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HIGHLIGHTS

* Montenegro is a small country with a population of 620 thousand people (in 2011) that
gained its independence in a referendum held in 2006.

* The country still has a large current account deficit and is dependent on FDI inflows and
tourism.

» Thelack of human resources and ‘brain drain’ are significant problems.

» The Montenegrin GDP per capita places the country far lower in comparison to the average
of the Adriatic Region and the EU-28 average.

» With regards to the total number of new PhD graduates, as a total share of the active
population, Montenegro stands significantly lower than the Region and the EU-28
average.

e The updating of compensation policies is one of the most rarely implemented
organisational innovations in both Montenegro and the Adriatic Region.

» Consistent with the Adriatic Region as a whole, Montenegrin SMEs show a relatively poor
level of internationalisation, with the dominant presence being on the national market,
followed by a presence in Central, Eastern and Western Europe, as well as other Adriatic
Region countries.

* The level of received support through innovation incentives from the government,
Regional authorities and the EU is low for all measured forms of financing in both
Montenegro and the Adriatic Region as a whole.

* Regarding the micro determinants of innovation, knowledge hiding occurs rather
frequently in Montenegrin respondent companies (3,80), as opposed to the Adriatic
Region average (2,31).

* Cultural intelligence: is significantly correlated with innovativeness on the Adriatic
Region level, and is ranked lower in Montenegrin (3,32) in comparison to the Adriatic
Region (4,54) respondents.
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7.1 GENERAL OVERVIEW

Montenegro is a Mediterranean country situated along the Adriatic coast. It covers
an area of 13,812 square kilometres and it shares borders with Bosnia and Herzegov-
ina (225 km), Serbia (203 km), Albania (172 km), Kosovo (79 km) and Croatia (14 km).
The northern and central region of Montenegro is mainly mountainous (mountains
comprise 60.5% of the territory). The population of Montenegro in 2011 amounted
to just over 622 thousand (MONSTAT,). The administrative centre and largest city
of Montenegro is Podgorica, while Cetinje has the status of the Old Royal Capital,
which is the historical and cultural centre of the country.

In the period from February 2003 to June 2006, Montenegro was a member of
the State Union of Serbia and Montenegro. Following the referendum of 21 May
2006, Montenegro declared its independence from the State. On 28 June 2006,
the country became the 192nd member state of the United Nations and also the
youngest independent nation in the world. Since the declaration of independence,
Montenegro has made a significant effort to stabilise the political and economic
situation in the country, as a condition for permanent market reforms. Montene-
gro aspires to a liberal and open economy and its macroeconomic indicators are
showing stability.

Even though Montenegro is not an EU member, the official currency in the coun-
tryis the euro. The euro was adopted according to the Law of Central Bank to replace
the Deutsch Mark, which was previously used instead of the Yugoslav dinar.

Montenegro established the process of formal cooperation with the EU by offi-
cially beginning technical negotiations about the contract on EU Stabilisation and
Association Agreement in 2005. The last round of technical negotiations on the
EU Stabilisation and Association Agreement was finished on 18 December 2006,
and the Agreement was signed in October 2007. The Agreement establishes a legal
framework that defines the relations between the State Party and the EU in the
field of free movement of people, goods, services and capital, as well as in the
fields of justice and home affairs, competition, financial cooperation, harmonisa-
tion of laws and other areas, in accordance with the basic objectives of the EU. By
entering into this Agreement, Montenegro became an associate member of the
European Union.

On 18 January 2007, Montenegro was officially declared as the 185th member
state of the International Monetary Fund (IMF) and the World Bank Group, as well
as the International Bank for Reconstruction and Development (IBRD), the Interna-
tional Development Association (IDA), the International Finance Corporation (IFC)
and the Insurance Agency of Multilateral Investment (MIGA) (Chief economist an-
nual report, 2007; CBCG, 2008).
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With membership of the IMF and the World Bank, Montenegro has completed
the integration of international financial institutions, which will further contribute to
increasing international credibility and encourage the inflow of foreign investment.

In the context of youth unemployment, Montenegro ranks better than other
countries in the region. For example, the International Labour Organization’s (ILO)
World Employment and Social Outlook Trends for 2015 predicts a 38,8% youth un-
employment rate for Montenegro, in comparison to a 47,5% rate for Serbia and
57,7% rate for Bosnia. This, however, does not mean that Montenegrin youth are
better off on the labor market. According to Balkanalysis (2015), there were around
30,000 unemployed individuals registered with the Bureau for Employment in
March this year. 14,000 of them were young people. And, if judged on the basis of
the capital, Podgorica, the majority of these people have a higher education degree
(Balkanalysis, 2015).

