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Summary

Cluster development is of special importance for stimulation of development of the micro,
small and medium entrepreneurship, and clusteripplis becoming an important element

of economic development and economic policy across Europe. Micro, small and medium
enterprise cluster represents the sectoral and geographical concentration of enterprises
and/or individual producers who produce a cheteristic range of goods or services, facing
the similar threats and opportunities.

The 20122016 Strategy for Sustainable Economic Growth of Montenegro through
Introduction of Qusters encompassed all the relevant stakeholders dealing with cluster
devebpment and provision of support to clusters, and in the preparation of the strategy,
the starting point was cluster mapping in the entire territory of Montenegro, preparation of
15 diagnostic studies of the potential clusters, which served as a basigvVelopment of
this strategy. Also, a series of meetings with the key cluster stakeholders lat/#ieflocal
government unis were held, as well as the workshops with the stakeholders at the state
administration levels andwo round tables attended byhe majority of the key cluster
development stakeholders at the state level, local government Idvein the scientific
community, education, statistics sectorgluster entrepreneurs/enterprises, business
associations, international developmental agemsgcidnvestmeriDevelopment Fund of
Montenegro, banking associations etc.

The 20122016 Strategy for Sustainable Economic Growth of Montenegro through
Introduction of Clusters aims at contributing to a more balanced regional secanomic
development byncrease in competitiveness and employment capacities of the micro, small
and medium enterprises, as well as entrepreneurs (especially in the degeloped
municipalities), ensuring that varioleconomic participants in the country equally use the
advantags arising from the European integration process and further market opening. The
Strategy is focused on provision of contribution in achieving of the four major goals arising
from the abovementioned general objective of the strategy, and it is harmonizdhe

same time, with the goals of other key strategic documents of the Government of
Montenegro. The abovementioned goals include (1) increase in exports, (2) local origin of
products and substitution of imports, (3) opening of the new enterprises agation of the

new jobs and (4) retaining the employment level.

In order to provide for implementation of the key strategy goals during the givery&ae
period, i.e. in order to build a credible process and encourage readiness to finance the
planned atvities, its implementation is divided into 3 key phases:

-incubation phase in 2012
-capacity building phase in 2013
-full strategy implementation phase in the period 262416




The entire strategy preparation project has been performed in cooperatidgh thie UN
system in Montenegro.
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List of Abbreviations

BDS
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DSR
EU
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FMC
IPA
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European Union

Food and Agricultural Association
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Statistical Office of Montenegro
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CHAPTER I:

Introduction

1.1 The need for a cluster strategy

Micro, small and medium enterpriseBIEMES) are key to the development of a competitive private
sector.The significance dfISMEs in developed market economies is best illustratetthé@gxample

of the EU whereMSMEs account for 99% afl enterprisesthat exist, contribute70% of total
turnover and represent 60% of the EU GDPhus, a dynamic and vibramMtSME sectocan deliver

an importantcontribution to economic growth and prospéty. In Montenegro the SME sector has
been significant, particularly in terms of its share of total employneerd exports. It is estimated

that this sector constitutes 61.71% of total employmeanrid 31% of totalexports. Thebelow table
shows key statigts related to budget revenues, unemployment and the number of MSMEs per
region.

Table 1:Economic indicators by regions

Budget Unemploym
revenues per rate% Number of firms
capita, EUR
Entrepre Micro Small Mzidzlg;n_
2010 2011 2011 neurs enterprises  enterprises enterprises
2010 2011 2010 2011 2010 2011
Northern
region 218.04| 292.01| 14.75| 14.78| 2631 | 2763 | 2266 | 2097 | 744 | 736| 157 | 146
Central
region 333.12| 270.99| 11.62| 10.35| 3449 3681 | 4132 | 4413| 2397 | 2423| 669 | 653
Coastal
region 682.95| 527.26 | 9.32 9.46 3855 | 4185 | 4634 | 4624 | 1807 | 1777 | 348| 354

Source: Ministry of Finance, Tax Administration, Employment Office of MNE

However, due to their small siz&SMEs face considerable barriers to growtimdividually, they
cannot achieve economies of scale in production, have limited bargaining power in inputs purchase
and do not command the resources required toylspecialized support services. They are unable to
take advantage of market opportunities that require the delivery of large stocks of standardized
products or compliance with international standards, such as witchnical, social and
environmentalrequirements

! EUROSTAT
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Overall, MSMEs have a limited access to productive, financial and knowledge resources compared
to larger competitors and little influence in the definition of support policies and services. Such
constraints are reflected in the inability MSME to enter the formal sector or upgrade into large
business units. As a result, their growth potential remains largely untapped.

