic sector for the country’s economic 
development, benefiting from unique  
contrasts produced by nature in a relatively 
small area of Montenegro. The quality and 
diversity of its natural and anthropological 
values make Montenegro one of the most 
attractive regions in the Mediterranean, 
combining opportunities for sea holidays 
and skiing, together with other alternative 
types of tourism.

In the 1960s, tourism began its initial growth, largely attracting visitors from Eastern  
Europe. War and sanctions in the early 1990s hit Montenegro hard. In recent years, a 
fast paced recovery has taken place.

There has been a rapid growth in tourism and tourism investment, particularly along 
the Adriatic coast, during the years since independence. The independent World 
Travel and Tourism Council (WTTC) have repeatedly ranked Montenegro as one of 
the top-growing tourism destinations in the world.

Travel & Tourism Real Growth (per annum except 2019 = 10yr annualized)17

Personal Travel & Tourism 
 
Business Travel & Tourism 

2004 

0.2

-9.2

2005

16.1

17.4

2006
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57.4

2007
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1.8

2009F
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7.1
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0.3

0.7

2019F

4.9

5.0

According to WTTC’s data, published in its paper “The Economic Impact of 
Travel & Tourism”18, this sector is expected to account for almost 20% of the 
Montenegrin GDP last year. WTTC further expects contributions made by  
travel and tourism to rise to over 25% of the GDP, whilst the wider travel and 
tourism economy is expected to increase to support in excess of 40,000 jobs.  
Short-term growth is expected to be driven by major investment projects that 
have already started, although some of those which have already been  
announced may be delayed due to the current economic climate. 

17  Source: Travel & Tourism: Economic Impact; World Travel and Tourism Council
18  http://www.wttc.org/bin/pdf/original_pdf_file/mon_economic_impac_low_res.pdf
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Figure 14: Number of visitors (in thousands)  
(source: Monstat)

Whilst most of the tourist industry has suffered from the impact of the global crisis, 
results from the 2009 season in Montenegro kept pace with 2008. Experts say that  
overnight stays should reach almost 19 million by 2020.19

Figure 15: Global competitiveness index in T&T industry  
(source: The Travel & Tourism Competitiveness Report 2009, World Economic Forum)

19 Number of overnights according to Monstat data was close to 8 million in 2009.
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Challenges 
In order to sustain such growth, as that witnessed by the Montenegrin tourism industry 
over the past several years, additional efforts must be put into creating an investment 
friendly environment with additional incentives for investors, especially during times of 
economic turmoil. This can only be done through partnerships with investors and the 
Government. 

Both partners would have to work on challenges which affect the economy as a 
whole and those which are industry specific, in addition to those which are mentioned 
in this document. 

These include providing affordable and flexible financing which is responsive to the 
specific needs of this industry which can, in turn, be highly profitable. This kind of  
financing is currently not available, partly due to stricter rules on lending. 

Environmental issues, such as water quality, regarding sewer outlets, although 
declared a priority, remain unresolved. Pollution and litter still pose a serious challenge 
to the image of Montenegro. Another persistent problem, during the past decade or 
even longer, is noise in areas where hotels and other types of accommodation are 
located. 

Issues have also come up concerning the implementation of VAT. According to the 
law, hotels are required to issue fiscal receipts and bring them to the table at the same 
time that drinks or food are served. If there is no receipt at the table, the owner can 
be fined according to the law. Common practice, which is considered hospitable, 
requires restaurants and bars to present the bill only after guests have been served. If 
a customer wishes to pay in any other way except for with cash, the fiscal receipt has 
to be cancelled. If this is done, there is also a fine for this (10 Euros per receipt).

The 7% VAT rate should be extended to the whole package offered by hotels, as 
hotels do not only sell accommodation. At present, all-inclusive packages are  
hindered, whilst hotels and tourist agencies are given the incentive to cheat with  
regard to the way that they present the composition of final package prices. 



28

EU Integration and Legal Environment

An overview 
The business community, as does most of the Montenegrin population according to 
public opinion surveys, considers that Montenegro will benefit from EU integration. 
These benefits are expected to come from a growing internal market, a gradual  
increase of domestic demand, free movement of the labor force, goods, services 
and capital. In addition to these factors, the fact that the Government, and to some 
extent, also business, will have access to EU funds is also important. 

But what is maybe the most important factor relates to rules – the rule of law. The rules 
that have to be implemented on the way to EU accession will, on one hand, ensure 
transparency in taxation and in business accounting rules, whilst on the other, it will 
bring about the abolition of customs and quantitative limitations within the EU, as 
well as simplifying administrative procedures for exporting goods to EU countries. It is  
important to emphasize that all of this will not only benefit businesses, but the whole of 
Montenegro, through a variety of direct and indirect effects. 

Macroeconomic effects will be demonstrated through an expected increase in the 
influx of FDI due to increased business confidence, the improvement of the transport 
infrastructure and increased prospects for future development, stronger competition 
and the drive for innovation and access to financial institutions and funds within the 
larger arena of the European Union. 

Becoming a part of the Euro zone will result in a lower rate of inflation, and in a  
decrease in long term interest rates. This could also lead to an increase in 
investment that would consequently boost productivity and improve unit labor costs/  
competitiveness. 

Through making appropriate adjustments, in order to implement EU standards for 
setting up institutional and legal frameworks, some of the existing business barriers will 
be eliminated. This will be achieved through increasing the efficiency of the rule of law 
and the implementation of transparent business friendly regulations, the reinforcement 
of property rights and the creation of an attractive business environment. Human  
resources play an important, if not central role in this process. Thus far, in Montenegro, 
the process of restructuring has put a focus on issues surrounding efficiency and  
productivity. Flexible labor laws and a better functioning labor market, combined with 
retraining programs and permanent education, should provide the answer. 

According to EU legislation, the electricity market will be liberalized, opening  
up new possibilities for the country. The energy sector is not only a  
precondition for the development of other economic potential but has also,  
itself, a chance to create new wealth, attract new investment and employment. 
For these purposes, it is necessary to upgrade existing infrastructures and also 
to construct new ones to enable the continuation of dynamic and sustainable  
economic growth. In this sense, the modernization of roads, railways, harbors and air  
infrastructures is essential. 
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Increasing Montenegrin competitiveness on the road to the EU

A large deficit in trade balance can be seen as an indicator of insufficient economy 
competitiveness, which is typical of the initial stages of a transitional economy. In  
order to close this gap by boosting exports, Montenegro has to build its own  
competitive economic structures. Once in the EU, Montenegro will not only have  
access to the whole European market, but will also, importantly be competing 
with all of the other European companies in that same market. Entering such fierce  
competition, unprepared, can be dangerous for any economy.

A business environment which would enable the successful restructuring of key  
industrial enterprises in the real economy can, to a large extent, contribute to stabilizing 
macroeconomic indicators. It can positively affect foreign trade disequilibrium, GDP 
levels and provide multiplier effects through contributing to the development of small 
and medium enterprises.

Apart from offering significant improvement in efficiency and business standards in 
restructured industries, its external effects could also include higher credit ratings for 
Montenegro along with an increased level of trust from foreign investors. 

It is important to emphasize that benefits will be felt not only 
by the businesses, but the entire Montenegro, through versatile 
direct and indirect effects.
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Law on Foreign Investments20

Recommendations 
Although the Montenegrin Law on Foreign Investments did incorporate some of the 
most important international standards, which are always high on the list of priorities of 
foreign investors, some issues still remained unresolved. 

