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1.   Objective
 
The objective of the work is to assess the impact of tax and customs system in Montenegro on the capital investments. To achieve the objective we need to analyze the following:
 
1.     Tax and Customs System of Montenegro (TCS)
2.     Quality and quantity of investments in the Montenegrin economy
3.     Determine their interdependence degree and contentss
 
The issue this topic is dealing with is whether the TCS has an impact on the amount of investments in the Montenegrin economy or not, and if it has, is it a positive or negative impact.
 
Limitation
 
In the last World Bank researches, in the framework of S&M, Montenegro has been analyzed in the group of 7 other countries, and the abbreviation for them is SEE8 (South Eastern Europe Eight). The World Bank has found the motive for such classification in the geographic position of the countries, but also regarding the development level of economies of the countries.
 
Apart from Serbia and Montenegro the group is also consisted of: Albania, Bosnia and Herzegovina, Bulgaria, Croatia, Macedonia, Moldavia and Romania.
 
The assessments related to the SEE8 states can be considered relevant for Montenegro, as well.
 
 
 
Remarks: It is very difficult to find data related only to Montenegro, 
when the international publications are in question,
 and on the other side, the data available in the Montenegrin 
institutions are not compatible with the data published 
by the international institutions. This was the problem 
which hindered a more precise analysis.
 
 
2.   Investment Factors
 
One of the generalized divisions of the investment factors is to political and economic factors. I consider this classification to be the best one for the investment attractiveness of Montenegro analysis.
 
-Political factors can be divided into macro and micro political.
 
Macro-political factors of the influence are the ones which appear as a result of the political relations in the surrounding countries, which, at the same time, have an impact on the political relations in the economic entirety we are analyzing:
 
War surrounding,
Important international factors strategy
Economic blockade,
Level of integration in the surrounding,
Neighbouring systems harmonization speed
 
Micro-political factors of the influence are the ones which are a consequence of the political (in)stability in the economic entirety (state) we are analyzing:
 
(In)stability of the systems and determined policies
(non)presence of a consensus on strategic objectives of the state
degree of political (in)tolerance 
degree of (under)development of human rights, etc.
 
-Economic factors, can also be divided into macro (external) and micro (internal) economic.
 
Macro-economic (external) factors are the ones which have not been directly influenced by the economic entirety we are analyzing:
 
Investment ability of foreign investors
Growth rates in domicile countries of the investors
Productivity in domicile economies
Stock exchange trends
Degree of economic integration in the surrounding
Economic attractiveness of the neighbouring countries’ economies
 
Micro-economic (internal) factors are all the factors of economic contents which are a consequence of the determined policies of a state, and regulations brought under their influence, as well as the quality of the economic system:
 
Economic system (perspectives)
Tax system
Customs system
Monetary system
Development trends
Minimum wage
Gray economy level
 
Remark: the aforementioned factors devision represents only one of the possible projections, and many other factors could be added.
 
          TCS’ place is in the group of micro-economic factors.
 
3.   Premises which precede the analysis
 
a.) Attractiveness of a state to attract the investments is frequently expressed in layman’s terms by the syntagm tax paradise, what means that an opinion is made, by which the investments and taxes level are inversely proportionate – the lower taxes the higher investments level!? This way of thinking may find its confirmation in the practice of other, by the rule smaller states, very often developed on dirty, foreign capital, which was escaping from domicile economies, more due to pragmatic reasons than the tax burden. The example of Cyprus is the impressive one, where foreign capital inflow was motivated by turning the state into an off-shore economy, what is not a recommendable method of attracting foreign investments according to the assessment of the international financial institutions.
 
Is it enough to cut taxes and customs in order to increase the level of investments? Is it a pattern of development which guarantees the economic growth? Will the low tax rates be attracted only by “dirty” capital?
 