Montenegro is a candidate country for membership of the EU. Based on the de-
cision of the EU Ministerial Council of 15 September 2006, a political dialogue was
established on a ministerial level between the Government of Montenegro and the
EU institutions. The first such dialogue took place on 22 January 2007, and further
political dialogue meetings take place annually. On 22 January 2007, the EU Council
passed a decision on the adoption of a new European Partnership with Montenegro
(Delegation of the European Union in Montenegro, 2007). The priorities set forth in
this document have been incorporated into the Action Plan for Implementation of
Recommendations from the European Partnership adopted by the Government in
May 2007. Reports on the fulfilment of recommendations are submitted on a regu-
lar basis. Montenegro submitted an application for EU membership on 15 December
2008. In line with Article 49 of the EU Treaty, on 23 April 2009, the Member States
requested that the European Commission prepare an opinion upon the merits of
the application. Diplomatic relations between Montenegro and the European Com-
munities are conducted through the Montenegrin Mission to the EU in Brussels,
which has been fully functional since 2006, and the EU Delegation to Montenegro in
Podgorica, which began in November 2007.

7.1.1 OVERVIEW OF THE ECONOMIC SITUATION IN THE COUNTRY

In recent years, Montenegro has invested considerable effort in stabilising the political
and economic circumstances, as a condition of implementation of structural reforms.

The most important trends in the year of 2006 were rapid economic growth, low
inflation, a budget surplus, a record inflow of foreign direct investment and very dy-
namic development in the banking industry.
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Gross Domestic Product (GDP) declined for the first time in 2009. The growth rate
of GDP in this year was negative (-5,7%) (MONSTAT, 2010). However, 2010 showed bet-
ter results, as reflected in GDP growth of 2,5% (MONSTAT, 2011). In this year the level
of industrial production increased, as well as the number of tourists and revenues.

GDP of Montenegro in 2013 amounted to 3,327 million euros, while in 2012 it
amounted to 3,149 million. GDP per capita in 2013 amounted to 5,356 euros, while in
2012 it amounted to 5,074 euros.(MONSTAT 2014)

Real GDP growth in 2012 was negative and amounted to 2.5%, while in 2013 it had
a positive trend at 3.3%. GDP growth in the last year of the analysis was the result of
growth in industrial production (10,6%), ore and hard rock mining (-1,4%), agriculture
(6,0%), construction (9,7%) and the transport sector (27,7%) (MONSTAT, 2014). Mon-
tenegro’s economy has recorded a real GDP growth of 1,7% in the first quarter of 2014
(MONSTAT, 2015).

Average inflation in Montenegro was in decline and had a disinflation trend. The
annual inflation rate in December was 0,3% and was lower by 4,8% compared to in-
flation in 2012 (MONSTAT, 2011). The annual inflation rate in Montenegro is lower than
the level of inflation in the EU and the European Monetary Union (EMU), regardless of
whether it is measured by the consumer price or by the harmonised index of consumer
prices. The highest annual inflation was registered in January (4,2%), while the lowest
rate was recorded in November when it was 0,0%. The average increase in consumer
prices in 2013 was 2,2% (MONSTAT, 2014).

According to World Economic Forum (2012/2013), Montenegro took 72nd place,
out of 144 countries, on the global competitiveness list. According to this list, Mon-
tenegro is the most competitive country in the Balkans and is better positioned than
some members of the European Union.

The World Bank report on the ease of doing business (2013) ranked Montenegro
51st out of 185 countries, which is better than neighbouring Croatia (84), Albania (85),
Serbia (86) and Kosovo (98).

Business environment improvement is one of the country’s key priorities and an
important instrument of the economic policy for strengthening the capacities of the
Montenegrin economy. Creating a favourable environment for both encouraging en-
trepreneurship endeavours and attracting new investments contributes to the coun-
try’s economic development, precisely to GDP growth. At the same time, the com-
petitiveness of an economy at the international level defines its position in terms of
attractiveness to foreign investors.

Small and medium-sized enterprises (SMEs) act as a trigger of competitiveness
in the Montenegrin economy and, as such, contribute considerably to GDP growth,
job creation, import substitution, export strengthening, international business im-
provement and to a more balanced regional development. Moreover, the SME sector
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contributes to a dynamic transition process of the country, a necessary condition for
Montenegro to become an EU Member State.

In Montenegro, SMEs make up about 99% of the total number of enterprises
(Ministry of Finance, 2013). Progress in the development of entrepreneurial policy has
been made, which the European Commission confirmed in the 2011 Progress Report.
The report records progress made by the adoption of the Strategy for the Develop-
ment of Small and Medium Sized Enterprises 2011-2015, the 2011 Action Plan for the
implementation of this strategy and the adoption of the Strategy for Encouraging
Competitiveness at the Micro level 2011-2015. It was also confirmed that Montenegro
implements the most important European policy paper in the field of small enterpris-
es development - the Small Business Act (SBA). In this regard, the Montenegrin SME
policy has been harmonised with EU policy.

