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INTERVIEW WITH Mr. VESELIN VUKOTIC
VICE-PRESIDENT OF THE PRIVATISATION COUNCIL
(Podgorica, 3¢' June 2003)

Q1. To start this interview, could you give us a st overview of the most important steps
in the privatisation process in Montenegro, since$ beginnings in 1990s?

Al. | started working on the privatisation process dW@fyears ago in the Yugoslav federation,
at the beginning of the 1990s, as a Minister ingbeernment of Ante Markovic. | was one of
the authors of the first privatisation law in thectal Federative Republic of Yugoslavia, and
although it was a short law, with only 10 provisiont was a big step at the time, but the
political parties were against privatisation. ThstfPrivatisation Law passed in Montenegro
was established between 1994 and 1996, thoughsbpealty was not involved in its creation.
The following step was the establishment of thevaisation Council as the main body
regarding privatisation in 1999. | am the vice-ptent of the Council, which has 10 members
and is presided by the Prime Minister. My roledghink about the strategy for the exercise of
privatisation, while the Prime Minister’s duty @ politically adjust and coordinate the process.
Until now we have privatised up to 60% of our eaogoWe have 15 companies in Montenegro
with the majority of shares, between 52% and 6688, avned by the government, but no
company is 100% State-owned. The rest of compaai®syt 350, are either fully privatised, or
are in the process of being so. Our plan is tauin the stock exchange, have all companies
fully privatised by the end of 2003. Several methade used for implementing the privatisation
process. First we have the Internal Privatisatishere workers are given between 15% and
20% shares of the company; second, the introdudfieghe Mass Voucher Privatisation (MVP),
where we privatised 27% of all state capital, andpons were distributed free of charge to
citizens. The third, and most important, is througkrnational tenders.

Q2. The privatisation of what company do you find a a top priority?

A2. We don't want to sell our companies; we want ty lgood owners. We have moved
slowly towards international tenders so far. A fgsars ago, we were politically unstable, but
now the conditions are better, and there is aneas®d interest for foreign investments in
Montenegro, especially after the privatisation abritenegrobanka, but there is a great interest
in other companies as well. By the end of the yoaP, and a part of energy sector, then the
tobacco company, the steel company and hotedsa matter of fact, tomorrow we have to
accept the documentation and then publish the tefutethe steel company. Some
interest has been shown in it, but it is not a$ lag we would like it to be. My opinion
is that it would be very profitable sell it. We leaalso prepared the privatisation of
Podgoricka Banka, the second largest bank aftertdh@grobanka, and we should have
that accomplished by the end of the year. In fadhin the entire banking sector, as
much as 75% of the capital is from private owngrshnd the whole banking sector will
eventually be privatised. It is very important tavptise the capital in Montenegro
because money and banks are the main tools usqubliiicians for managing the
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economy since money, national currency and theibgrdystem in general control the
whole economy. The main problem regarding thegdtillatisation of the banking sector
is that now that we have the Euro, and therefor@mding machines to manage it, if
we have foreign banks here politics and economy kel strongly divided. We are
trying to create an economy and a society withbetdirect influence of politicians, like
in France, for instance, where politics and econamgyindependent from one another.
Yet, the size of an economy is very important, Btahtenegro has an economy of only
1.3 billion Euros, which is very small if it is cqrared to the economies of countries
such as Russia, China or Japan.

Q3. You mentioned that the political stability is mportant, and according to many
analysts, Montenegro has finally reached is now pitically stable. Do you think it is the
beginning of a new era in the Montenegrin economyof attracting foreign investments?

A3. It is very important to have political stability ¢suse without it we cannot assure a proper
protection of property rights, and having a profegal framework in which to work in is
essential. Now we have a stable political envirommegarding our relations with Serbia from
the business point of view, which is very importhetause, for example, potential investors
who are interested in purchasing Duvanski Kombireggd to know whether it will also have the
same market in Serbia. However, we still need farawe our legal background.

Q4. What are the concrete measures Montenegro has implement in order to reach
economic stability?