In this context, a strategy that allowsMSMEs to connect to other business partners, thus
overcoming size constrainishas tte potential to unleash their dynamism and contribute to overall
private sector growth. Through collaboration with partner firms and support institutiftf&VEs can
achieve scale economies in purchase, production and retail while they are jointly abunae
policy-making processes.

1.2Why clusters?

Clusters are promising environments for ttievelopment of linkages for competitivenes€lusters

are geographical concentrations of related firms and associated institutions. Firms in a cluster are
located in spatial proximity, produce similar or related goods or services, and are supported by a
range of dedicated support institutions. Within clusters, firms can overcome isolation and take
advantage otollective efficiency gainswhich primarily derivérom the organization of joint actions
among firms (e.gjoint bulk inputs purchase or joint advertising, or shared use of equipment) and
between firms and their support institutions (e.g. provision of technical assistance by business
associations or inv@ments in infrastructure by the public sectoBy engaging in joint actions,
cluster firms can achieve results that are out of reach for individual enterprises.

The key challenge to tackle is tHatv clustersare able tobenefit from collective efficiacygains, as

joint actions between firmshardly arise spontaneouslyA considerable number of clusters lag
behind and are trapped in a vicious circlecoft-throat competitionand stagnation. Firms within
stagnating clusters often operate with outdatedcteology. Shortages in infrastructure and basic
services limit their ability to improve product quality and capture emerging market opportunities.
The labour force is poorly skilled and entrepreneurs lack access to credit and other services to
expand busiass operations.

Evidence from welperforming clustersaround the globeshows thatcluster development can be
triggered throughappropriate policy initiatives An approach to cluster development that addresses
the root causes of their underperformancealentifies opportunities of growth and fosters joint
action can become powerful policy instrumentto support these clusters and bring about their
economic and social developmemoreover, at the institutional level, cluster initiatives enable the
concentation of resource®n a targeted area and therefore facilitate the diffusion of knowledge,
corporate governance and industrial skills, which in return, bring about many posjilleover
effects. At the same time, clusters contribute considerably to tt@mpetitiveness of regions
through the creation ofegional profilesand branding.

The challenge for policy makers and development agencies alike is to provide underperforming
clusters with the means to faddese challenges and to actively insert theahges in global value
chains. Alignind SME support policies with the principles of cluster development provides policy
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makers with an opportunity to use scarce developmental resources more effectively and efficiently
to enhance their impact and outreacim@ capitalize on the active participation of the private sector.

1.3 Factors conducive for cluster development in Montenegro

y In MontenegroMSMEghat are producing a range of similar or same products are fourabto
exist in typical geographical locatenin the first cluster mapping exercise conducted in
Montenegro,62 so-calledpotential clusterscould be identified.

y' Collective structuresf agricultural producers and neagriculturalentities already exist within
the country €.g. cooperatives, prodtbased associatiopsthat can be leveraged for
supporting cluster development.

y" TheMunicipalitiesthat are present in Montenegro are also playing a pivotal role in enabling
local economic development of a particular region. Iataunicipal cooperation, wich is crucial
for the development of clusters that stretch across more several municipalities, can be fostered
with the support of the Union of Municipalities. Given tlegistence of such institutional
framework within the country, these mmicipalities anbe avehicle for cluster development.

y  The variougolicies and regulatory frameworlhkat already exist in the country are conducive
to promote cluster development.

y  MSME supporting institutions, including various technical, academic, financial imstguas
well as business associations.

y  Various policies and regulatory frameworks adopted at the state level represent a good basis
for provision of impetus to cluster development

y  Variousprogrammesare available to supportluster based development thaan be leveraged
for enhancing financial support, knowledge inputs, technology transfer, avenues for marketing,
clusterto-cluster twiring and other related outcomes (e.g. EU)

y Many neighbouring countrieof similar economic structures and heritage have cassfully
adopted and implemented cluster development strategies to their advantages. Such success
stories provide impetus to Montenegro to adopt a cluster strategy within the context of a wider
regional competitiveness agenda.