Definition of Foreign Investment 

Article 1 defines ‘Foreign Investment’. The investment can be in the form of movable 
or immovable property, as well as other property rights (mortgage, pledges, warrants, 
etc.), financial assets, monetary claims, intellectual property, licenses and permits. 

The following should be added as paragraph 2: A company acquires Foreign Investor 
status on the day the investment is registered by the authorized body.  

Definition of Foreign Investor 

Article 2 of the law defines a ‘Foreign Investor’. According to the law, a foreign investor 
is a legal entity with headquarters outside the country, a foreign natural person or 
a Montenegrin citizen whose permanent residence or temporary stay abroad is  
longer than one year, a company established in Montenegro by a foreigner, a  
ompany with more than 25 percent of foreign owned equity. 

OECD recommends that companies with a minimum of 10% of foreign equity should 
be considered as foreign investors. This is why it would be advisable to decrease the 

Heritage Foundation’s 2010 Index of Economic Freedom 
ranked Montenegro in 68th place out of 183 countries, which 
is 26 places better than it was in 2009. Investment Freedom 
scored 55 (on a scale of 0 to 100), an improvement of 15 points 
since last year: “Foreign capital and domestic capital are 
treated equally. Montenegro’s Foreign Investment Law allows 
profit repatriation and guarantees against expropriation.  
However, the business, legal, and regulatory environments are 
still in transition, and bureaucracy can be non-transparent,  
burdensome, and prone to corruption. Implementation and 
enforcement of regulations and laws can be problematic.  
Residents and non-residents may hold foreign exchange  
accounts, and payments, capital transactions, and transfers 
are subject to few restrictions. Foreign investors can, based on 
reciprocity, acquire rights to real estate.”

20  http://www.gov.me/biblioteka/1070622771.doc
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required threshold of foreign owned equity from 
the existing 25% to 10% as defined in point 4, in 
order to offer a more favorable position to a 
larger number of foreign investors.  

In addition, we recommend that NGOs should 
also be treated as foreign investors.

 
National Treatment 

“…it would be  
advisable to  
decrease the  
foreign capital share 
from the existing level 
of 25% to10%”

A foreign investor can establish a company and invest in a Montenegrin company  
under the same conditions that apply to nationals, except for the production and 
trade of arms and military equipment. A foreign investor cannot establish a company 
in an area designated as restricted, e.g. border areas, national parks, etc.

National treatment, regulated in Article 6, is one of the basic legal principles when 
it comes to FDIs and the treatment of foreign investors. National treatment prevents 
discrimination against investors in comparison with local companies. Nevertheless, 
it should be noted that foreign investors are not fully equal with local business and 
residents when it comes to property rights. In particular this relates to some limitations 
 regarding the acquisition of real estate (Article 415 of the Law on Property). This is why 
we suggest that the Law on Foreign investments should state that national treatment 
should be applied if other laws do not limit the rights of foreign nationals.  

Limitations for foreign nationals 

When it comes to limitations, the law is reasonably liberal. The limitation defined in 
Article 7 (the production of weapons and military equipment) is in accordance with 
international standards. 

The Property Relations Law introduced the same treatment to foreign citizens, as is 
the case with nationals, for acquiring movable or immovable property. However 
there are some limitations for agricultural land which provide long-term leasing as an  
alternative. 

Limits are imposed on the acquisition of ownership over, inter alia, forests and forest 
land, agricultural land, cultural monuments of special importance, real estate within 
one kilometer of land borders or islands. Regard these areas, we do not consider 
that foreigners’ ownership of land is adequately regulated by the law, and that 
bylaws are necessary to regulate whether “forest” and “agricultural land” pertain to 
the categorization of land on property sheets or concerning the actual use of such 
land as forestry/agricultural land.

Rights and Obligations of Foreign Investors 

Chapter III, which defines the rights and obligations of foreign investors, contains  
important concepts for the protection of foreign investors. 

Article 29 defines compensation in the case that a foreign investor’s property  
has to be expropriated. This can only occur if there is a compelling public  
purpose established by law, whereas the investor must be compensated for an 
amount which is not less than the market value of the expropriated assets, with  
interest calculated at an annual LIBOR rate for the period from the date of  
expropriation to the time that compensation is paid. The law, nevertheless, does not 
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define a deadline for the payment of 
compensation. It would be advisable for 
the government to pass relevant secondary  
legislation in order to define, in detail the 
basis and manner of procedures and 
compensation payment deadlines. This 
deadline for damage compensation 
should not be longer than six months 
from the day of expropriation, or the day 

 
 
 
 

 
 

 
 

the foreign investor ceased to operate. Furthermore, the amount of compensation 
payable in a case of expropriation should be determined with regard to the value 
of any expropriated property at the time the decision on expropriation is taken. 
According to international standards, compensation has to be prompt, efficient and 
adequate. 

In addition, the law provides for protection in the case of amendments, whereby  
applicable provisions of the law will be those that were valid at the time of the conclusion 
of any contract or decision made to invest, if that is more favorable for the investor.
Property used by a foreign investor as an 
investment in an existing company, or 
as founding capital when establishing a 
new company, should be exempt from 
customs and tax duties (excluding goods 
intended for sale). For such an investment, 
customs should prolong the payment 
of duties for 30 days. After the investor 
submits relevant evidence (Statement from 
the Commercial Court and Tax Directorate) 
that the property, i.e. capital has been 
used to invest in a company, the investor 
will be released from his obligation to pay 
customs duties.

According to international 
standards, compensation 
for expropriated property 
has to be prompt, efficient 
and adequate.

 
Registration and Promotion of Foreign Investments 

Chapter V on the Registration and Promotion of Foreign Investments should also 
contain a provision which states that foreign investments which are not registered in a 
way defined by law will not be protected. 

It would also be advisable to add a provision in Chapter VII saying that conditions from 
international agreements signed by Montenegro would have precedence over  
national regulations if these were more favorable to foreign investors. Although the 
Constitution does regulate this principle, we consider that it should be included in the 
Law on Foreign Investments.  
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Business Barriers

An Overview
In the international environment, where bank credit has almost ceased and investors 
are becoming increasingly cautious, even though Montenegro obviously has a  
potential for growth, without resolving some of the remaining issues that tend to  
impede competitiveness, this potential might never be fully achieved. 

In the latest Global Competitiveness Report 2009-2010 produced by the World 
Economic Forum (WEF), Montenegro is classified as being “Efficiency Driven” with a 
mark of 2 on a scale from 1 to 3:

The WEF also conducted a survey among business executives on those factors seen as 
the most problematic for doing business 21:

Figure 16: The most problematic factors for doing business according to WEF’s Executive Opinion Survey 

This survey showed that business executives throughout the region usually rank  
Inefficient Government Bureaucracy as being high. In contrast to the other countries 
in the region, Montenegro stands out, in positive terms, on one particular rating: political 
instability – which is usually seen at a much higher level than it is in Montenegro. 
21  The information has been drawn from the 2009 edition of the World Economic Forum’s Global Competitiveness 
Report. From a list of 15 factors, respondents were asked to select the five most problematic and rank them from 1 
(most problematic) to 5. The bars in the figure show the responses weighted according to the rankings assigned by 
respondents.
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Nevertheless, the other indicators that were ranked show a similar picture of  
business barriers in this country as does much other research. Although the order 
might be different elsewhere, complicated and expensive administrative procedures, 
infrastructure issues and financing are 
generally amongst the first ones to be 
cited.

