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1. Introduction

Montenegro has made significant progress in adopting policies and reforming regulations to boost
innovation, improve education and support the growth of small and medium-sized enterprises
(SMEs). However, significant barriers to SME development remain. For instance, market
competitiveness is distorted by the informal economy, and start-ups and entrepreneurs lack access
to finance.

Montenegro’s economy has been severely affected by the COVID-19 pandemic and by the
measures taken in response to it. In 2020, GDP dropped by an estimated 15.2%?%, while
employment fell by 7.3%?2. A major factor in this downturn was a reduction in demand in the
tourism sector, a key sector of the economy3. Tourism revenues dropped by an estimated 88% in
2020 compared to the previous year®.

In Montenegro, SMEs> play an important role in the ‘non-financial business economy’®. In 2018,
they contributed 69.3% of total value added and 76.3% of total employment. In comparison, the
average SME contributions to value added and employment in the EU were much lower, at 52.9%
and 64.9%, respectively. However, SME productivity in Montenegro, measured as value added per
person employed, was only EUR 10 100 in 2018, roughly one quarter of the EU average of EUR 41
400. SMEs in Montenegro employ an average of 4.1 people, slightly more than the EU average of
3.7.

The SME Performance Review monitors SME-related developments across the EU.
For more information: https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en



https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en

Figure 1: Number of enterprises, persons employed and value added in 2018

Number of enterprises

Number of persons employed

Montenegro Montenegro Montenegro
Micro 31919 94.4% 93.1% 57 005 31.3% 29.0% - - -
Small 1537 4.5% 5.8% 44 007 24.2% 19.9% 0.839 41.5% 35.6%
M:idzi:(';" 304 0.9% 0.9% 37827  20.8% | 16.0% 0.562 27.8% | 17.3%
SMEs 33 760 99.8% 99.8% 138839 76.3% 64.9% 1.401 69.3%
Large 52 0.2% 0.2% 43 021 23.7% 35.1% 0.620 30.7% 47.1%
Total 33812 100% 100% 181 860 100% 100% 2.021 100% 100%

Source: These data are based on data provided by the Statistical Office of Montenegro. The data cover the 'non-financial business economy’,
which includes industry, construction, trade, and services (NACE Rev. 2 sections B to J, L, M and N), but not enterprises in agriculture,
forestry and fisheries and the largely non-market service sectors such as education and health. The following size-class definitions are
applied: micro firms (0-9 persons employed), small firms (10-49 persons employed), medium-sized firms (50-249 persons employed), and
large firms (250+ persons employed).

2. Key strengths

Montenegro has a dynamic entrepreneurial activity

Montenegro performs above the EU average in early-stage entrepreneurial activity — both in
general and for female entrepreneurial activity. 32% of Montenegrins intend to start a business in
the next 3 years - twice the EU average. Entrepreneurship is widely perceived as a desirable career
choice by 81% of the population, significantly above the EU average’.

However, the share of early-stage entrepreneurs who claim to be driven by the opportunity to
increase their income rather than by the lack of other options to work is lower than the EU
average®.

Figure 2: Improvement driven opportunity entrepreneurial activity: relative prevalence (%)
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Montenegro has now approved a solid regulatory and strategic framework to promote
innovation and boost investment in R&D

A number of government policy documents'®1112 identified the low levels of investment in R&D
and the low level of activity in innovation as some of the main challenges to Montenegro’s
development. According to the Global Innovation Index, the country ranks 45th among the 129
economies in innovation, with gross expenditure on R&D amounting to 0.3% of its GDP13,

However, the Montenegrin government delivered a strong response to this development challenge
in recent years, and several important steps in innovation policy and regulation have been taken.
In 2019, Montenegro adopted its Smart Specialisation Strategy 2019-2024 (Strategija pametne
specijalizacije Crne Gore 2019-2024)'* - the first non-EU country to adopt such a strategy. A
Council for Innovation and Smart Specialisation was established, as the first step towards better
coordinating innovation policies across different government agencies. In 2020, the country
adopted new laws on innovation (Zakon o inovacionoj djelatnosti)'> and on incentives for
developing research and innovation (Zakon o podsticajnim mjerama za razvoj istraZivanja i
inovacija - Lex Specialis)'®. It is expected that this strengthened regulatory framework will result
in more coordinated and effective innovation policies.

Vocational education is now better aligned with the needs of employers and SMEs

There has been a steady increase both in the number of schools implementing three-year dual
vocational education and training (VET) programmes and in the number of employers participating
in dual VET, coupled with a substantial increase in dual VET enrolment - accounting for 23% of all
VET students in the academic year 2019/2020. Nearly 70% of all secondary school students are
enrolled in a VET programme?’.

