Statements and conclusions regarding Guarantee Fund establishment in Montenegro

- Proposal -  

According to presentations and discussions of participants of Round table on “Guarantee funds in Montenegro”, organized by Montenegrin Union of Employers (MUE) and International Organisation of Employers (IOE) with support of Swiss Agency for development and cooperation held on November 27th 2006, in Podgorica, there are the following statements and conclusions: 
1. Statements 
1.1  Agenda of Economic Reforms of Government of Republic of Montenegro should define entrepreneurship as one of key driving force of future economic growth. 
This Agenda recognizes small and medium enterprises as key driving force of economic growth, opening of new working places, innovation, technology transfer, and economic coordination in Montenegro. 
1.2  Strategy for small and medium enterprises development in Montenegro defines the following goals: 
· Increase of number of small and medium enterprises and employment generation
· Increase the participating level of small and medium enterprises in production and other services

· Increase of competitive activities of small and medium enterprises in economic sectors in which Montenegro is dependant on importing goods and services and increase of their level of participation in revenues gained by export, 

· Increase of small and medium enterprises participation in GDP. 
1.3  Besides problems such as high taxes and contributions, informal economy, illegal competitiveness, and unsolved defaulter-creditors relations, key problem regarding solvency and small and medium sized enterprises development is deficiency of means and difficulties of receiving quality bank and other credits.
1.4 Regarding tax policy, MUE will actively work acquainting its membership on tax legislative and practice. Concerning this, MUE, together with support of interested partners will publish Guide for tax practice for 2006, that would be entitled “Tax Practice – questions and answers” that will include biggest number of questions and problems employers encounter in this area. 
1.5  Regarding financial support to small and medium enterprises, there are important differences in consideration of financing problems between enterprises and banks, reflected in the following areas: 
a) Small and medium enterprises attitude: 
· Banks do not have enough trust in small and medium enterprises;

· Procedures for applying, evaluation, and approving credits are complicated and expensive;

· Unregistered real estates is not accepted as collateral;

· When regarding mortgage, the relation between credit amount and real estate value is 1:3, that may be unfavorable for enterprises;
· High capital expenses, such as interests, amounting at certain banks even to 1,5% per month, business plans processing expenses, real estate evaluation, registration of trust and mortgage, insuring real estate expenses, lump sum commission for issuing credits etc.;
· Bank system is rather associated with big enterprises and prefers work with population and current clients and shareholders. 
b) Banks and Development Fund attitude:

· Small and medium enterprises do not know enough on procedures banks work according to; 
· Small and medium enterprises do not submit adequate financial reports; 
· A big number of small and medium enterprises do not have adequate financial structure which would support credit request; 
· Inadequate procession of business plans, in particular parts regarding market and marketing; 
· A big number of small and medium enterprises do not have adequate credit guarantees (only few of them have registered property); 
· In general, small and medium enterprises crediting is regarded as risky by banks because of great level of uncertainty, encountered by all enterprises. 
1.6 Banks are reluctant to provide support to start-up enterprises that, normally, do not have business and credit history, expect in cases when application is supported by important personal resources and high value guarantees. 
1.7 Legal regulative, concerning economic issues (Labor Law, Employment Law, Law on Corporate bodies, Tax Law etc.) mostly consider employers’ regulations, i.e. obligations that have to be fulfilled by enterprises. Thus, the problems are made when employees request their rights to be fulfilled, and employers have to meet their requests, that very often provoke social tensions and reduce the possibility of achieving necessary consensus among social partners and achieving cohesion of social dialogue. .
1.8 The problems that are mentioned here, as well as the ones that are not mentioned, very often lead to reducing enterprises’ solvency and bankruptcy, thus influencing weakening of economic strength and growth, reduction of current and future number of working positions, reducing of level of already low leaving conditions of employees and citizens in general, decreasing social tensions, which provoke unwanted consequences on national as well as international level. 
1.9 Experiences in countries in region as well as developed countries show that one of methods for improving financial support to small and medium enterprises is establishment of Guarantee fund. Guarantee fund, on one hand, could simplify and shorten procedure for gaining credits and using multiplier considerably increase amount of applicable funds, while, on the other hand giving guarantees reduce risks of banks for refunding.  
2.CONCLUSIONS

2.1 According to the statements, participants agreed on the conclusion that it would be useful to establish, as independent  legal entity, in which establishing would participate the Government, commercial banks, Montenegrin Union of Employers, with possibility for other Institutions to participate, in case they are interested in it.

2.2 It is important to accelerate the procedure of amending Banking Law that will predict the possibility of establishing this Fund with an aim of achieving legal ambience for Guarantee Fund constitution
2.3 The Round table participants agreed that the Montenegrin Development Fund, as an important government institution, could be a potential candidate, which could be transformed to Guarantee Fund, in compliance with the Montenegrin economic policy for 2005., which implies the following: „one of the possibilities is Fund establishing within the framework of Development Fund transforming and using existing credit assets regulated by Fund and partially privatization assets“.

2.4 At the same time the Banking Law has been changed and adopted, and it is important to work actively on preparing the Guarantee Fund establishment, especially selecting the optimal model, determinating possible financing sources and amount of initial investment, working out and adopting an Agreement on establishment and preparing the documents for Fund establishment and work.

     The working group will be formed with an aim of realizing these activities. The Working group will be composed of representatives of Government, Central bank, commercial banks, Montenegrin Union of Employers and other interested institutions..

2.5 According to the Guarantee Fund establishment and better efficiency of its future work results, it is important to intensify the activities in realization of expressed views, connected with the entrepreneurship development and continuing economic reforms, especially:
     - middle-term economic strategy work-out, that will define priorities of economic sectors, which have considerable natural and economic development resources;

    - elimination of business-barriers, first of all, reduction of income taxes and contributions of about 50%, improvement of legislative system with the intention of giving adequate rights to employers, with accordance to international standards and ILO conventions, solving problems of defaulter-creditor relations that influent insolvency of many enterprises, placing social cases where they belong, illegal economy reduction, better engagement of domestic enterprises in realizing public works, etc.;

    - according to the needs determined by economic development strategy, education strategy has to be made for providing necessary staff, that will be ready to response to contemporary technologies and services requests, the way the product and service competitiveness would enforce, according to open market conditions and requests. 
     - including stimulating methods for producing enterprises, especially for producers of goods that are prevailing imported, and although for export-oriented enterprises. For this kind of enterprises the value-added tax should be reduced and enabling VAT payments after products are sold, not before that.
2.6 MUE together with other interested partners will work on collecting and gathering data on small and medium enterprises. 
2.7 According to its developing plans and strategic goals, MUE will continue to have very good cooperation with IOE and ILO, with an aim of developing guarantee funds and other instruments so as to provide support to development of business and entrepreneurship. In that cooperation a special emphasis will be put on development of new services for its membership and for improvement of technical, human resources and other MUE capacities.
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