In this chapter we will detail the issues 
of barriers which most greatly affect  
investors, offering examples and  
suggestions for their elimination. For  
example, in an informal survey we 
conducted among our members, a 
lack of transparency in procedures 
for obtaining various permits and  
licenses was probably the most  
frequently mentioned barrier, which 
is why this issue, although it has  
already been mentioned, will also be  
presented here, but in greater detail.

However, we will start with an overview 
of regulations and regulatory practices, 
focusing on those issues that affect our 
members the most.

An example of malpractice 
that is a cause of concern is 
that even lately, there have 
been intentional and  
targeted attempts of  
some state-owned  
companies to impose new 
levies to some successful  
private companies  
– concrete example is the at-
tempt of Željeznička  
Infrastruktura Crne Gore A.D.  
Podgorica (ŽICG) to charge 
unrealistic fee to Crnogorski 
Telekom for its cables  
deployed in the railway land 
which belongs to ZICG. This 
and similar actions are seen 
by foreign investors in any 
country, including  
Montenegro, as an attempt to 
impose a new tax and directly 
contradicts the intentions of  
Government of Montenegro 
to present the country as a 
very favorable investment  
destination with low tax rates 
and stable legal framework.
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Regulation

The issues we mention are obviously not only characteristic for Montenegro – on the 
contrary, it is the case that Montenegro is indeed the regional leader in some areas, 
such as those shown in the following chart:

Figure 17: Senior Management Time Spent in Dealing with Requirements of Government Regulation (%) 
(Source: Enterprisesurveys.org)

Although a good example of progress has been made recently, this information alone 
does not show the complete picture. Existing regulatory deficiencies are the cause for 
serious concern for MFIC members.

laboR law 
Although the regulatory framework has been significantly improved with the 
introduction of a new Labor Law, some issues still require clarification or improvement.

This law does not fully regulate particular situations  
related to employment, for example: Article 144/ 
termination notice/ reads: If an employee becomes  
temporarily unable to perform his/her functions during 
the period he/she is required to spend at work, upon his/
her request, the time from paragraph 1 of this Article shall 
be stopped and continued upon cessation of his/her 
temporary inability to perform functions.

It is not explicitly mentioned that in this case an employer 
would be liable to pay the employee compensation for 
the period of time he/she was temporarily unable to work.

The Labor Law, although it simplifies procedures for temporary and permanent  
employment, and increases employer rights for the termination of employment due 
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to disciplinary violations, still does, on the other hand, need to be improved to bring it 
in line with the EU standards. 

In addition, judging by the experience of some MFIC members, and other companies  
in Montenegro, more adequate enforcement of the Labor and Strike laws is still  
needed (see text box).

Another related issue is the abuse of sick leave. To illustrate this we will use data we 
received from KAP. As their employees mostly live in agricultural areas, the beginning 
of the agricultural season coincides with the beginning of the sick leave “season” at 
KAP. This trend is visible in the table below, in the form of an increase in sick leave that 
begins in May and ends in September. 

Figure 18: Seasonal variations in use of sick leave 

Over the last five years, KAP has spent 9.2 million EUR to pay for the sick leave of  
employees. In just six months last year, sick leave taken by KAP employees accounted 
for 41% of the total sick leave for all employees in Montenegro! 

From the time of the acquisition of KAP in November 2005 until 
today, three illegal strikes and four work process interruptions 
have been organized by the trade unions. All of these have 
violated the Labor Law and the Law on Strikes, ranging from 
procedural matters, through to endangering the production 
process. These have all threatened the very survival of  
production facilities. According to its own calculations, KAP 
has suffered multimillion damages due to the aforementioned 
strikes. A single strike, organized in 2006, incurred damages 
of more than 1.2 million EUR, and ended in a lawsuit against the 
President of the Union. In addition, due to a specific technological 
process, it also represented a major environmental hazard.
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Such a high sick leave rate creates serious challenges for the profitability of the 
company. Apart from the compensation cost of 70% of salary, there are also 
costs for the temporary replacement of employees, a high level of fluctuation 
in the workforce and reduced productivity.

   
Figure 19: KAP’s sick leave costs in Euros, in total for 2005-2009. 

Over the last five years, KAP has lost 4.2 million EUR due to sick leave of up to 60 days, 
which has been paid for by the company.

This raises serious questions about whether the right to sick leave is being abused.  
Expressing our concerns, we hope that the relevant authorities will initiate measures 
and put additional efforts into resolving this issue.  

Recommendations: 
Regulating the aforementioned and similar situations through either the 
General Collective Bargaining Agreement or a Branch Collective Agreement. 

Stricter implementation of sick leave regulation, whereas concrete solutions 
can be taken from those models which have already been implemented in 
the region.

tempoRaRy Residence and woRk peRmits

Current situation:
Since residents from the south of Montenegro rarely apply for seasonal jobs, and that 
most of those who do are displaced persons or foreign citizens, this poses a challenge 
for a large number of companies, especially in tourism, due to complicated and  
expensive procedures.

One very complicated procedure for acquiring documents required for employing 
displaced persons (DPs) from Croatia, Bosnia and others who are foreign citizens, is 
causing an unnecessary administrative burden and incurring significant expenses – 
both in terms of money and time. 
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In the first place, it is questionable why is it 
necessary for DPs to have special permits 
after they have already been issued 
displaced persons’ ID which grants them 
temporary residence and also necessitates 
complicated procedures. 

One temporary solution for employing 
DPs during 200922: In order to employ a 
person from one of the aforementioned 
countries, they first need to acquire a 
permit for seasonal employment for a 
maximum period of eight months (a 
working permit could not have been 
acquired by such persons), whilst for 
the other four months of the year, no 

“…it is questionable 
whether is it necessary for 
DPs to have special  
permits after they have 
already been issued  
displaced persons’ ID 
which grants them  
temporary residence and 
also necessitates  
complicated procedures.“

permit of any kind could be acquired. After acquiring a permit for seasonal work, 
issued by the Montenegrin Employment Agency, for which there is a charge of 90  
Euros, a request is then submitted to the Ministry of Interior (MoI) to approve a temporary 
residence. In addition to a 5 Euro fee, charged when all the required documents are 
submitted, the MoI charges an additional sum of between 60 and 80 Euros, depending 
on the duration of employment and the type of work permit required. 

The Law on Asylum, passed on 11 July 2006, which started to be applied six months 
after it came into force, amongst other issues, stipulates how the status of a refugee is 
granted, and the reasons for the cessation and termination of refugee status. Article 
2 of this law states that refugee status shall be given to a foreigner if, upon his/her 
request for asylum, it is determined that the fear of persecution on the basis of race, 
religion, nationality, belonging to a particular social group, or political opinions in the 
country of origin is justified, for which purposes he/she cannot or does not wish to  
receive protection from the country of origin.

According to this law, the right to work for a person with refugee status is exercised 
under the same conditions as those stipulated for foreigners who have approved  
permanent residency status. This offers them the opportunity to agree a contract 
of employment for an indefinite period, however, their rights to disability insurance, 
health and pension insurance and other rights are equal to those of Montenegrin 
citizens.

Nevertheless, only one person has been granted refugee status so far in Montenegro.