A4. First of all, my answer would be the microstate slodhis is a large concept that | have
been working with for the last 3 years, and wd sgkd 3 more years to get its full picture and
its implementation, and it is a model that, togethigh education reforms, is an essential goal
we must achieve in order to attract foreign invesita in Montenegro. At present, the main
problem for foreign investments is the actual Labloaw. It has two aspects. First, we have a
weak protection of company employers. For example, to the legacies from socialism, it is
still very difficult for employers to lay off empjees that do not perform their duties correctly.
If a worker has a secure job, social security, lamalvs that he or she is protected from getting
fired, the worker simply will not work; this creat@ big problem to company managers. We
have done some progress regarding this issue bcit mTmiore needs to be done. Secondly, our
labour force expects too much, and | believe thiba a mistake. Many people believe that we
have a cheap labour force in Montenegro, but inopipion, this is not true, because although
salaries are rather low, contributions and taxes \ary high. For example, if you as an
employer, pay me 100 euros, you have to pay thergavent at least 100 euros in contributions,
and all this cost is reflected on the price of pheduct. Furthermore, our plan also includes to
restructuring the knowledge of employees, edudseviorkers, because right now there is a low
level of entrepreneurial education among the waykiorce; workers do not understand they
have to follow the changes in business. Regaringsm, we now have a big chance for it to
flourish, but we have had that chance for a longetand nothing was done. Something has to
change here; we must change our skills. | spokeotoe managers of big companies about
organizing courses of management training, and éner did not have the time, or they did
not want to go ahead with the idea. They do noewstdnd what it means to train the workers
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once a month or to speak about new managementideesn share the information. Young
people accept changes easier, but the average mfnkis it hard to understand. Another
problem is that we suffer with the grey economygause this causes the GDP to decrease.
Jugopetrol, the oil company, for example, has spnoblems with grey economy. They have
official petrol stations, but in the hidden markeople were selling petrol on the streets.
Jugopetrol was angry with the government for allmyva shadow economy. As for me, the
greater problem is the official economy becausegtiey one operates more efficiently. Many
things must change here in Montenegro. For exanpleam an employer and | want to
employ you, | am forced to pay high taxes. We haviind solutions to not pay them because it
is not correct from the legal point of view. Theolplem to establish businesses here are the
constant barriers. We also have to change our peljpenditure trends. Generally speaking,
we improved a lot, but it is not enough, yet tlisan evolution process, not an immediate step
and we must all be together in this process. Famge, when | speak to some ministers, they
let me know that they are against my liberal magggtroach, but they do not say it publicly.
Some ministers from economic areas believe thaEtive is the cause of high prices and they
ask me what to do if the prices of basic goods ligher in Montenegro than in the
neighbouring countries. What are we supposed teattrol prices? Certainly not. If we speak
about some products, such as bread for examptesparre high, but this is because it takes one
full year before a new company can be establishegt.hWe have to think more about
restructuring the administrative area and not allbetprices. That is the job of Ministers.
Again, | speak about your activity as well, you baw change something.

Q5. Do you think that Montenegro as a small countryhas the opportunity to go through
these reforms faster?

A5. It is difficult to say, but since we cannot charnbe size of the country we have to use its
maximum potential. Montenegro has 100 advantaged @, many disadvantages. One
advantage is that we can change a lot faster, heetdisadvantage is that when we have
problems; it is easier to create a distorted pectifryou have an echo in a tunnel it is noisyt if

is in the street it is less noisy. There are s#y@oblems in Serbia that are not too visiblehia t
eyes of the general public, whereas here in Mogteneach problem becomes a huge issue. If
we consider Montenegro’s size and GDP, our admatiet is way too large. If we check the
expenditure, 55 % of public spending goes to thgesaof civil servants and 55% of my taxes
are used to pay the wages of people in the admatiest, and this is regardless of the efficiency
of the administration, which is definitely too lowlt was my proposal to introduce, as a
spontaneous way to select people, English as a weony language, and to make all
administrative employees computer literates. lehav close relation with Prime Minister
Djukanovic and | asked him how could he reduceatiiministration, how could he lay off 3000
people? It would be unfair to leave only youngepor to take a political or for that matter
any other random approach. Let's say you havedml English and computer skills in a one-
year period. If you are willing to learn you caaysand if you are not you can leave and you
will have some social benefits, etc. This is a gaag to deal with this problem.

Q6. In terms of economic development, what countrwould be the model for Montenegr@
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A6. | have been in Luxembourg, but to be honest | casee the real model for us in that
country. Luxembourg is a country with a GDP of 8@ Qoer capita, but Montenegro has a
different history, a different position, and thengmarison would not be valid because the
situation is completely different. For us, the mbdould be Estonia. We visited Estonia, and
we consider it a good model. Bearing in mind tih&t geographical position and the historical
background are different from ours, we can stikt tiseir main reform steps. Another model
could be Ireland, an interesting country that Hamnged a lot in the last 10 yedraeed at least

3 more years to implement the microstate model,hemed we have to radically change our
mentality in order to fully implement it. We have thange our educational system here to
achieve this. Ireland is interesting from that paihview. They started reforms about 20 to 25
years ago, and did a lot of studies regarding tharacteristics of the people because by
knowing how the people are and by knowing theiditrans, they were able to carry out the
necessary developments in the country. For exarmphay opinion, in Montenegro we possibly
have weak abilities for industry but we are gooddervices. We should also look at countries
such as Luxembourg, Malta or Cyprus, but genesgdaking, Estonia and Ireland are the most
important models for Montenegro; Ireland from thategic point of view and Estonia in the
light of transition.