1.4 The evolutionof cluste support programmes in Europé& the SEE region

MSME clusters have become areagjafat attention for policy makerand practitioners in the field

of economic development in Europe. This process has culminatedim¢hé 5 Qa . 2t 23y Il [ Kl
SME Policiez | R2LJGSR AY wWnnnI gKAOK ARSYGAFASR Oftdzaid S
FYyR O2YLISGAGAOS {a94aé FYR AY HnnT fCORpetiive GKS ¢
Regional Clusterg National Policy Approacheswhich analyses the objectes, instruments and
inter-governmental role sharing used by 26 programmes in 14 OECD countries (10 of them from
Europe) to support regional specialization efforts through cluster based approaches. The same year

also saw the launch of tHeuropean Cluster Bservatory - an online platform that provides a single

access point to information and analysis of clusters and cluster policy in Europduftgean

2 http://www.clusterobservatory.eu/index.html#!view=aboutobservatory;url=/abaliservatory/about/
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Cluster Allianciis another open platform founded in 2006 under the PRO INNO Europe® initiative
of the European Commission with a view to maintaining a permanent policy dialogue amongst
national and regional public authorities responsible for developing cluster policies and managing
cluster programmes in their countries.

In light of theEuropean Union (EUaccession processhe Western Balkan countriehave made
significant progress in recent yearslespite many transitional challenges. In the economic sphere,
they adopted and implemented variousconomic reformsin accordance with theAcquis
Communautaie. In line with Chapter 20 of the Acqui€nterprise and Industrial Policthese
countries have made progress towards finalizing the relevant legal frameworks for SME
development, including the establishment of institutions responsible for elaboratingdativering

SME policies in general and the elaboration of national cluster strategies in particular. In this
context, different cluster initiativesave already beetaunchedin the SEE region, to consolidate the
services for SMEs, and to promote SMEkdocome the backbone of economic development.

Being a EU Member StatBloveniasuccessfully incorporated support to cluster development as an
important element of national practive industrial policy. Cluster initiatives were not part of
regional policybut part of the Entrepreneurship and Competitiveness Policy of the Ministry of
Economy. In total, 500 companies and institutions were integrated into 29 different cluster
initiatives, technology networks and local/regional groupsllowing this exampleSerbiahas also
played a critical role in cluster development in the region, with more than 20 cluster initiatives
currently in the initial or final stages of implementation. In 2011, @reatianParliament adopted a
Strategy for Cluster Development 26402¢", underlining the need to strengthen innovation and
competitiveness of the Croatian economy and aligning it with the EWBos$nia and Herzegovina

the Government prepared a Development Strategy in 2010, with economic competitiveness through
clusterformation as the second strategic goal. T®ieategy for SME development (260@11)also
referred to clusters in several chapters. Also, the Industrial policy ofFi¥ie of Macedoni§2009
2020), mentions collaboration in clusters and networks in areah s procurement, sale, creating
innovative business solutions, joint promotion and trainings as one of its five key intervention areas.

The majority of the aboweentioned initiatives are based on a very strdmgttom-up-approach

which puts businessem the driving seat when it comes to defining the cluster they wish to
collaborate in, choosing partners for cooperation and bringing forward proposals for joint actions.
Nevertheless, most of the above mentioned countries, particularly those witHlddijed cluster
based policies in place (i.e. Slovenia, Serbia and Croatia) count with a larger internal market, dispose
of a better diversified economy and target higher value adding sectors in their support programmes.
The clusters that have been supportday those governments were naturally those that
demonstrated a readiness to respond to a public tender, managed to develop a proposal for cluster
initiatives on their own, and had the resources to {iirance some of the costs that occurred during

the implementation of such programmes. As a restiiiere is a dearthof experience in cluster
development that targets less advanced and technology intensive se¢tsugh as agriculture.