On 19 December 2006, Montenegro signed the Central European Free Trade Agree-
ment (CEFTA), which was also signed by Croatia, Bosnia and Herzegovina, Macedo-
nia, Serbia, Albania and Moldova. Ratification of the Agreement was executed in the
State Parliament of Montenegro in March 2007. Thus, Montenegro is taking active
steps towards opening the economy to strategic investors and establishing a favour-
able business climate.

Regarding its international credit rating, Moody’s Investors Service annual cred-
it report on Montenegro (29 May 2013) stated that Montenegro’s government bonds
(Ba3) reflect the small size of the Montenegrin economy and dependence on foreign
investment and the economic and institutional advantages of Montenegro’s progress
towards EU membership. The long-term forecast of the rating is stable. The gov-
ernment has enacted many laws and policies to attract foreign investors, but little
change was noted in the structure of foreign investment. According to the Ministry of
Finance, the investment is not as focused on the real estate sector, as in the years be-
fore the financial crisis. In recent years, more investment was recorded in the banking
and business sectors . In the rating report on March 2013, Standard & Poor’s Ratings
Services confirmed previous credit rating - BB stable. S&P’s experts have warned that
any further deterioration in the fiscal parameters, primarily an increase in the budget
deficit and public debt, could lead to a lower credit rating, while the continuation of
economic reforms such as reform of the labour market and business environment, in
order to increase the country’s competitiveness and greater differentiation, may lead
to better rate in the future.

The situation in the banking sector is stabilising. Capitalisation levels in the sys-
tem have been strengthened, while the owners of foreign banks have provided sup-
port to its local branches where needed. Furthermore, the potential liability of banks
in this segment has decreased. Liquidity in the banking sector has also been improved,
especially for household deposits, which are slowly coming back into the system.
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As already stressed, despite the fact that Montenegro is not a member of the
European Union, the official legal currency in the country is the euro; this was in-
troduced as a replacement for the Deutsch Mark, which had replaced the Yugoslav
dinar in 1999. Since there is no risk of exchange rate fluctuations, the main objec-
tives of the Central Bank of Montenegro are to maintain price stability, a stable and
solvent banking system and the provision of an efficient payment system.

The average number of employees in 2013 was 171.474 and it was increased by
3,0% compared to the average number of employees in 2012 (MONSTAT, 2013). The
total number of employees in December 2013 was 161 thousand, which was 0,2%
lower compared to the number of employees recorded in December 2012 (MONSTAT,
2014). Growth in the number of employees was recorded in fifteen out of the nine-
teen sectors in the last year of the analysis, with the highest growth being in the
following sectors: administrative and support services with an increase of 33,1%,
agriculture, fishing and forestry with an increase of 10,6%, accommodation and
meals with an increase of 8,5% and the arts, entertainment and recreation with an
increase of 7,5%. The decline in employment was recorded in the supply of electrici-
ty, gas, steam and air conditioning at the rate of 2,0%, followed by the manufactur-
ing sector with a 1,2% decline, in mining with 1,0% and in the trade sector by 0,6%
(MONSTAT, 2014).

In 2013, adrop in foreign direct investment was recorded, as the net inflow of FDI
was 323.9 million €, which was a decreasement by 29,8% compared to 2012 (minis-
try of finance, 2013). The net FDI inflows to GDP ratio was 9,7% in 2013, and it was
less than 3,9 pp compared to the ratio achieved in 2012 (13,6%) (ministry of finance,
2013). The structure of FDI inflows (479.2 mil. €), equity investments participated
by 58,1%, where companies and banks investemnt took 27,4% and real estate 72,6%
(CBCG, 2014). It is evident that the decrease in FDI inflows in 2013 transmits the not
so good FDI structures, primarily by growth in investments in real estate.

7.1.2 OVERVIEW OF THE RESEARCH AND INOVATION ACTORS AND ACTIVITIES
IN THE COUNTRY

The research infrastructure in Montenegro is out dated with very few labs or re-
search institutes that meet European standards. Financial investment in research
remains limited. In the past 10 years, Montenegro has established quality assurance
systems that match European standards, have increased regional collaboration in
research, increased opportunities for collaboration between research institutes and
the private sector and improved the legal framework. These could be the building
blocks of improved innovation activities in the future.
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The government developed the Strategy for Scientific Research Activities (2008-
2016), and committed to increasing R&D spending. The private sector accounts for
only 27 % of the R&D expenditures and does not have significant linkages with lo-
cal research institutes (ERAWATCH, 2013). Although the Montenegrin public sector
contributes a larger share of GERD (58 %) than the comparable balance for the EU
(ERAWATCH, 2013), it still falls significantly short of the EU in terms of R&D expen-
ditures expressed as a percentage of GDP, which amounted to 0,41% in 2011 (world-
bank, 2012).