This one and many other similar issues are at the same time dilemmas for the decision making factors. The Prime Minister of Montenegro is an obvious proof for that. Namely, Montenegro brought regulations by which the off-shore ambience was created eight years ago. There were great expectations regarding the investments inflow, but a year and a half ago the Ministry of Finance, under pressure of the international factors, cancelled over 1300 off-shore (quasi) banks. Financial effects of the eight years of turning Montenegro institutionally into a “tax paradise” have never been presented in the public, probably due to the fact the effects appeared to be not even approximate with the expectations. 
 
Premise: Cut, or even elimination of the tax rates is not a sufficient condition for the investments inflow.
 
a.)   Large capital (multinational companies-MC) is spreading all over the earth’s meridians, and in that way establishing a contact with different TCSs. I will mention an example about the way a MC is coping with the differences in the TCS in the countries where it exports. (source: FIBA, technical journal in Croatia, internet publication). There are parts which, at the MC level, cover certain regions. Therefore, depending on the market size, there can be a part entrusted with one or more states (regions). Each state’s TCS undergo analysis and the starting points are retail trades. The objective of a MC is that retail trade prices of the same goods are equal to the ones in Belgrade, Zagreb or Ljubljana. MC determines (levels) maximum margin for the general dealer for the state or region, so that the retail price is leveled everywhere, notwithstanding the differences in the tax rates. The objective is to remain competitive in relation to the other producers of similar goods. Thus, smuggling goods from state to state is prevented and the market is globalized. Therefore, when producers are enough powerful as multinational companies, they can remove tax deviations between the states to which they export goods.
 
Premise: Large capital (MC) can itself cope with the differences in the TCSs, and thus reduce tax deviations.
 
Proceeding from these premises, I think that the influence of the TCS itself on the investments level, firstly the foreign ones, weakens more and more and the trend will continue in the same direction.
 
4.   Montenegro as investment destination –SWOT analysis
 
Advantages 
 
-         Minimum wage
-         favourable geographic position (access to the sea),
-         European perspective,
-         Direct market surrounding of 15 million consumers,
-         Low price of public capital due to weak capital inflow
-         Tendency of bringing regulations harmonized with the EU
-         Equal legal treatment of foreign and domestic investor (national treatment)
-         Tendency of building infrastructure (roads, tunnels, bridges, airports)
-         Taxes lower than in the surrounding countries (VAT, Profit Tax)
 
 
Weaknesses
 
-         State status has not been defined over the long term (open issue of referendum)
-         Economic system is not fully autonomous (Montenegro has not got its own currency)
-         Unclear picture of the market size (economic relation with Serbia, payment operations, customs procedures)
-         Gray economy (modus vivendi)
-         Slow judiciary system (outstanding processes, insufficient number of judges)
-         Outdated technologies (five years of isolation)
-         Unfavourable energetic balance (high price of electricity)
-         Underdeveloped banking system (distrust)
-         Corruption (researches)
-         Traffic infrastructure (bad quality and maintenance of roads)
-         Expensive utility services (Municipality bureaucracy)
-         Low educational level of population
Opportunities
 
-         High touristic potentials (Velika plaza Ulcinj, Jaz, Buljarica, Bay of Kotor, Valdanos, Lustica, Durmitor, Bjelasica, Lovcen, Tara canyon, Skadar lake, etc.)
-         Agriculture (cattle raising + helath food)
-         Natural gas in the south sea bed (Remco researches)
-         Potential for wood industry (beech, cerium, spruce)
-         Mineral water resources (water = oil)
-         Energy potential (sun, small electric plants, Moraca, Tara)
-         Nautical tourism
-         Religious tourism
 
 
Threats
 
-         Technological surplus (economic activity decline + nepotism)
-         Social bomb (unemployment + acquired rights)
-         Professional staff brain drain
-         Political instability (frequent elections=time loss)
-         Lack of social dialogue 
-         Relations with Serbia made worse
-         Kosovo crisis
-         Growing criminal
-         Strong influence of political problems in Serbia (frequent elections)
-         Maintaining non-defined public-law status
 
Summary of SWOT analysis – TCS’ significance 
 
Putting all the elements of SWOT analysis in relation, it is noticeable that, in this political-economic moment, Montenegro is not an attractive region for investments (what can be seen from the investment rates), but removing certain weaknesses, these weaknesses would become advantages, and create an opportunity to Montenegro to become attractive for the investors.
Another very important factor, wage price, although lower than in stable economies, it is insufficiently powerful ADVANTAGE to attract significant investors. Having in mind that today’s basic goal is not profit, but capital GROWTH, it chooses those economic destinations which guarantee stable conditions for its turnover, notwithstanding bigger workforce costs and tax burdens.
 