Displaced persons should have a special status in Montenegro from this year, which 
means they should get: 

- Foreigner status with permanent residence in Montenegro,

- Foreigner’s ID card, and 

- Personal permit facilitating employment procedures.

22 Based on the experience of the MFIC members.
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Issues

Last year’s increase in expenses, related 
to work permits for non-residents, forced  
employers to reduce their number of staff, 
thus offering lower quality services than 
they had done in 2008. Due to changes 
in the Law on Employment and Work of  
Foreigners, total expenses increased by 
about 20 percent (see text box on the 
right). 

A permit is issued and charged for 8 
month period whilst the average period a 
nonresident spends working, particularly 
in tourism, is no longer than 3 months. This 
incurs unnecessary expenses.

In 2008 the total expenses 
for a 300 Euros salary for a 
non-resident were 39  
percent. Due to changes 
in the law, this percentage 
increased to 61 percent 
in 2009.
On top of this, there are 
working permit related 
fees which total 21.87  
Euros per month.

Recommendations
Reconsider the total amount of expenses related to obtaining a work permit for 
non-residents, using the total cost as the benchmark.

Issue work permits for periods shorter than 8 months. 

Adopt necessary secondary legislation to facilitate the whole process.

Organize a larger number of employment fairs or seasonal jobs fairs such as 
Summer Jobs 2009, in which the Ministry of Labor and Social Security could be 
involved.
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ease of doing business

Compared with the rest of the region, Montenegro ranks as average, although FYR 
Macedonia ranks better than all of the other former Yugoslav countries in Doing  
Business 201023:

Figure 20: Ease of doing business regional comparison. In total 183 economies were ranked.

 
peRmits and licenses 
Research also shows that Montenegro is ahead of the region in this field: 

Figure 21: Number of days required for obtaining different licenses and permits  
(Source: Enterprisesurveys.org)

23 Co-publication of the World Bank and the International Finance Corporation
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The number of examples in practice, 
nevertheless, shows that there is room 
for improvement, especially when it 
comes to efficiency and flexibility – very 
long and complicated procedures can 
incur irreparable damage to both the 
investor and to the host country. Except 
for business registration, the principle of 
‘silence-is-consent’ has not yet been 
applied to other spheres of public 
administration. We strongly encourage 
the Government to consider applying 
this principle to a broader set of issues.
Here is what MFIC members had to say:

"What should have been a 
simple administrative  
procedure turned into a 
five month long and  
expensive process. We 
needed a document from 
the municipality where two 
mortgages were registered 
– first and second. It turned 
out that the mortgages 
were registered in reverse 
order – the first was registered 
as the second and vice 
versa. We filed a request to 
change what was an error in 
the first place by the local 
administration. The request 
was denied. It took more 
than five months to get the 
document, but only after 
we had used personal ‘ 
connections’. This happened 
because there is no  
established procedure for 
this type of problem, just like 
for many others."
Toth Gabor, Sun Resort, 
Hunguest Hotels

“Licenses for small  
businesses such as bars, fast 
food stands and restaurants, 
night clubs and others are 
sometimes issued without 
due consideration and 
unselectively, not paying 
enough attention to 
possible externalities such 
as noise, aesthetics and 
other criteria which are  
absolutely essential for  
creating a positive image 
of this country. It is exactly 
these issues that our guests 
complain about most often”
Žarko Radulović, 
Montenegro Stars 
Hotel Group

“According to the new law, imports from Serbia now have to 
undergo sanitary analysis. Due to the fact that there are only two 
inspectors for the broader region of Podgorica, this causes major 
delays to us since the priority is trucks with food, fruit and vegetables. 
The analysis of samples can last up to one month, which means 
additional expenses for warehouses until we receive final results of 
analyses.  Financial and time-related damages thus caused are 
significant and irreparable. “
Dragana Kadović, Heineken Import Montenegro
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Our members also emphasized the inefficient organization of municipal services in 
issuing permits, complicated procedures, additional fees, sometimes vague regulations 
and a lack of transparency. All of these additionally increase costs as expertise in 
various fields is required for the interpretation of and subsequent implementation of 
all regulations, incurring significant additional expenses, thus raising the cost of end 
products and endangering the competitiveness of the Montenegrin economy.

Certain municipal taxes are multiplied, especially in the area of construction24, 
outdated regulations do not comply with EU standards, and other issues still make 
daily business operations for businesses more difficult than necessary. 

infRastRuctuRe 

The inadequate supply of infrastructure lies in second place in the WEF survey, and 
identifies the factors which are seen as the most problematic for doing business. This 
represents no more than another testimony to an issue which is widely known. In this 
sense, the MFIC welcomes the Government’s decision to initiate the construction of 
Bar – Boljare highway.

This is because such a lack of infrastructure obviously has a serious and direct  
negative impact on business activities, further limiting development. One of the  
factors which limits business operations is a poorly developed railroad infrastructure. 

Delays in the reconstruction of the railroad25, represents a challenge for adequately 
solving the problem of how to transport the 650,000 tons of bauxite which are required 
for the production of aluminum at the factory of the largest Montenegrin exporter, 
KAP. This currently prevents the company from increasing its production levels. The 
capacity of the railroad, which is also used by other partners of Zeljeznice Crne Gore, 
for the transportation of 800,000 tons of goods, is insufficient for the scope of its trans-
portation. 

24  For details please see the chapter on Construction Permits below. 
25 A narrow railroad was constructed in 1948, a wider one in 1968. 
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In addition, research shows that energy efficiency in Montenegro is lower than its 
optimal level26. At the same time, despite a high growth in population during the past 
three decades27 and an increased demand arising from economic development, 
no new energy sources have been built in Montenegro. Apart from that, with the 
exception of hydropower, little use of the potential of renewable energy sources has 
been made to date. 

On the other hand, a lack of energy requires Montenegro to import a third of all its  
energy at high cost. This makes it susceptible to price fluctuations and causes  
additional expenses, thus creating an unfavorable environment for the further  
development of the industrial sector. Besides the import dependence, the inefficient 
use of energy hampers competitiveness and the development of industry. 

Furthermore, the electricity sector has not yet been liberalized, and while the energy 
prices are still arguably low, there is a strong upwards trend. The electricity supplier is 
not in a position to compensate for growing demand and inefficient energy use by 
increasing the capacity it generates. 

“… lack of infrastructure obviously has a serious direct negative 
impact on business activities limiting further development.”

 

26 Recent study by the German Gesellschaft für Technische Zusammenarbeit (GTZ) has shown, for 
example, that 50 percent of the total energy consumption in the Montenegrin public sector is wasted 
due to inefficiency in the use of energy.
27 Number of households has increased by approximately one third according to official data from the 
1981 and 2003 censuses. 
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Construction Permits
The government’s efforts to deal with the challenges brought to investors with this 
process resulted in a new Law on Spatial Planning and Construction in 2008. The new 
law brought many improvements to the process, focused on the most important issue 
– the length of the procedure, which is now considerably shorter than it was earlier. 
In addition, the other big issue – the complexity of the process was also addressed by 
introducing solutions that required fewer steps to complete, whilst keeping the quality 
of the process at a desired level.