According to the analysis of key economic and human resources related to com-
petitiveness, Montenegro’s stage of economic development is classified as coun-
try of entering more efficient production processes and increased product quality.
It was stated that over a long run Montenegro needs to put more emphasis on
stimulating new production capacity, based on added value, market-oriented re-
search and innovation, increased investments in research and development, and
cooperation between research and industry. Thus, it is important to focus resourc-
es in research and development related to the industry sector (Ministry of finance
of Montenegro, Competitiveness of Montenegrin economy, 2010). Creation of links
between the SMEs and the scientific-research institutions is still in an early phase
(World Bank, 2013).

The issue of intellectual property protection is imposed as one of the basic is-
sues that have to be resolved at the institutional and legislative level. Issues of
intellectual property resulting from research financed from public funds has, so far,
not been regulated by special legal acts. It is necessary to train personnel at the
level of public administration for the provision of basic advisory services to clients,
i.e., scientists, development of internal regulations, as well as adequate advocacy
of the scientific community in regulating intellectual property rights at the national
and international levels (World Bank, 2013).

DECISION MAKING BODIES ON POLITICAL LEVEL

e MINISTRY OF SCIENCE - Ministry of Science (MS) carries out activities within
thejurisdiction set out in the Regulation on Organization and Operation of State
Administration (“Official Gazette of Montenegro” no. 5/12, 25/15 and 61/12), and
conducts research policy in Montenegro, which is implemented on the basis of
the Scientific Research Activities (“Official Gazette of Montenegro”, No. 80/10)
and amendments Strategy research activities of Montenegro (2012-2016.), the
national program of general interest and international programs and projects
of cooperation. The ministry has established three strategic objectives that will
contribute to the development of Montenegrin the research community, as well
as the overall social development, including:

7.MONTENEGRO 129



- Development of the scientific research community in Montenegro,
- Cooperation between the scientific research community with businesses, and
- Strengthening bilateral and multilateral cooperation.

MINISTRY OF EDUCATION - (MPS) carries out the tasks in accordance with the

scope of work. The priorities of the Ministry of Education are as follows:

- Continuously creating conditions for increasing the number of children in
preschool institutions with the aim that all children are covered by preschool.

- It is planned to develop the Strategy for early and preschool education
(2015-2020.), Whose implementation will improve this aspect of education,
achieve goals that are primarily related to further growth includes increasing
the quality of all aspects of services for preschool children in Montenegro.

- In the forthcoming period, the Ministry of Education will prepare the Strat-
egy for Development general secondary education for the period 2015-2020,
which will define principles, measures and activities whose implementation
will enhance this segment education.

MINISTRY OF ECONOMY - (MEK) carries out activities within the jurisdiction
regarding the economic development; developing an apropriate ambience for
the business entities; encouraging the development and structural adjustment
of the economy; developing the policy and strategy of national economy; im-
plementing economic policy and proposing measures to attract foreign direct
investment and other. Supervision of the ministry over the work of other admin-
istrative bodies:

- The Agency for Protection of Competition

- Bureau of Metrology

- Intellectual property office

- Directorate for Development of Small and Medium Sized Enterprises

MINISTRY OF FINANCE - (MF) The Ministry of Finance performs administrative
affairs related to: preparation of proposals of current economic policy of Monte-
negro and monitoring its implementation; preparing, planning, preparation and
execution of the budget of Montenegro; fiscal impact; Monitoring the realization
of revenues and expenditures from the budget of Montenegro.

Administrative authorities within the Ministry of Finance are: Tax Administra-
tion, Customs Administration, Administration for games of chance, Public Prop-
erty and Real Property.
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Figure 7.1 - R&D system of Montenegro
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EXECUTIVE AGENCIES

+ The Montenegrin Investment Promotion Agency - (MIPA) is a national invest-
ment agency set up by the Government of Montenegro in 2005 to promote for-
eign investments and facilitate economic development in Montenegro. The mis-
sion of MIPA is to partner with foreign and domestic investors; public and private
sector; international organizations and private individuals in order to boost busi-
ness opportunity and overseas investments in Montenegro.

* Intellectual Property Office - (ZISCG) is an authority within the state adminis-
tration system of Montenegro which is competent for the activities related to
the industrial property rights and receipt and filing authors and related rights.
The Intellectual Property Office is established under the Regulation on organi-
zation and manner of work of the state administration, dated May 11, 2007 (“Of-
ficial Gazette of the Republic of Montenegro”, No. 25/07).

» The Agency for Protection of Competition - (AZZK) has been established as
functionally independent entity with the entry into force of the new Law on Pro-
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tection of Competition. The area of free market competition, regulated by Law,
represents the area that has direct and significant impact on the overall eco-
nomic development, the state and possibilities of investment activity, raising
the level of quality of goods and services, thus creating the conditions for low-
er prices and creation of modern, open market economy, providing Montenegro
with possibility to participate in the single market of the European Union and in
other international market trends.