® http:/Avww.proinno-europe.eu/eca/about
* For further information, please see http://www.razsdastera.hr/en/

13




1.50Objectives and mission of the Clustetr&egy

The Cluster Strategenvisages to contribute to a mordalanced regional socieconomic
developmentby enhancing the&eompetitiveness and employment capacities of MSNtisticularly
in less advances municipalities), and ensuring that likeefits deriving from the EU integrah
processand the further opening of markets aspread more equallacross the different economic
actors within the country.

The Cluster Strategy focuses on contributingdor main goalswhich are aligned with the above
mentioned primary orientatin, as well as with the objectives of other key strategy documents of
the Montenegrin government. Those include (ihcrease of exports (2) local sourcing and
substitution of imports (3)new business and job creatipand (4)employment retention

1.6 Methodological approach

The methodology applied for the elaboration of the pres&titategy was a more practical one and
consisted of several strategiteps as shown in the figure below.

Step 1: Understanding the concept of cluster
and cluster development

|

[ Step 2: Mapping of )
! clusters )
Step 3: Ranking of
clusters
) |
‘" Step 4: 15 ‘ f Step 5: Demand ‘ ‘ Step 6: Institutional ‘ Step 7: Municipality |
DSRs Assessment | | Assessment Assessment

) | I |
v

Step 8: Policy Retreat for
cluster strategy formulation

The first step of the methodology was théssemination of theconcept of cluster developmento
policy makers, implementing institutions and individuals engaged in SME development through a
training programme.
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Thesecondphase of the methodology consisted otauntry-wide mappingof all existing business
clustersin the agricultural, wood, foogirocessing, tourisand manufacturing sectors. In this step
all pockets of productive activities were identified in the country and based orathiassification of
existingand emergingclustersin the various sectors foulated, based on the number of firms,
employment and geographical location parameters.

As this Strategy was clearly not developed with the objective of settthd | -sizéfts/alh
F LILINR I OKQ Al ¢l a RS OXNdRrSin godlsthat liIShouldFeedack int@ or F 2 O dza
contribute to.

As not all identified clusters have a potential to (equally) contribute to all of the above objectives,
the next step focused on identifying, which ones (a) already contribute to those goals, and (b) which
ones have a potential to contribute in the future if certain support is provided. This was achieved by
the participatory elaboration oAssessmentriteria. In that context, a workshop was conducted on

23 February 201®&ith more than 15 representatives frothree different Ministries, the Chamber of
Economy, the National Statistical Office of Montenegro, business support institutions, and UN
organizations and agencies tgrae upon a set of criteai Those criteria will serve as a baseline for
the developmen of a Monitoring and Evaluation (M&E) Framework based on which the contribution
of the Strategy to the four key objectives will be measured.

Out of all clustersdentified in the course of the mapping phaskb pilotsfrom different locations

and with dfferent product focus were selected to be further analyzed with a view to identify existing
linkages as well as key challenges and problems fagedthe fourth stepFor this stepnational
experts were trained on how to develop-salledpre-diagnosticstudies of clustersased on the
UNIDO approacland equipped with standardized templates that served as a basis for interviews
and data collectionThose prediagnostic studies covered the following clusfers

(B Meat production Cetinje

Meat production NorthernNB 3 A 2y o6 w2 Ol 2 Ssumoundihg2@dsy
Northern Region (Rozaje, Berane, Mojkovac, Kolasin, Bijelo
Polje& Pljevlja)

Grapes& wine production | Podgorica, Cetinje, B& Danilovgrad

Olivesé& olive oil production| Bar& Ulcinj

N

Mushrooms cluster

Dairy production Niksic& Danilovgrad
@l Dairyproduction Pljevlja
Central region(Podgorica, Danilovgrad, Nikgidar)and
Honey production Northern Region (Pljevlja, Bijelo Be|] Rozaje, Berane,
Andrievica& Plav)
Tourism cluster Budvar and Bar

® Other service sectors such as IT or banking were excluded from this gagspimse were not focus of this

Strategy.