In spite of obvious progress, just as many other administrative procedures can  
frequently become long, complicated and expensive because of inefficient application 
of good laws and regulations, this is also the case with construction permits, which has 
frequently been mentioned as one of the obstacles to unleashing Montenegro’s full 
investment potential. This was also recognized in the World Bank’s Doing Business 2010 
Report:

Figure 22: Comparison of the length of procedures for obtaining a construction permit  
(Source: Doing Business 2010, Montenegro; World Bank)

Although Montenegro fits the regional average, and has improved its ranking 
according to IFC’s Doing Business annual report by 6 places, now ranked in 160th28 
place, many examples show there is still room for improvement. 

Our members who have experience with this process have praised the progress made 
with the introduction of the new law, but emphasized that it has not yet been fully 
implemented in practice, due to a lack of will to guide investors through a process 
that is still complicated. Sometimes the problem can also be caused by a lack of 
training for the implementation of procedures.

28 Out of 183 countries.
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Issues 

Implementation is still one of the key  
challenges to an efficient and streamlined 
process for issuing construction permits. 
Amongst others, this law should provide 
a website that contains the so-called  
spatial-technical requirements, listing all 
that these requirements include, those 
that have not yet been implemented, but 
there are no suggestions so far as to when 
this might happen (see text box).

In addition, there is the issue of unequal 
conditions for issuing construction permits 
in different municipalities when it comes to 
the requirement of paying municipal fees 
and taxes. Some municipalities require 
investors to pay in advance, before they 
have been issued with a permit, whilst  
others do not. The Law on Spatial Planning 
and Construction does not stipulate such a 
requirement. 

A specific issue is the one which relates to 
construction permits for telecommunication 
facilities, also regulated by the Law on 
Spatial Planning and Construction. With 
changes in technology being rapid 
and constant as they are, changes in 
equipment also have to be prompt. This in 
turn requires a fast procedure for obtaining 
construction permits. This has proven to be a 
difficult task under the new law, and makes 
keeping pace with technology a particular 
challenge for the telecom industry.

After the new law was adopted, the 
issue of interpreting jurisdiction over 
telecommunications facilities came up. 
It was not clear whether the Ministry for 
Spatial Planning and Environment or 
municipalities were in charge.

As telecommunications facilities have not 
been entered into the planning documents 
for local self-governments (primarily base 
stations), and whilst the Ministry no longer 
issues permits, some of the municipalities 

In addition, remaining  
issues also include:
Cadastre plans have not 
been harmonized with  
detailed spatial plans 
(DSP), although this is  
stipulated by the new law.
Although, according to 
the law, the authorities 
have to make separate 
spatial-technical requirements 
(STR) for designing technical 
documentation, the new 
STRs do not contain detailed 
data as presented in  
Article 62, paragraph 19. 
This incurs unnecessary 
expenses and delays.
Perhaps the most  
challenging issue is the 
one related to the 
restitution. Procedures 
with former owners last far 
too long from the  
perspective of a potential 
investor. Cadastre plans 
are not updated.
There are no legal  
instruments for solving 
 issues of buying land  
necessary for the completion 
of a land parcel as defined 
in the spatial plan when 
an owner refuses to sell.

have refused jurisdiction, whilst many have found it difficult to complete the procedures 
and have given base stations the status of ‘temporary building’. All of these issues have 
created further problems for investors and have slowed down the whole procedure.
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Ecological Consent 
This consent is required for the procedure of obtaining a construction permit.  
Theoretically it takes 173 days to obtain a permit, whilst in practice, according to the 
experience of our members, it takes at least 4529 days more than that. The procedure 
consists of three phases.

According to the Law on Assessment of Environmental Impact, base stations  
belong to the List II, which includes the first phase – deciding on the need to assess  
environmental impact. This phase takes a minimum of 27 days to complete. It is clear 
that this is completely unnecessary, but it is always required to conduct the assessment. 

Illustrations:
Examples from practice point to the conclusion that this issue is still an obstacle, 
sometimes even too great to tackle. One of the largest projects in Montenegro, Porto  
Montenegro30 – after four years, still does not have a construction permit. The Royal 
Montenegro Grand Resort31also does not have a construction permit; Kempinski has 
also not received a permit...

Figure 23: Gas scrubbing system

KAP still has issues with obtaining construction  
permits for investments that it was  
supposed to make according to the contract, thus  
creating a situation in which it has to juggle between  
breaking the law and starting construction without  
permits or breaking the contract. Construction of 
part of the facilities was initiated at the end of 2006 
and at the beginning of 2007, for which over 26 

million EUR was invested, whilst procedures for obtaining construction permits, which 
were initiated at exactly the same time, are still at the initial stages of obtaining  
approval from the  relevant institutions. 

All procedures were initiated in accordance with the old Law on the Construction of 
Facilities (Official Gazette no 55/00). After two years of implementation of the new 
law, KAP cannot obtain information from the Ministry regarding, whether it will be  
possible to harmonize the procedures which have now been completed according 
to the new law. 

29  MFIC own calculation.
30 http://www.portomontenegro.com/
31 http://www.royal-montenegro.com/ 

“… one drastic example 
is the procedure for 
obtaining a permit for 
the construction of a dry 
scrubbing system which 
has been pending since 
2001.”

An even more drastic example is the 
procedure for obtaining a construction 
permit for the dry scrubbing system which has 
been pending since 2001. This core project 
is still undergoing technical inspection at 
the Construction Faculty at the University of 
Montenegro. This is a key point for continuation 
of activities for obtaining all construction 
permits. For the project concerning the 
construction of the vertical furnace, KAP  
obtained a temporary permit for 1 year 
– during which time it was not possible to 
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finalize all the 17 processes which were required.  

On the other hand, there are examples of large real-estate development projects 
that have been allowed to begin construction without prior completion of the licensing 
procedures. When the permit has finally been granted, the investor has breached the 
terms of the permit – a sign of weak control mechanisms and low resources.

Recommendations
- Existing and planned telecommunications facilities should be entered into 

planning documents, whilst the issue regarding jurisdiction for issuing construction 
permits should be conclusively determined. Bearing in mind the specific nature 
of telecommunications, with regard to fast development, it is necessary to 
simplify procedures for obtaining construction permits for telecommunications 
facilities, in the first instance for replacing equipment and expanding capacity.

- The first phase of the procedure for obtaining ecological consent should be 
eliminated as it is clear that the assessment should be always conducted.  In 
this way, the procedure would be shortened by a minimum of 27 days. 

- Enable the registration of construction land within a deadline of a maximum of 
15 days instead of the present 60.

- Until new generation plans are designed, existing spatial planning documents 
should be defined with complete, and not in general, project terms with regard 
to waterworks, sewage, electricity, etc. 

- Municipal secondary legislation should be brought in line with the law, to avoid 
situations in which an investor, who is doing business in several municipalities in 
Montenegro, invests under different terms. 

- It is necessary to speed up ongoing restitution procedures through normative, 
organizational and staff changes.
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Regulatory Framework in Banking

Overview, challenges and recommendations 

As mentioned earlier in the text, the post-independence boom has largely been fueled 
by external capital inflow. Apart from tourism revenue and foreign acquisitions, more 
than one-third of the inflow consisted of real estate purchases made by foreigners (20 
percent of the GDP in 2007) and external borrowing by the domestic banking sector 
(14 percent of GDP in 2007).32 

A similar trend continued during the first three quarters of 2008. The lending activity of 
commercial banks expanded by 24.6% year-on-year in 2008, compared with 165% the 
year before (see table below). The slowdown was initially a consequence of measures 
taken by the Central Bank. The credit portfolio reached 83% of the GDP in 2008, up from 
80% one year earlier, whilst bank deposits declined by 6.7% on a year-on-year basis. 
During the first half of 2009, the deposits reduced by 11.7%, whilst credit growth fell by 
5.9% since the start of the year. As noted in the European Commission Montenegro 
2009 Progress Report33 “…the liquidity of the banking system was challenged by 
problems experienced by the second largest lender and the effects of the global 
financial crisis”.