7.1.3  RECENT CHANGES IN R&D AND INNOVATION SYSTEM IN THE COUNTRY

The commercialisation of research and private sector spending on R&D are ham-
pered by weak technological capacity. The lack of human resources and ‘brain drain’
are also significant problems. The World Bank is preparing a new four-year strategy
of assistance to Montenegro, which will be geared toward helping strengthen public
finances and encouraging private sector investment.

When it comes to the low level of R&D investment in the region (Serbia and Mon-
tenegro spend on research and development around 1% of GDP, while other countries
in the region spend up to 0,3% of GDP), the recommendation to allocate 3% of na-
tional GDP (reaching the Lisbon agenda target) is desirable, however the participants
of the Steering Platform on Research for the Western Balkan countries, which took
place in Budapest June 2015, found that this is not currently very realistic.

After the temporary closure of negotiations with the EU on Chapter 25: Science
and Research, the Montenegrin research community managed to position itself
within the European Research Area (ERA) and has the option for greater access to
the use of EU funds, mobility of researchers and cooperation with scientists and
scientific institutions, as well as economic entities from EU countries. Participa-
tion of Montenegro in the “Horizon 2020” programme, which has a total budget
of over EUR 77 billion, will enable the country’s research community to compete
for funding through concrete research projects (Ministry of science of Montenegro
Report, 2014).

The Government of Montenegro implemented the “INVO” project through the
Ministries of Science and of Education and using a loan from the World Bank. The
“INVO” project supports initiatives that will enable innovation to become the pillar
for development of a dynamic and relevant environment for the development of
science and research. The development objective of the project “INVO" is strength-
ening the quality and significance of research in Montenegro.

Within the “INVO” project the financing of larger research grants is implement-
ed, aimed at strengthening exceptional research teams, internationalisation and
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connectivity of research and the economy. The total amount that will be allocated
for all research grants in the period 2014-2017 will be around EUR 2.5 million. The
individual grants will be funded in the amount of 150,000 € to 400,000 € (Ministry
of science of Montenegro Report, 2014).

The Government of Montenegro, at the session from 28 December 2012, adopted
the Strategic Plan for the Introduction of the Science and Technology Park (NTP) in
Montenegro and instructed the Ministry of Science to carrying out activities iden-
tified in the Strategic Plan and inform the Government. The innovative entrepre-
neurship centre, ‘Technopolis in Niksic, will contribute by connecting science and
business sectors, improving the competitiveness of SMEs and promoting entrepre-
neurship, as well as supporting start-up companies (Ministry of Science, 2013).

7.2 MACRO-LEVEL ANALYSIS OF INNOVATION ENABLERS
AND INHIBITORS

In this section, the most relevant macro-indicators of innovation in the country are
presented’. These indicators concern six categories of the national innovation sys-
tem: the economic situation of the country, figures regarding human resources as
well as the education system, the innovation investments made by both the public
and private sectors and the scientific output. The indicators are synthetically rep-
resented in Figure 7.2 and described after that. In the figure, 100 represents the EU
average, while the dotted part of the histograms shows the Adriatic region average.

The economic data include the general economic figures of the country, such as
GDP per capita, total exports, unemployment rate, current account deficit, etc. In
the analysis for Montenegro we have included GDP per capita and compared it to the
Adriatic Region mean, as well as the EU-28 mean. The Montenegrin GDP per capita
places the country far lower in comparison to the average of the Adriatic Region and
significantly below the EU-28 average. The Region itself is also positioned lower than
the EU-28 average GDP per capita.

The human factor plays a critical role in innovation, as the competitive advantage
built on human resources is not easily imitable. In order to assess and compare
human resources in Montenegro with the Regional average and EU 20 average,
we have included the total number of new PhD graduates (as a percentage of the

1 A more detailed picture about the country’s innovation profile can be found at:
http://www.adriaticinnovationmap.eu/country-profile/.
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Figure 7.2 - Montenegrin Innovation System, selected indicators
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active population) in the analysis. With regards to the total number of new PhD
graduates, Montenegro stands significantly lower than either the EU-28 or Region-
al mean.

Education plays a central role in building the country’s innovation capacity. The in-
dicator of educational capabilities that was taken into account in this dimension
was the total number of students.

The total number of students in Montenegro is much higher than both the Re-
gional mean and the EU-28 mean, which may be interpreted in a positive way, again,
as a possible enabler of innovation activities and growth of future knowledge sector
participants.

The public sector is a part of the economy that consists of state-owned institu-
tions, including nationalised industries and services provided by local authorities.
The commitment of the public sector to the generation of new ideas is measured by
government expenditure on R&D. In Montenegro, government expenditure on R&D,
relative to GDP, is significantly below both the Regional and EU-28 mean.

The private sector represents an engine of economic growth and job creation, as
commercial enterprises constantly incorporate new technologies in their businesses
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due to market pressures and an imperative to stay competitive. To measure this,
we have used business expenditure on R&D in the country. It is evident that Mon-
tenegro lags behind the Region regarding business expenditure on R&D, while the
Region lags behind the EU-28 countries.