TCS and LOW WAGE PRICE, as expressly economic factors are not of great significance for attracting investments in Montenegro. Factors which assess general stability, reliability and state guarantees level have advantage.
 
 
5.   TCS of Montenegro – Scanning
 
5.1            .  Tax System
 
Legal regulations of the tax system consist of 13 Laws, 12
Provisions, 3 Decisions, 28 Regulations and 9 Instructions (52 sub-Acts).
 
Tax system in Montenegro is in accordance with the international
standards, and it has been done on the basis of comparative analysis and the EU countries experience, along with very frequent amendments to the regulations, what shows that remarks were accepted, but, on the other side, creates the feeling of inconsistency and instability of legal and economic system.
 
Forms of taxes at the Montenegrin territory are:
 
-         Legal Persons Profit Tax
-         Physical Persons Profit Tax
-         Real Estate Tax
-         Excise
-         Value Added Tax (VAT)
 
We have to add also contributions for social insurance, which are consisted of:
 
-         Pension and Disability insurance contributions
-         Health insurance contributions
-         Unemployment insurance contributions
 
Public duties which have crucial significance for potential investors due to the influence on costs and solvency are:
 
-         all forms of turnover taxes,
-         Profit tax
-         Social insurance contributions
-         Customs
 
The response for that lies in the fact that these duties have important
impact on business activities, on companies’ solvency (Turnover tax, contributions, customs), and on profit (Profit tax, contributions, customs), and in the fact that regulations which regulate these duties must be applied daily, so their technical side has to be well familiar (unnecessary costs in case of their breaching). 
 
Other forms of taxes do not have so intensive influence on the
investments, except when drastic tax burdens, anomaly in relation to the surrounding countries are in question (e.g. high Real Estate Tax, what is not  case in Montenegro – up to 0,80% from the market value of real estates).
 
a.)   VAT – Multi-phase Turnover Tax
 
VAT is being applied in Montenegro as of April 1st , 2003, and after the initial doubts, its introduction to the tax system appeared to be proper.
 
One-phase turnover tax is changed with the multi-phase VAT with the uniform rate of 17%. There is also zero rate for all kinds of bread and milk, products export.
 
Thus, Montenegro is gradually reaching the business ambience, the potential investors from Western European countries have been used to.
 
But, the analysis of the manner of VAT introduction to the Montenegrin economic system shows that Montenegro deviated from certain recommendations and directives of the EU.
 
The Sixth Directive of the EC, brought on May 1977, represents an order to the member states how to incorporate certain institutes into its legal and economic system. Certain parameters and frameworks have been established in that direction from – to, minimum rate, list of goods which could be at a lower rate, exemptions, etc. It is up to the member states, within the framework and according to the specific qualities, to regulate concrete provisions.
In that connection, it is very important to pay attention to the Report of the European Commission (Report from the Commission) of October 2001, which it is related to the Sixth Directive application in the Laws of member states. It shows that rates in the first phases of VAT introduction in the EC member states were lower, and they slowly increased.
 
 Examples
 
-         In Germany  in 1968 basic rate was 10%, and lower rate 5%, and in 1998 it was 16%.
-         In Spain in 1986 basic rate was 12% and lower 5%, and in 1995. 16% and 7%.
-         In Luxembourg VAT in 1970 started with 8% and 4%, and in 1992 the higher one was 15% and two lower ones of 6% and 3%.
 
Only Belgium has immediately regulated a bit higher rate of 18% and 6% (lower), and in 1978 it had to reduce it to 16%, and then again increase it to 21% in 1996.
 