Credit expansion, %34

2007

2006

2008

2007

Financial Institutions 174,7

189,5

155,2

 
-21,9

134,3

165,1

35,2

19,3

30,7

 
-9,8

35,7

24,6

Business Sector

Residential Sector

General Government  
(Government, municipalities, Funds)

Other

Total

The Montenegrin banking system overcame these challenges to a large extent 
and showed certain vitality. Coordinated action taken by governments, includ-
ing the Montenegrin and the mother banks also proved to be of crucial impor-
tance in maintaining stability. Measures to counter the effects of the crisis, introduced by 

32 MONTENEGRO Beyond the Peak: Growth Policies and Fiscal Constraints Public Expenditure and Institutional 
Review, Poverty Reduction and Economic Management Unit Europe and Central Asia Region, World Bank
33 http://ec.europa.eu/enlargement/pdf/key_documents/2009/mn_rapport_2009_en.pdf 
34 Central Bank of Montenegro
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the Government, with regard to deposit  
guarantees, surely aided this cause. 

Challenges, though, still remain. Our  members 
pointed out a few.

Challenges  
and Recommendations 

The regulatory framework for banking has 
not yet been aligned with international 
standards in this field. International A 
ccounting Standard (IAS) 39 has not been 
applied in Montenegro, thus causing a 
twofold problem: on one side, since most 
of the banks in Montenegro are foreign 
owned, their mother banks operate under 
different standards, adversely affecting 
business policy. On the other side, Standard 
39 would have introduced a more realistic 
level of reserves, thus contributing towards 
resolving the increasing problem of 
liquidity in the Montenegrin economy. This 
standard has already been applied in FYR 
Macedonia, Serbia, Croatia and in other 
countries.

Legal proceedings for the enforcement of 
collateral are very slow. This in turn slows 
down new lending activities. According 
to MFIC members, the average period for 
activating a mortgage is two years. More 
attention should be paid to streamlining 
procedures, making them both more  
efficient and effective. As far as the 
duration is concerned, we believe that 
deadlines for the completion of legal 
proceedings should be set in order to 
improve the protection of creditors, thus 
reducing risks and consequently the cost 
of financing. 

Existing legal voids have led to abuse 
by mortgage debtors and their 
representatives in order to delay payment 
of their obligations. Mortgage lenders, 
on the other hand, are in a situation in 
which only they have the right to the 
out-of-court sale of real-estate owned 
by mortgage debtors. This means that  
mortgage lenders who do not have 
ownership rights are not able to 
present or handover a mortgaged 
property to a potential buyer,  
unless the debtor allows them to do so.

Improving Mortgage Related 
Regulations

Considering current practice related to 
the registration, activation and  
realization of mortgages, we consider 
that regulations should include the 
 following improvements: 
– Mortgage contracts should be  
executive documents, in order to 
render court proceedings unnecessary 
and to expedite realization procedures; 
– The provisions of the law which  
regulates mortgage contracts as  
executive documents should contain 
rights and obligations for both the 
mortgage debtor and the mortgage 
lender; 
– In order to shorten procedures from 
initiation of a settlement to the point of 
executing an out-of-court sale,  
mandatory registration of the Notice 
on the Initiation of Settlement with 
the Real-Estate Directorate should be 
revoked – thus the time frame within 
which the sale of real estate can be 
conducted would be shortened by 
the duration of an entire administrative 
procedure; 
– Deadlines given to administrative 
bodies to implement requests by 
banks, or for making relevant decisions 
related to mortgages – for example 
regarding deadlines for urgent  
procedures should be shortened from 
30 days to 15 days; 
– To harmonize the positions of competent 
cadastres with regard to changes in 
cadastre operations; 
– To make decisions by competent 
bodies in the second instance both 
final and executive, without the 
potential for either complaint or legal 
appeal; 
– To enable the involvement of a  
competent body from Internal Affairs 
to providing any necessary assistance 
in order to conduct settlement  
procedures, on the basis of a decision 
on the registration of a ‘notice of sale’ 
or ‘contract of sale’ for mortgaged 
property; 
– To define the price for which a 
mortgaged property can be sold out-
of-court; 
– To define the rights of mortgage 
lenders to acquire ownership of 
mortgaged property in a more precise 
manner.
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Montenegrin banking regulations are conservative in comparison with International 
Financial Reporting Standards (IFRS) – our members consider that the implementation 
of IFRS instead of local accounting regulations would be advisable. 

Human resources are limited. It is necessary to work jointly with educational institutions 
to provide internships for students and to offer support to above average students, 
nearing completion of their studies, to find work more easily.

Current liquidity issues within the Montenegrin economy are causing problems in the 
ongoing restructuring process.. The economy does not have the required support from 
the banks – in conjunction these two will pose a serious threat to stability in Montenegro 
in 2010. That is why is very important to recognize, in partner’s dialogue, the  
common interest that the real economy, financial sector and the Government have in  
successfully resolving of this potentially very serious issue for the whole country,  
exacerbated additionally through the impact of the economic crisis. In this sense, 
we welcome the recent activities undertaken by the Government, expressing at the 
same time willingness of the MFIC to contribute to further improvement of the existing 
situation. 

During the initial stages of the financial crisis we witnessed a 
development which questioned the very foundations of the 
whole banking system – particular payment orders were not 
being executed in the system according to instructions issued by 
clients. These events must remain isolated incidents and as such 
be sanctioned accordingly.

In conclusion 
In order to improve stability and predictability in banking, categories particularly important 
for this sector, MFIC recommends giving precedence to International Standards over 
other solutions. To reinforce progress that has already been achieved in reaching  
required standards, equal rules must be applied in an equal way to everybody. Keeping 
financing available at an affordable level is almost as important for the economy as 
is the stability of the banking sector – finding a proper balance between these two 
should be a key guideline for policymakers.
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Business Registration

Although, according to OECD’s Enterprise 
Performance Policy Assessment Report, 
Montenegro is the champion in the region 
with respect to the duration of the process 
for business registration, the process itself 
still needs further improvement. This issue is 
recognized in the government’s Strategy 
for the Promotion of Foreign Direct 
Investments from 200635: “…the problem of 
administrative barriers at the level of local 
administration (various usage licenses, 
local fees, etc.) still persists, and it is 
necessary to review the number of permits 
and authorizations required to begin 
operation, along with the amounts of 
various local fees”. 

In order to have the full picture, in 
evaluating the duration of the process, not 
only the four day period for registering a 
company with the Central Registry of the 
Commercial Court should be been taken 

The Government's Strategy 
for the Promotion of Foreign 
Direct Investments from 
2006: "…the problem of 
administrative barriers at 
the level of local  
administration (various 
usage licenses, local fees, 
etc.) still persists, and it is 
necessary to review the 
number of permits and 
authorizations required to 
begin operation, along 
with the amounts of  
various local fees"

into account, but also the rest of the required procedures. For example, obtaining 
different municipal licenses related to the registration of business premises is still time  
consuming and complicated.  