Q7 As for you, what is the overseas perception of dhtenegro as an investment destination
for FDI? Is Montenegro sufficiently perceived as gotential destination for investment?

A7. Montenegro is too small for foreign investors whanivto sell their products only on the
Montenegrin market. Why would foreign investorsneochere? Apart from tourism, | am not
sure of why they would be interested in the Monggimemarket. Big companies need a market
outside Montenegro as well. They will come hereyailhey encounter fewer barriers, and a
friendly business environment. Then, it is a cotitippa between Montenegro and our
neighbours; an institutional competition.

Q8. Therefore, Montenegro could be considered asstrategic platform?

A8. Yes, absolutely, that is my vision of Montenegr@annot see other reasons for big foreign
companies to invest here. Why was a foreign irorasterested in Jugopetrol? Because it had a
regional market, not only a local market. In adudfitiJugopetrol had some storage in the Port of
Bar, which is the base for export for the entirgisa. The Port of Bar is one of the major
resources for Montenegro; it is a window.

Q9. So, you think that Montenegro has the resources become what we were talking
about- the strategic platform for investments. Whawould be this specific advantage?

A9. | think that the key approach is the institutiofr@mework solely. We cannot consider
Montenegro as France. This is because France hadlith inhabitants, a different history, and
a central position within the continent, and atetyec role in the EU. Here we need a different
approach. 600,000 people forget that we are notr@emeither in export, nor in oil production.
Then, we have to liberalize, because we have gosiign, near the coast. People could come
here, live here, and we have to reduce all bartierexpenditure, reduce the administrative
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costs, and be competitive. We have to do thisafwant to establish foreign companies in
Montenegro. We are expecting Japanese companiasdst here because Japan is the second
biggest economy in the world. If one company comme®, the others will follow. When we
finished the privatisation of Jugopetrol, | askdte tGeneral Manager why he came to
Montenegro. | thought that he would give me a dereason, but his answer was very simple;
he said that “Montenegro is in the heart of Eurapd we want to sell our product in Europe,
and it is cheap here now. It will be more expensiva few years.” When | speak about big
companies investing in Montenegro | do not thinkttive will have 100 of them here, but 3, 4,
or 5 would be enough.

Q 10. You said the privatisation is not a name, is just a tool. My last question would be —
what is your aim? Your vision of Montenegro?

The privatisation process is very interesting, sitiere are lots of offers. | was asked to become
a minister, but | do not want to. | accepted a rol¢he privatisation process because private
property is important for the way of thinking. lfevehange the property rights, if we change the
state shares, it is a way to change the mentalitthink that accepting privatisation means a
change in the way of thinking. As for now, Montenegeople do not like private property. |
had a lot of discussions with some SDP (Social Dmate Party) members because they say
they support private ownership, but in a lot of exgls, such as in the electric industry, they
believe state ownership is essential. When youpeoenit, it would be 70% public, and 30%
private. This is why privatisation is a tool toatiye the organization of the economy and the
way of thinking. It is the main goal of privatisati. For that reason | support the Mass Voucher
Privatisation (MVP), because it is important foe theople in Montenegro to increase their
knowledge of market economy. Can you imagine myherosaying “I sold my shares from
Telecom.” She accepts the MVP. It is unbelievalf@r you it is a normal situation, but we
have to go step by step. The difference betweemmdemy team and other people is that we
understand privatisation is an evolutionary procdsto not believe in final solutions. My main
target is not privatisation; the goal is to chasgme traditions. For this reason | established the
special economics studies, which is a new condbpt, involves new and prepared people.
Today, we have about 200 people involved. | hadedvsome major professors from ltaly, US
UK and France to give lectures for privatisation1®93 and 1994. Now this looks easy and
normal, but at the time it was a whole new concephe main thing is the human capital in
Montenegro. It is an important step; to change fweithin. Our understanding of the economy
is completely different than that of the majorifytioe people in Montenegro of the entire region.
We are recognized as a Montenegrin economic sdiemziuse we have a new liberal theoretical
approach. This might not be something new in Franca the US, but here it is. Young people
accept that approach, and the faculty also. Theltiabas 1000 people, out of which 75% are
market oriented. Changing traditions is more imgatrthan privatisation itself.

Q11. What is the relation between the PrivatisatiotCouncil, and the Agency for
Reconstruction?

All. The Agency does the administration of the Coufidik daily work is managed by it, such
as preparation meetings, etc. At the beginninghae about 100 people of whom none was a
full time employee. Imagine the MVP, one of theajest projects in my life. 4000 people had
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to distribute shares, and we had no one. | watdeshow that we did not need full time

employees, we needed contracted people. Peoplethergovernment worked 24 hours a day
without a contract. Ministers and professors caifte to find out how | motivated these people.
It was not about the money, since their wages Veavebut if people honestly believe what they
are working for, they expect some results. If yave too much control, or an excessive
administrative approach, motivation is impossible.
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