Practice of the EU countries shows that, with introducing VAT, it is better to initiate with lower rates, and increase them gradually as time passes by.
 
European Commission Directive (EC) from January 2001 states that higher rate may not be lower than 15%, and the lower rate may not be under 5%, but it determines a deadline to the member states to insert this into their Laws latest until 31 December, 2005.
 
Montenegrin VAT rate (17%) is competitive with the higher rates of the EU member states, but in comparison, Montenegro has started with a relatively high rate. Apart from that Montenegro has not introduced a lower rate, and there is not a prediction that it could be introduced to the legal-tax order.
 
It would be more attractive for the investors if we started with a bit lower higher rate (e.g. 12-14%), and the lower rate introduction (e.g. 4-5%). Only Denmark does not have a VAT lower rate, it started with 10% in 1967 and in 1992 the rate increased to 25%. (See Annex 1). 
 
From the comparative data (in the annex) about VAT rate it can be seen that the EU countries, and these are very powerful economies, moved carefully when the rate level is in question. A logical question is imposed, if the EU member states’ economies could not endure big burdens in the beginning, how will the weak Montenegrin economy put up with it, which out of €1.402 million (trade deficit included) of GDP, spends on the personal and public consumption €1.202 million (817 – personal +385 –public). Only €201 million goes to investments. (Republic Bureau for Statistics data form 2001). The following years are not significantly different.
 
Remark:  Monstat Data should be taken with    
reserve, due to the unclear clarification regarding costs and investments and a possible summing up these two categories.
 
Problems in VAT application
 
Montenegrin business men are united in the estimation that VAT rate (17%) is unrealistically high, comparing to the surrounding countries and it is not suitable to the economic ambience of Montenegro (source: Economist Online, April 24, 2004).
 
          In the discussion in the Chamber of Commerce of Montenegro, organized on the occasion of VAT application, numerous remarks by the business men could be heard.
 
Touristic economy representatives deem that tourism should be treated as export, and the accommodation services should be exempted from VAT, and lower rates should be introduced for food, which would be also exported through the touristic service.
 
Trade representatives deem that VAT contributes to the increase of insolvency of Montenegrin economy and they think traders-importers should pay for VAT only after the imported goods realization.
 
Producers’ representatives requested exemption from VAT for basic victuals materials, and creation of disloyal competition is a consequence of VAT introduction. They presented the following data “after the VAT introduction , 90 percent of fresh meat turnover is outside legal channels, what is the reason why those who abide the laws are not busy”. (an owner of the company for meat production).
 
Remarks on the improper return of overpaid taxes are numerous, what additionally increases insolvency of the economy.
 
State representatives’ response was that, for the time being, the rate of 17% will not be cut, and a lower rate will not be introduced, and the return would be updated. Touristic officers’ remarks will be discussed.
 
Conclusion: VAT is not a limiting factor for investments inflow, and with some corrections it can represent one of important parameters of legal and economic system stability. The issue is about the very beginning of this institute application, and differences regarding tax burden on this basis are not so drastic to be discouraging. (Croatia has got 22% VAT rate). Businessmen remarks to VAT are not in terms of denying the VAT institute itself, but they have to be taken into consideration during the Law correction (range of rates, return, tourism, food…).
 
b.)   Profit tax
 
Profit tax rate is:
 
-         On profit up to €100.000 –15%
-         On profit exceeding €100.000 – €15.000 + 20% on the profit amount which exceeds €100.000
 
This tax burden is within the lowest in Europe and we can say this is a stimulating rate for foreign investors. Avoiding double taxes is provided by approving tax credit for residence tax payers who realize profit outside of Montenegro, and in the amount of Profit tax paid in the state.
 
A rough review of the tax rates level in the transitional economies clearly shows that Montenegro has made a significant step in making the concept of an attractive ambience for investments. Poland, Bulgaria, Romania and other surrounding countries have a significantly higher profit tax rate.
 
The burden of this tax is not very intensive on the companies’ business in the administrative-technical sense. It has an impact on the profit level, and it almost insignificantly influences the current solvency, because it is predictable and can be easily followed.
 