The Company Law (Official Gazette of the Republic of Montenegro no. 06/02, 
Official Gazette of Montenegro no.17/07, 80/08), as the primary legal instrument 
which regulates business registration has some rather good solutions, but also some 
shortcomings:

 I. Business registration is not sufficiently clear

 II. Documents necessary to register changes in the status of a company are not 
clearly listed;

 III. Branch office registration.

I  Business registration in Montenegro 

Business registration has several steps:
1. Certification of a company’ s founding documents before the court
2. Registration with the Central Registry of the Commercial Court
3. Making the company seal
4. Registration with the Statistics Agency
5. Opening  a bank account
6. Registration with the Tax Authority
7. Registration of the company’s executive director with the Health and Pensions 

Funds.

35 http://www.gov.me/files/1154430977.pdf
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All of the aforementioned procedures are not unified within one legal document, but 
are scattered throughout different laws and bylaws.

II Changes in the status of a company

Apart from business registration, the Company Law does not provide for a list of documents 
that are necessary for registering changes in the status of a company. Therefore, if 
a change in the membership of the board of directors occurs or a change of the 
founder of a company takes place, it is not clear what documents are needed to 
reflect such a change. 

III Branch office

The Company Law recognizes the following forms of business activities:

1. entrepreneurship

2. limited partnership

3. general partnership

4. limited liability company

5. joint stock company

6. part of a foreign company.

As it may be seen, a branch office is not recognized as a way of conducting business. 
Nevertheless, several other laws regulating specific business activities, such as  
pharmacology, recognize branch offices. 

Proposed solution
Having said all this, it can be seen that the main problem with business registration in 
Montenegro is not the duration of the procedures themselves or the costs incurred, 
but the insufficient regulation of certain issues, namely the documents that have to be 
submitted at each step in the registration of a business. 

Neighboring countries, Serbia and Bosnia and Herzegovina, have specific laws on 
business registration. Montenegro should consider passing such a law, providing 
simplicity and certainty during the process of business registration.

The Law on Business Registration should contain the following:

1. Subject matter of registration, e.g. founding and dissolution of the company, 
founding and dissolution of part of a foreign company, status changes, etc.

2. Clear description of overall registration procedures, including registration with 
the Central Registry of the Commercial Court, registration with the Tax Authority, 
Statistics Agency, opening a bank account, etc.

3. Documents which are to be submitted to each of the relevant authorities in 
charge of registering different types of companies or status changes, defining 
which documents are to be certified before the court, and listing any existing 
differences in the case of foreign individuals or legal entities when submitting 
an appropriate application. 
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4. The costs and duration of each procedure to be undertaken before each and 
every relevant authority, with respect to business registration or changes in 
status which require registration. 

5. Provide a relevant law/bylaw which would list the documents necessary for 
relevant changes in business structure/activities (change of BoD members, 
change of the Owner, etc). 

Web sites such as www.hitro.hr and www.apr.gov.rs could be used as examples of 
how to accomplish better transparency of the process and enable more efficient 
business registration process.  
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Taxes and Funding of Municipalities

At a national level, Montenegro’s tax regime has become very competitive. With a 
9% corporate profit tax rate, companies operating in Montenegro are able to maximize 
their operational profit.36

TAX

VAT

Corporate Profit Tax

Personal Income Tax

Average customs duty

No double taxation

TAX RATE

Standard rate – 17% 
Lower rate – 7% (tourism)

Flat rate – 9 %

Flat rate – 12%

Approx.  6%

But this appears to be just one side of the story. Low taxes at a national level, brought 
about in an attempt to make Montenegro more business friendly, appear to have 
had a down side – reflected at a local level. Local administration, just like administration 
at a national level, is costly in comparison with the total level of output in Montenegro, 
and therefore reflects quite high levels of public spending in percentage terms of the 
GDP. And so municipalities sometimes reach for quick-fix solutions in an attempt to 
temporarily boost revenue.

Overview of payments to Municipality of Budva and Public Companies by Montenegro Stars Group

01-12 / 2008 01-10/ 2009

Local Income Tax 145,488 44,148

Tax for Alcohol and non  
alcohol beverages 54,045 42,027

Festival Fees 31,372 24,749

Property Tax 217,058 308,535

Tourist Residence Fee  
TOB 80% 100,392 79,198

Tourist Fee TOB 70% 4,914 4,914

36 For details on Montenegrin tax system please see http://www.mipa.co.me/userfiles/old/pdf/lowtaxguide.pdf 
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JP MEDITERAN Advertising 
(Tax fees for company logos 
and advertisements)

2,850 8,559

10% of the Income Tax for 
natural persons 64,908 38,115

Sub-Total as % of revenues 3% 3.6% 

Expenses for Waste Disposal 
(VAT free) - KSJP BUDVA 174,732 94,285

Water expenses (VAT free ) - 
JP VODOVOD BUDVA 403,761 223,374

Total as % of revenues, including 
waste and water expenses 5.50% 5.70%

Analysis of these two tables reveals the negative aspects and trends in taxation. Both 
the principles of predictability and transparency have been harmed.

The levels of fees imposed can vary significantly as is shown in the examples below. 
The tax surcharge imposed by the municipalities of Podgorica and Nikšić, which may 
vary, create additional problems for planning operational cash flows, especially for 
capital intensive industries. 

Nevertheless, the example of the “road tax” imposed to telecommunication companies 
in Montenegro is at the same time a very negative and a very positive example. 

The Road Tax Case 

When the new Law on Spatial Planning 
and Construction was adopted, it  
revoked the Law on Construction Land 
and the relevant provisions of the Law on 
the Financing of Local Self Governments. 
As municipalities realized they were about 
to lose significant financial sources, they 
attempted to replace their perceived loss by 
increasing  fees for the use of land adjacent 
to roads on municipal and uncategorized 
roads. And so, at the end of 2008 and 
at the beginning of 2009, municipalities 
adopted new decisions or changed the 
existing ones regarding fees for the use 
of roads to transport telecommunication  
cables. This affected the existing and also 
any new telecommunication infrastructures. 
In some cases fees were increased over 
a hundred times, despite the fact they 

“The reaction of the  
Government showed that 
Montenegro understands 
business needs, by  
exercising speed and 
flexibility in securing what 
is important, but most 
of all – transparent and 
predictable rules are 
essential. On the other 
hand, some municipalities 
showed the exact  
opposite.” 

were already unrealistically high. For example, the municipality of Kolašin requested a 
payment of 550 thousand EUR from Crnogorski Telekom, which is significantly higher 
than the expected annual revenue in that municipality (in 2008, the total revenue was 
360 thousand Euros). It is easy to conclude that such fees question the very rationale 
for doing business. In comparison, the same fee at a national level was close to 
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390 thousand Euros for 2009. To make matters worse, the decision was immediately 
executed, and a part of the fee (370 thousand) was directly debited from Telekom’s 
account.

On top of that, the municipalities determined the amount of fees charged on an  
independent basis, with no limits or clear standards. It is not necessary to comment on 
the consequences for planning, both in the short and in the long term.

After the Agency for Electronic Communications advised the Government to limit 
the level of fees to a reasonable amount, the Government proposed changes to the 
Law on Roads which included the recommendations put forward by the Agency. The 
amended law was adopted in the Parliament in July last year.