The scientific output of a country is closely related to its innovation capacity; at the
same time, it can be used as an indicator of a country’s innovation performance. To
measure this, the number of SCimago scientific journal articles (per million active
population) has been used. The number of SCImago scientific journal articles, in
relative terms, is higher for Montenegro than the Regional mean, yet below the EU-
28 average value.

7.3 MESO-LEVEL ANALYSIS OF INNOVATION ENABLERS AND
INHIBITORS

The survey of innovative micro, small and medium companies in Montenegro in-
cluded enterprises from all three regions (Northern, Central and Southern), which
constitute the IPA Adriatic eligible area.

The questionnaire was sent to a random sample of 411 firms from the IPA eli-
gible area. A total of 369 responses were obtained, 118 of which were classified as
completed responses (at the level of 70% completed or higher). The selected en-
terprises were taken from the Central Register of Companies of Montenegro, which
is a part of the Department of Public Revenues of Montenegro and was judged to
be a competent authority. The survey was conducted between July-December 2014.
A total of 369 respondents were reached via a survey conducted through a field-
based survey (a local agency was hired) (31% response rate).

The sample companies in Montenegro had an average turnover of EUR 2 mil-
lion, with 28 employees per firm on average. The rise in total sales was almost
negligent, which was to be expected due to the recession in the previous period.
However, the rise in export-to-total sales ratio had increased over 34%, showing
that companies had tried to find new markets in order to deal with the recession.
As expected, wholesale and retail trade represented the dominant sector in the
sample, since this is the case on the national level as well. Since Montenegro has
a large tourist sector, it was of no surprise that accommodation and food made up
22% of the sample, while other services accounted for 11%.

The biggest sampling problem in Montenegro was the country’s size, result-
ing in a small number of active companies and, consequently, a small number of
innovative companies. Therefore, some compromises were needed in order to ob-
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tain the required number of responses, mainly to do with lowering the threshold
of what exactly were considered as innovative companies. The team went to great
lengths to include as many companies as possible from across the various sectors
that could be considered innovative, but the quality of sampling should be taken
with some reservations due to objective constraints.

7.3.1 ORGANIZATIONAL INNOVATION

Organizational innovation, according to the surveyed companies in Montenegro,
mostly reflects organizational effectiveness and the renewal of the internal rules
and procedures. However, the obtained data demonstrates a general lack of inno-
vative behaviour, especially in terms of new management system implementation
and changes in employees’ tasks.

Chart 7.1 - Organizational innovation
(Montenegro in comparison to the Adriatic Region average)

6,00

5,52

5,10

459
462 485

Montenegro W Adriatic Region

136

4,70



The analysis of collected data on different aspects of organizational innovation
points to no major differences between Montenegro and the Adriatic Region aver-
age. Renewal of internal rules and procedures and developing structural effective-
ness hold the highest ranking in both the Adriatic Region and Montenegro, where
the Montenegrin index reaches over 5 points on the scale from 1 to 7. The biggest
disparities in favour of the Adriatic Region can be seen in the changes in the em-
ployee’s tasks and new management system implementation, where the latter also
holds the lowest ranking in Montenegro.

7.3.2 INTERNATIONALIZATION LEVEL AS INNOVATION ENABLER

In the period from 2011-2013, most surveyed companies in Montenegro were pres-
ent only on the domestic market, where the majority of turnover was also earned.
Companies that exported their products were mostly present in Western and Cen-
tral Europe, considerably less so in Eastern Europe and on the markets of the neigh-
bouring countries in the Adriatic Region, and only to some extent in North America,
East Asia, South and Central America, the Middle East and North Africa. Further-
more, the majority of surveyed companies did not export at all (92%); companies
that were export-oriented were exporting to up to five countries (8%) and very few
companies (2%) were exporting to more than five markets.

As demonstrated, the national markets are the most represented areas in both
Montenegro and the Adriatic Region as a whole; in Montenegro, 99% of the re-
spondents were present on the domestic market, while for the Adriatic Region as a
whole this rate amounts to 95%. The next most prevalent market where companies
sold their goods and services were, in both cases, those of Western, Central and
Eastern Europe, as well as the Adriatic Region countries. However, discrepancies
exist in these markets between Montenegro and the Adriatic Region’s average: for
example, in the case of Western and Central Europe, Montenegro lags behind the
Region’s average by nearly 37 and 21 percentage points, while in the case of North
America the discrepancy is slightly lower, although still substantial, with a differ-
ence of 9 percentage points in favour of the Adriatic Region average. In both cases,
the least represented markets are those in North Africa, the Middle East and East
Asia, but still the difference is significant in favour of the Adriatic Region.
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Chart 7.2 - Geographic markets where enterprises sold goods and/or services during 2011,
2012 and 2013
(Montenegro in comparison to the Adriatic Region average)
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7.3.3 INNOVATION INCENTIVES AS INNOVATION ENABLERS

The majority of innovating companies in Montenegro within the three-year period
2011-2013 received some kind of public financial support for innovative activities.
However, although at a small rate, in most cases the financial support came from
local or Regional authorities (10%), some from the government (3%), but no funding
came from the European Union. This fact again confirms that the significant factor
preventing innovative activities is the lack of financial support.