          Conclusion:  The issue is about a very stimulating tax for the foreign investors.
 
c.)   Contributions
 
Contributions for social insurance consist of:
 
-         Pension and disability insurance contribution 
-         Health insurance contribution
-         Unemployment insurance contribution
 
Rates review – (from July 1st 2004 to December 1st 2004):
(In %)
 
Pension and Disab. Ins. Contr.           12(employees)   10,8(Employer)
Health Ins. Contr.                             7,5(employees)     6,5(Employer)
Unemployment Ins. Contr.                0,5(employees)     0,5(Employer)
                                  Total:              20                          17,8
 
Rates review (after December 1st 2004)
                                                              (in %)
 
Pension and Disab. Ins. Contr.           12(employees)     9,6(Employer)
Health Ins. Contr.                             7,5(employees)     6,0(Employer)
Unemployment Ins. Contr.                0,5(employees)     0,5(Employer)
                                  Total:              20                          16,1
 
The Law on Health Insurance regulated that the employer provides the compensation for the first 60 days inability to work (sick-leave), and the Health Insurance Fund afterwards. In case of sick-leave the contributions settlement remains the same as in the tables above with an exemption for Pension and disability insurance contributions, which are being paid by the employer by 22,8% rates (21,6% after December 1st )
 
There is a legal gap, because the Law does not regulate the manner of making payments of compensations after 60 days of sick-leave. This impreciseness can have negative consequences for the employer (at the same time for the investor), if it will be regulated (by a sub-Act) that the employer pays for the compensations for the sick-leave duration, and the Health Fund refunds them, because it would make the cash-flow analysis of the company difficult.
     
Croatia has got almost identical burdens on the basis of contributions. The employee bears the burden of contributions rates (rates) of 20%, and the employer bears the burden of 17,2% (37,2%), along with some very important differences in making concept of the pension system. The base is salary, and the lowest monthly bases are regulated for certain kinds of payers.
     Very similar solutions have been made also in Serbia, Bosnia and Herzegovina  and other countries which are direct competitors to Montenegro in the investments’ market.
 
     Following the brief review on contributions for social insurance system, in terms of a significant expenditure on the basis of workforce engagement by the investor, we can say that, on this basis, burdens regarding Montenegro are similar to other surrounding countries’ burdens, but high in comparison to some much more developed western economies. It is a completely different topic and story if we consider these rates in terms of a big burden to Montenegrin employers.
 
5.1.         Customs system
 
  Montenegro is a circled customs territory which correspond with the state borders of Montenegro. Although Montenegro is a member state in the State Union with Serbia, it has got its own customs authority and all regulations from the customs area are brought independently.
 
Customs system legal regulations consist of 2 Laws, 11 Decrees, 9 Decisions, 4 Regulations, 3 Instructions and 6 Resolutions (33 sub-Acts).
 
Basic law is the Customs law (Official Gazette of the Republic of Montenegro 7/02… 031/03-4), makes a unity of the economic contents of laws along with the Decree on Customs Tariff (Official Gazette of the Republic of Montenegro 47/03). These regulations determine the basis and rates for customs clearance of goods entering Montenegro (import customs duties), as well as for certain goods exported from Montenegro (export customs).
 
The rates are moving from zero to 30%, what is an usual range, it is even a more favourable range (lower tariffs are used for a great number of products) of customs burdens than in many surrounding states.
 
Customs system is one of the most inconsistent systems, because it is subject to frequent changes, mostly for the state budget needs, and obligatory harmonization process with Serbia.
 
We can say that after a short period of very low customs and an extremely open competition with other economies, Montenegrin economy got a form of protection, i.e. some customs rates are increased to the level which stronger protects domestic production. 
 
We should point out that Montenegro has several burdens while importing, such as different extra-customs duties, (special duty, special fee, compensations for customs registering). There are also certain administrative procedures, in terms of import licenses, which created a whole system of extra-customs costs, so that reduced revenues, which are caused by low customs rates application, are at least a bit compensated. This creates a very negative picture about customs system, and it can represent a limitation, in particular for the category of domestic investors and investors from Serbia.
 