This example shows two sides of the same coin. The reaction of the Government 
showed that Montenegro understands business needs, by exercising speed and 
flexibility in securing what is important, but most of all – transparent and predictable 
rules are essential. On the other hand, some municipalities showed the exact opposite. 
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Execution Procedures 

Execution is one the most significant functions of the law and is also an expression of its 
efficiency, as it provides for the rule of law in the broadest of senses. This procedure is 
regulated in Montenegro by the Law on the Execution of Procedures (Official Gazette 
of Montenegro No. 23/04). 
 
Practical issues in implementation 
Delivery. Locating debtors and their 
property, inadequate access to information 
on debtors and their property, fraudulent 
transfer of funds.

Issues related to delivery cause delays 
and unnecessarily long procedures, whilst 
at the same courts receive the additional 
task of acquiring correct addresses, and 
have additional expenses as delivery can 
be attempted several times. 

Property exempt from repossession. A 
significant number of court orders are not  
executed since the debtor’s property is  
exempt from repossession according to the law.  

Locating bank accounts. In practice there 
are a number of problems when legal  
entities try to execute a debt collection  
order since the Central Bank of Montenegro 
does not give out information on executive 
debtors.

The Judge of the  
Supreme Court of Serbia, 
Slobodan Spasic, the 
President of the Serbian 
Working Group for  
drafting the Law on the 
Execution of Procedures, 
says that in Serbia, it 
takes on average 500 
days to execute a Court 
Decision. The percentage 
of debt collection cases 
resolved through these 
procedures is only 5  
percent. The Working 
Group found, on the 
basis of experience from 
other countries, that with 
the introduction of  
professional private ex-
ecutors percentage of 
debts collected increas-
es to 40 percent.

Recommendations  

In general, the MFIC recommends a solution that has already been implemented in 
the region – that execution procedures should be outsourced to private executors. 
This would reduce the burden unnecessarily placed on the courts, thus making them 
more efficient. Apart from that, procedures would also be facilitated, and what is 
perhaps the most important, the incentive to cheat would be removed and the rule 
of law strengthened. As this procedure is new, lawmakers may choose the option of 
adopting a parallel system – private and court executors, to gradually introduce the 
new system.

In order to solve the issue of locating bank accounts, we recommend introducing 
changes to the law in order to make it compulsory for people to submit their birth 
certificate number instead of their bank account number.
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Business and Education – Change Of Mentality

Economic growth, and even more economic development, can only be sustained 
through investing in education. Our members have recognized this need, but without 
a wider partnership that includes the government and public institutions, progress 
cannot be systematic. And it is exactly this kind of progress that is necessary in order 
to change the mentality which has been affected by years of socialist-communist 
ideology. Such practice is an absolute must if Montenegro wishes to catch up with the 
changes brought about by globalization and European integration.

The frequently mentioned lack of administrative capacity does not refer only to the 
capacity to deal with challenges posed by the integration process, but also the  
capacity required to establish an environment in which state administration provides 
the service that it should provide for its citizens, rather than being an obstacle. It is 
thus necessary to continue with improving the performance of state institutions 
throughout the administrative system. Because overly complicated procedures are 
sometimes a burden in themselves, when administrative staff are not properly trained 
to follow procedures, or when such procedures are interpreted differently by different 
administrations or by staff members, problems becomes multifold. 

The process of reform means the introduction of changes. And although there is a 
general agreement that Montenegro is on the right track in that sense, what happens 
after the rules are changed will most probably still be a serious challenge. In order 
for country to develop, not just in economic terms, a full implementation of the rules, 
that have to be equal for everybody, is expected. Anything less than that would  
undermine the image made to business people when they deal with the authorities. It 
would also affect the level and, even more importantly, the quality of the FDI – not to 
mention the damage that could potentially be caused to the rule of law. 

In understanding this mentality, and in finding ways to overcome it, it is firstly important 
to understand that Montenegro is a post-communist country. It is affected by the  
heritage of a so-called “worker self-management”, based on central planning and 
the state ownership of industry. Bearing in mind the fact that, for example, the average 
age of employees in the real sector in Montenegro is over 50, it is easy to understand 
how such a mentality has persisted for so long, and why it still lives on in the 21st century. 
Its rigidity and the perception created around it, is perhaps the toughest business barrier 
of all. However, without a change of this mindset, to reflect a more contemporary way 
of thinking, progress and economic development – not just growth – will be hampered. 

We believe that it is a necessary challenge to create an understanding and acceptance 
of the fact that government employees are, in the end, paid by businesses as a result 
of taxes levied on them. The less money created by businesses, the less money, evidently, 
will be available for governmental use. A service oriented administration can only be 
built around this very basic understanding – that businesses are partners, not enemies. 

It is important to realize that additional costs created by inefficient 
administration, expensive procedures, wasted time and other factors 
mentioned in this report, harm not only investors but Montenegro as 
whole – they are eventually a part of the final costs, and raising them 
will hamper competitiveness. In times of economic troubles this is a 
luxury Montenegro simply cannot afford. 
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MFIC Members 

Coca Cola Hellenic Bottling 
Company Crna Gora d.o.o.

Josipa Broza Tita 27
81000 Podgorica

020 433 600

Crnogorski Telekom A.D.
Moskovska 29

81000 Podgorica
020 433 739

www.telekom.me 

Podgoricka banka 
Societe Generale Group AD 

Novaka Miloseva 8a
81000 Podgorica

www.pgbanka.com 

European Bank for Reconstruction 
and Development 

T.C. Palada, Serdara Jola Piletica bb
81000 Podgorica

020 237 173
www.ebrd.com

Montenegro Stars Hotel Group d.o.o 
 85315 Bečići
033 773 777   

www.montenegrostars.com 

Crnogorska komercijalna 
Banka a.d.

Moskovska bb
81000 Podgorica

020 404 256
www.ckb.me 

CRNOGORSKA KOMERCIJALNA BANKA

NLB Montenegro banka
Stanka Dragojevica 46

81000 Podgorica
020 402 000; 020 402 001

www.montenegrobanka.com  

Daido Metal A.D.
Industrijska zona b.b.

85330 Kotor
032 331 513

www.daidokotor.com

Heineken Import 
Montenegro d.o.o.
Karadjordjeva 18 
81000 Podgorica

020 644 957

Adriatic Marinas d.o.o
Seljanovo bb
85320 Tivat
032 660 719

www.portomontenegro.com 

Kombinat aluminijuma Podgorica
Dajbabe bb  

81000 Podgorica
020 644 234

www.kap.me 

Lukoil Montenegro
Josipa Broza Tita 67

81000 Podgorica
020 658 735

www.lukoil.co.me

PricewaterhouseCoopers d.o.o
PC Krusevac, Rimski trg 50 

81000 Podgorica 
020 234 324
www.pwc.rs 

Hunguest Hotels 
Montenegro d.o.o
Sveta Bubala bb

85340 Herceg Novi
031 350 650 

AD Zetatrans
Cemovsko Polje b.b.

81000 Podgorica
020 441 902

www.zetatrans.co.me 
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Links 

Government of Montenegro www.gov.me

Ministry of Economics www.gov.me/minekon 

Ministry of Finance www.gov.me/minfin

Monstat: www.monstat.org

Montenegrin Investment Promotion Agency (MIPA) www.mipa.co.me

Central Bank of Montenegro www.cb-cg.org

Securities Commission http://www.scmn.me/

Institute for Strategic Studies and Prognoses (ISSP) www.isspm.org

Montenegro Business Alliance www.visit-mba.org
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