It is evident that the level of received support was low for all three forms of
financing and in both Montenegro and the Region as a whole. The main sources of
financial support were local or Regional authorities, followed by the financial sup-
port of the Central government and finally, from the European Union.
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Chart 7.3 - Public financial support (%) for the innovation activities in enterprises during
the 2011, 2012 and 2013 coming from the government
(Montenegro in comparison to the Adriatic Region average)

16,00

14,00 1350

12,00

10,00
10,00

9,40

8,00

6,40
6,00 1

4,00

300 275

200 +——

Local or regional authorities Central government European Union

Montenegro B Adriatic Region

7.4 MICRO FOUNDATIONS OF INNOVATION

Two innovative SMEs were selected in Montenegro. The first company was in the
agriculture industry and was one of the first SMEs to implement EU standards in
Montenegro, allowing it to be an exporter to the EU. The second company was in the
retail industry (owning a retail chain) and was present in Montenegro and a number
of countries in the Region.

In the analysed companies in Montenegro, the gender structure was rather bal-
anced with the ratio of men to women being 54,7% and 45,3%, respectively. The
average employee age was 35 with the youngest being 25 years old and oldest 48
years old. The majority of employees held middle and high school degree diploma
(86,3%), while the percentage of employees with a bachelor’s degree was 13,7%.

The following graph presents the average descriptive results for Montenegro in
comparison to the Adriatic Region. Here, it is important to take into account cer-
tain cross-country interpretation limitations, since the provided answers could be
culturally conditioned, due to the fact that the questions in the survey mostly deal
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with perceptions. In the case of Montenegro, factors that could have influenced the
results were also related to the companies’ specific settings. Montenegrin compa-
nies that participated in the study belonged to agriculture and retail sectors. The
obtained results could have been significantly different if companies from some
other innovative sectors had been recruited for the study.

The data show that the reported knowledge hiding level in Montenegro (3,80)
is significantly higher than in the Adriatic Region (2,31), which means that it occurs
rather frequently. Interestingly, the econometric data analysis on the Adriatic Re-
gion level has shown a slightly positive correlation between knowledge hiding and
individual innovativeness, which is contradictory to the previous empirical studies
that claim that knowledge hiding negatively affects innovativeness.

Chart 7.4 - Micro-determinants of innovation in Montenegro and the Adriatic Region
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The construct employee silence is significantly negatively related to innovativeness
on the level of the Adriatic Region, which is connected to the fact that the employ-
ees do not share theirideas openly. However, this construct was ranked significantly
higher in Montenegro (5,30) than in the Adriatic Region (2,71). Therefore, it may be
interpreted that employees in the Montenegrin sample show substantial proclivity
to silent behaviour.

According to the results of the analysis, at the level of the Adriatic Region, cul-
tural intelligence is significantly correlated with individual-level innovativeness,
which means that the more culturally conscious the employees are and the more
knowledgeable they are about different languages, cultural values, etc., the more
innovative they are likely to be. This determinant is ranked lower in Montenegro
(3,32) than in the Adriatic Region (4,54), with a significant difference in favour of
the Adriatic Region.

Perceived time pressure, according to the research, does not have any signifi-
cant correlation with the level of innovativeness in the surveyed companies of the
Adriatic Region. This determinant is ranked rather high in Montenegro (5,62), in
comparison to the Adriatic Region (4,12).

Individual innovativeness, idea championing and creativity are ranked fairly
low in Montenegro, with a difference of approximately 1 percentage point in favour
of the Adriatic Region (4,66). As already pointed, according to this study on the
level of the Adriatic Region, gender and age of the employees are strongly related to
innovativeness. Therefore, there are certain differences between male and female
employees, as well as younger and older employees, in terms of the level of their
innovativeness, and the process of individual innovation emergence.

Task conflict, as a measure of disagreement between group members, is mid-
ranked in the case of Montenegro (4,14) while in the case of the Adriatic Region as a
whole this determinant is ranked rather low (3,24). Since in some empirical studies
task conflict has been identified as a potential innovation inhibitor, the high repre-
sentation of this determinant may not be interpreted in a positive way.

Absorption/flow at work, work enjoyment and intrinsic work motivation are
ranked rather high on the Adriatic Region level, but the research has shown no sig-
nificant correlation between these constructs and individual-level innovativeness in
the Adriatic Region. In the case of Montenegro this determinant is ranked slightly
lower (4,07) than in the Adriatic region (4,54).