This progress has taken place in the context of the implementation of the Lifelong Entrepreneurial
Learning Strategy 2020-2024, which is aiming to boost the development of work-based learning,
particularly the dual model of three-year secondary VET!8,

SME support initiatives have been streamlined and are now more accessible

Several reports on the country’s SME policy!®29 had noted the uncoordinated approach to providing
support to SMEs, as various institutions were providing similar support to the same target groups.

To address this issue, in 2018, the Ministry of Economy established the Directorate for
Investments, Development of Small and Medium Enterprises and Management of EU Funds,
replacing the former Directorate for SME Development. This provided SMEs with a one-stop shop
making it easier for them to access business support services?!. In 2020, support mechanisms
previously scattered across various Directorates were merged into a single support programme -
the Programme for Improving the Competitiveness of the Economy (Program za unapredenje
konkurentnosti privrede za 2020 godinu), integrating different lines of support aimed at a diverse
range of target groups?2.



3. Key challenges

Market competitiveness is distorted by the informal economy

According to the last available Informal Economy in Montenegro Report (2014), the informal
economy is estimated to total between 26% and 31% of the country’s GDP. This includes
unregistered activities, reduced reporting of turnover in cash transactions, and undeclared or
partially undeclared work. In this context, SMEs operating lawfully find themselves competing in
an unfair situation. The informal economy in Montenegro is, among other reasons, fuelled by
inefficiencies in public administration and inadequacies in the regulatory framework as well as
difficulties in accessing finance?3.

There is no specific strategy yet to combat Montenegro’s informal economy and the Micro-, small
and medium-sized enterprise (MSME) Development Strategy 2018-2022 (Strategija razvoja mikro,
malih i srednjih preduzeéa)®* does not propose any specific measures.

Accessing finance remains a challenge for entrepreneurs and start-ups

Alternative sources of funding are not available for young companies. Venture capital is practically
non-existent?> and the local business angel network is limited?®. Traditional banking finance does
not adapt itself to the needs of entrepreneurs, start-ups or MSMEs with innovative business ideas,
as they have lengthy funding approval procedures and stringent funding requirements in terms of
creditworthiness or credit security?’.

The MSME Development Strategy 2018-2022 recognises ‘Access to finance’ as one of its strategic
objectives, and aims to:

e improve the availability of new financial instruments (grants, credit guarantees, new
microcredit instrument, equity instruments);

¢ strengthen investment readiness and financial management; and

e improve legislation for easier access to finance, including the creation of a legislative
framework for venture capital funds?8.

Moreover, in 2019 and 2020, a programme to support investment in equipment for both MSMEs
and large companies was made available (Programska linija za podsticaj proizvodnih procesa)?°.

Administrative burden linked to tax and some areas of the business regulatory
framework remain a challenge

Although the burden of government regulations is below the EU average in Montenegro?, a
number of challenges related to administrative burden and the regulatory framework negatively
affect the business environment. These include administrative burden linked to tax payments.
Each year, Montenegrin SMEs face 18 tax payments and spend 300 hours preparing, filing and
paying taxes. The cost of enforcing contracts is above the EU average3!.



Figure 3: Time to pay taxes (hours per year)
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4. Other key SME-related brief insights

IMPACT OF
COVID-19 CRISIS
ON SMES

GREEN
TRANSITION OF
SMES

START-UP
ENVIRONMENT

DIGITALISATION
OF SMES

The World Bank estimates that Montenegro is expected to experience the
deepest recession among the Western Balkans countries in 2020, during
the COVID-19 crisis, mainly due to its heavy reliance on tourism33. The
government launched three packages of measures in 2020 to tackle the
impact of COVID-19, including credit lines, loan deferrals, tax relief
measures and wage subsidies.

Only 81% of Montenegrin SMEs have taken resource efficiency measures
and 20% of them offer green products and services — against the
respective EU averages of 89% and 25%. Montenegrin SMEs have
received widespread support to implement resource efficiency measures
— however, they have not received any support in order to produce green
products and services**. The MSME Development Strategy 2018-2022
envisages the provision of advice and guidance on resource efficiency,
backed up by financial incentives for SMEs. However, it is worth noting
that no budget was assigned to this objective in 20203°.

The Science and Technology Park Montenegro was established in 2019
in order to promote innovation and entrepreneurship and to provide
support to the establishment and growth of high-tech young
companies®®. In addition, the government is expected to approve a
reform of the company registration process so that companies can
register electronically. Business associations strongly support this
initiative.

Almost all businesses (98.8%) use computers for their activities and have
access to the internet (99.5%), but high-speed broadband connections
are not yet commonplace.3’. Only 18% of businesses use cloud services,
and only 6% use their own websites or apps for sales®, against EU
averages of 23% and 16%, respectively. In 2020, the government started
preparing the Digital Transformation Strategy of Montenegro 2021-2025
and established the Coordination and Advisory Body for Digital
Transformation°.
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