Problems in the Customs System Functioning
 
Businessmen’s criticism can be reduced to:
 
-  Undefined (unclear) customs relation with Serbia
-  Slowness and imprecision in the customs procedures
-  Presence of corruption in the customs services
          
          It is very important for the investor whether goods which move from Montenegro to Serbia and reversely (without taking account of the origin) would be customs cleared twice. Numerous examples from the practice show that this practice does damage to the economy of Montenegro, in first place by means of losing the big market, or significantly slowing the economic trends down. Company’s costs, which are, due to this problem, doubled in terms of customs duties, should not be neglected. 
 
Slowness and imprecision in procedures frequently impose losses for the importers (time, perishable goods, interest rates…) and they should be removed as soon as possible.
 
Summary
 
Customs system of Montenegro is a very critical point from the aspect of attracting investments. Due to the aforementioned defects in the system implementation, as well as because of the very expressed inconsistency can be a very discouraging factor for attracting investments,  because the losses which occur as a consequence of bad customs system functioning, sometimes can not be measured (time waste). Customs duties themselves are competitive with the ones from surrounding countries, and the place for customs system correction should be sought in the elimination of bureaucracy inheritance (more efficient customs service), and fighting against all forms of corruption in the customs services.
 
6.   Investments into Montenegrin Economy
 
Basic tendencies in investing and potentials
     
          Eurostat’s newest data (statistical bureau of the EU) say that, during the last year (2003) direct foreign investments (DFI) of the EU countries into the rest of the world increased by 80% and reached the level of €118.000.000.000 (BILLION), while the amount of DFI in 25 EU countries from the rest of the world was €77 billion, with a decrease of 15% in relation to the previous year (2002).
 
It is visible that the EU countries dispose of enormous capital surplus, which is looking for destinations. The biggest part is invested into the USA economy, as much as $49 billion (about €40 billion) or 42% out of the total investments of the EU countries.
 
          If we assume the trend of the EU countries’ DFI growth would continue also in 2004 (let’s say by 50%), we can easily calculate how big investment chance would be offered to Montenegro. It means that the EU will, in the course of this year, invest outside its borders another €59 billion (50% out of €118 billion). If Montenegro would succeed to attract only 0,1% (only one per mill) out of that amount, it would get DFI of about €59.000.000. Not to mention that only 1% of potential investments of the EU countries in Montenegro in the course of 2004 (and let it be during the next year 2005), would mean €590 million of direct foreign investments.
 
This data shows that the surrounding countries of Montenegro possess enormous capital, which can be its great development chance.
 
Remark: My aim was to very roughly define the potential 
investment market for Montenegro. The potential 
would certainly be bigger if I took the USA 
and Russia into consideration.
 
In the report on the risk to invest, dated March this year, made by the agency which determines financial standing (“Dun and Bradstreet”), which covers 25 countries in transition, Slovenia is top-placed, whose rating is DB2c. It is followed by Hungary, Estonia, Poland, Check Republic, Lithuania, Latvia, Slovakia. After Croatia, Bulgaria and Romania at the very rear are Bosnia and Herzegovina and Serbia and Montenegro, whose credit rating is DB6d, and it makes it clear to the investors that these are the high risk countries.
 
Remark: this part is probably not needed, but I decided to include it in the 
text, because I would like to give evidence for my doubt that, in case of Montenegro, the unfavourable position of Montenegro as an investment destination could be repaired by the TCS. It is obvious that the negative influence of other factors is dominant according to the assessment of the analyst from Dan and Bradstreet.
 
 
 
 
 
Beginnings
 
Privatization process has formally started just before the SFRY
break up, under the Government of Ante Markovic, by so called internal stockholding, in order that after FRY establishment, Montenegro could start fund privatization process, which was actually rendering companies to the management, because the debt of management to funds was being returned from the current business. Only in the beginning of 1998 there was a bigger interest of foreign and domestic investors for Montenegro (Brewery, Igalo Institute, Budvanska rivijera Hotels, KAP, DKP, Jugopetrol, UTIP Montenegro, Kolasin, Zabljak, concessions, etc.). That period did not last long, and big and real expectations of the widest public about strategic partners’ investments in Montenegro, were cancelled by escalation of the Kosovo crisis and NATO Alliance bombing Serbia and Montenegro.
 