Regarding time perspectives, the research has shown that on the level of the
Adriatic Region, only past positive and present hedonistic time perspectives are
significantly correlated with innovativeness. Past positive time perspective is neg-
atively correlated with innovativeness at the Regional level, and it is ranked higher
in Montenegro (4,49) in comparison to the Adriatic Region (3,62) at the same time,
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at the Regional level, present hedonistic time perspective is marginally positive
correlated to innovativeness and is ranked somewhat higher in Montenegro (3,56),
than in the Adriatic Region (3,52). In contrast, past negative and future time per-
spectives did not show any significant correlation at the level of the Adriatic Re-
gion. Past negative time perspective is ranked slightly higher in Montenegro (2,89)
than in the Adriatic Region (2,34), which may be interpreted as a negative result,
while future time perspective is mid-ranked in Montenegro as well as the Adriatic
Region.

According to the conducted data analysis at the level of the Adriatic Region,
time management is highly correlated with innovativeness, and it is one of the
largest determinants of individual-level innovativeness. This determinant is ranked
higher in Montenegro (5,87) than in the Adriatic Region (5,10).

Entrepreneurial and Intrapreneurial intentions are shown to be significantly re-
lated with employees’ innovativeness at the level of the Adriatic Region, which im-
plies that entrepreneurial skills may be of potential benefit for the company, as they
stimulate the innovation processes. This determinant is mid-ranked and it does not
differ much between Montenegro (4,21), and the Adriatic Region (4,03).

Self-efficacy, which has been identified as an instigator of innovativeness in
this research at the level of the Adriatic Region, is ranked rather high (4,75) in Mon-
tenegro, which could point to the conclusion that employees in Montenegrin com-
panies are optimistic regarding their abilities to perform novel tasks.

According to the research, uncertainty avoidance as a construct for the mea-
surement of national culture does not significantly correlate with the level of inno-
vativeness in the surveyed companies of the Adriatic Region. However, this deter-
minant holds rather high and almost equal rank in both, Montenegro (6,05), and the
Adriatic Region (5,43), which implies some specific cultural characteristics of risk
aversion in the Adriatic Region.

Individualism, another construct that measures national culture, is almost
equally ranked both in Montenegro (4,04) and the Adriatic Region (4,48). The same
as in the case of uncertainty avoidance, the empirical analysis has shown that this
determinant does not play a significant role in explaining individual-level innova-
tiveness in the Adriatic Region.

7.5 CONCLUSIONS
Even though Montenegro is not an EU member, as a EU candidate the official cur-

rency in the country is the euro. The ambience for entrepreneurial development in
Montenegrois rather good and positively oriented, which is also shown on the Global
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Competitiveness List, where Montenegro took 72nd place out of 144 countries, and
51st position out of 185 countries in the Ease of Doing Business Rankings (2013).

Montenegro’s economy is based on SME companies, which make up about 99%
of the total number of enterprises and contributes to the dynamic transition process
of the country. Also, Montenegrin SME policy has been harmonised with EU policy.

After the temporary closure of negotiations with the EU for Chapter 25: Science
and Research, the Montenegrin research community managed to position itself
within the European Research Area (ERA) and has the option for greater access to
EU funds, mobility of researchers and cooperation with scientists and scientific in-
stitutions, as well as economic entities from EU countries. Montenegro has become
a part of very significant programs such as “Horizon 2020" with a total budget of
over EUR 77 billion, and the “INVQ” project that will be implemented through the
Ministries of Science and of Education using a loan from the World Bank.

The Government of Montenegro, at the session on 28 December 2012, adopted
the Strategic Plan for the Introduction of the Science and Technology Park (NTP) in
Montenegro and instructed the Ministry of Science to carry out activities identified
in the Strategic Plan. Technopolis should be operational in 2016.

The Montenegrin GDP per capita is much lower in comparison to the EU-28 av-
erage. The total number of new PhD graduates in Montenegro stands significantly
lower when compared with the EU-28 or even Regional mean. On the other hand,
the number of students in Montenegro is far higher than the Regional mean and the
EU-28 mean, which may be interpreted as a possible enabler of innovation activi-
ties. The Montenegro Government’s expenditure on R&D, relative to GDP, is signifi-
cantly below the Regional and EU-28 mean.

Most of the companies in Montenegro are present only on the domestic market,
where the majority of turnover is also earned. Montenegrin companies receive fi-
nancial support mainly from local or Regional authorities, followed by the financial
support of the Central government and the European Union.

Montenegrin employees do not share their ideas openly, in comparison to the
EU or the Adriatic region sample, and they show substantial proclivity to silent be-
haviour.

In Montenegro, entrepreneurial and intrapreneurial intentions are at almost
same level as in the Adriatic region, which means that entrepreneurial skills may be
of potential benefit for companies.

All figures and data show that the Montenegrin economy has great potential for
growth, but it is very well known that there is great dependence on foreign direct
investment, which should be replaced with domestic potential. One of the possible
ways to do sois through the development of entrepreneurial spirit, creative thinking
and innovative actions.
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