Remark: I will mention an example as evidence, and it is about the Italian giant Oliveti with which the Government of the Republic of Montenegro had a completely harmonized agreement on establishing a plant for the cash-register production in Spuz, which was cancelled a few days before the first riots in Kosovo and Metohia. There were other similar examples.
 
Only after October 2000 the new capital investments were
announced, and several privatization projects were realized. These are investments in several hotels, wood-processing, numerous infrastructure projects, Jugopetrol, Steel Plant, Montenegrobanka, as well as several joint investments which are not the fruit of privatization (investments in medium, banks, infrastructure, etc.)
 
According to what the Director of Montenegrin Agency for
Economic Restructuring and Foreign Investments said (Interview granted to the “Danas Biznis” of December 15, 2003) the investments so far(till the end of 2003) through the privatization process in Montenegro were in the amount of €230 million, both through cash payments and program of investments in the privatization companies. If we add to that another amount of €110 million of investments, which are out of the process of privatization, we can calculate the total sum of the foreign investments which was in the amount of €340 million, which was realized in the last three years, according to what the Director of the Agency said.
 
 
 
Remark: I gave the name BEGINNINGS to this part
because I consider that everything done to attract foreign capital so far, can only be a beginning, regardless the fact that transition have already been going on for about fifteen years now.
 
Where are we today
 
According to the EBRD data (source: World Bank and its
publications), Serbia and Montenegro (together) received US$ 1.717 of DFI, in the period from 1989 to 2002. According to what Montenegrin officials say, Montenegro has received €340 million of DFI so far, or about US$ 408 million, what means that out of the total amount of DFI for Serbia and Montenegro, Montenegro received only about 24% of DFI. If we take into account that all economic parameters of Montenegro are in range of 5 to 7% in relation to Serbia, it is hard to assume that Montenegrin officials’ estimation is objective.
 
For the sake of comparison for the same period (1989 – 2002)
 
S&M           received                US$ 1.717 million
Croatia received              US$ 6.296 million
Bulgaria received             US$ 4.390 million
Romania received            US$ 9.008 million
Albania received                 US$ 935 million
B&H received                    US$ 753 million
 
If we present it as the indicator per capita, we have the
following picture:
 
S&M           US$ 206 per capita
Croatia        US$ 1.419
Bulgaria       US$ 560
Romania      US$ 415
Albania        US$ 303
B&H           US$ 198
 
These data show that S&M, and in that way Montenegro is at
the rear of the list regarding investments inflow, especially when DFI per capita is in question.
 
          Summary
 
From the phase of theoretical significance of DFI, countries in
transition, and Montenegro among them, are slowly entering the phase when DFI becomes reality. Thereby, local companies face a big competition. Central and Eastern Europe countries are direct competitors to Montenegro in the field of DFI attraction. Therefore, the process and previous experience observation is an obligation of the creator of Montenegrin economic policy.
 
7.   TCS – INVESTMENTS – conclusion summary
 
TCS and Investments have a strong theoretical correlation. Nevertheless, previous experience (results) of Montenegro indicate that theoretical significance of this liaison is not important, at least not in this moment. It means we can make:
 
          The first conclusion – TCS does not play an important role in relation to the investments attraction to Montenegro.
          The second conclusion – Tax system, by itself, would not be a discouraging factor, if the previous investment factors analysis would give a better picture of Montenegro.
          The third conclusion – it is needed to put some finishing touches to the VAT, by introducing a lower rate.
          The fourth conclusion – Customs system is not consistent, and it can belong to the side of weaknesses, if the problems mentioned are not removed.
 
          The fifth conclusion – the most important investment factors are the ones which have an impact on the political stability, legal security, credit rating and investment guaranties by the state (Montenegro).