® Due to the time constraints it was necessary to start the diagnostic phase already before the ranking of clusters was
performed. Therefa the selection of pilots did not follow the order of the raking of clusters but based on considerations
to achieve a certain geographical and sectoral balance.
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Fresh & processed fruits |[! Y RNA 2 S & Befagie w2 Ol 25
Potato production Kolasin

Wood processing w2 Ol 28§

Sea fish& clams Kotor, Tiva& Herceg Novi

Stone production Danilovgrad

Mixed vegetables Podgorica & Danilovgrad

Source: cluster diagnostic studies

Inthe fifth step ademand assessmenwas undertakerof key cluster products at the national level.

In this context as series of interviews (based on a structured questionnaire) were undertaken with
the procurement managers of hotels, restaurants, largedfprocessing factories and supermarkets

to identify, which products are currently imported even though those are also being produced
nationally and what are the reasons for the preference for foreign goolis survey was deemed
required as many of thalentified clusters, particularly those located in the northern region of the
country, have limited prospects of exporting in short or medium term. Hence a stronger focus on the
opportunities existing on the national market for those clusters is key ainitial stagesAs a result

of this assessment, strategic recommendations could be elaborated, as to which product groups
have a potential to be sourced from local clusters in the future and under what technical support
conditions.

The sixth step consistl of an assessment of institutional capacitiesincluding business
associations,technical institutions, bodies providing support on business plan development,
consultancies, skills development institutions, business management training bodies, testing
facilities, as well as agencipsoviding support on marketing). The assessment was based on a semi
structured questionnaire and focused on identifying the current service portfolio those institutions
offer to SMEs, their uptake, level of satisfaction witie support offered as well as potential
leverage points in the context of this Strategy.

The seventh step consisted of amssessment of the capacities of municipalitiefor the
implementation of cluster based support programm@éise purpose of the assement was to obtain
information about the current business support activities and programmes of municipal
governments as well as practice of irfmunicipal cooperation, and to asses their capacities and
willingness to support future cluster initiativesh& assessment was based on direct interviews
conducted with the representatives of all municipalities in Montenegro, mainly local administration
staff in charge of cooperation with the business sector.

Based on the compiled finding$ the cluster mappingand ranking the pilot pre-diagnostic studies,
the results of the assessments and the conclusion of discussions with key stakehidgepslicy

recommendationsvere elaborated and validated in the course gidicy retreat, which took place
from 21-23 March 2012 it NJO Vh retreathosted 29 representativesf relevant Ministries, the
private sector, key business support institutiori$N agenciesnd key international experts from
countries with cluster policy experience (i.e. Slovenia and Indi&). rétreat had the following
objectives:

y  Presenting the consolidated findings of all activities undertaken thus far
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Validating key policy conclusions deriving from the findings

Agreeing on policy recommendations to focus in the Cluster Strategy
Identifying key actors for the various suggested policy interventions
Developing a rolbut and action plan with roles and responsibilities
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I Cluster Definitions

2.1What is a cluster?

A cluster of micro, small & medium sizedterprises (MSMEs}sia sectoral and geographical
concentration of enterpriseand/or individual producersproducing a typical range of goods or
services, facing similar threats (e.g. product obsolescenbégbrinput costsand opportunities (e.g.
higher turnover through aality upgradationor increasedexports through targeted marketing
efforts). These are called thgrincipal firmsof the cluster. The principal firms are supported by a
range ofbackward and forward linkagesd service providersincludingvarious technial, academic
andfinancial institutionsas well adusinessassociations. The location of such enterprises can span
over a few villages, a town or a city and its surrounding areas. Thus a cluster is identifiecsbyne
(range of)products/services and the placewhere theMSMEsare located.

Public Private Partnership

Backward Exportconsortium
| |nkages

'
Mater sl [ svpeter |

Suppliers

Flrm \
Equipment \El

stppliers

t Global
buyers

Final
Markets

(Public & Private) Support Institution

2.2\What isNOTa cluster?

¢KS GSNXY aOfdzaGSNE KlFa O2YS dzZll Ay O NRénksi RATFTS
used interchangeablwith related concepts such as local economic systealue chainTechnology
Park or industrial zoneFor the purpose of this Strategy it is crucial to clearly distinguish between all
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these concepts in order to avoid misinterpretations and wrongful application of the concept.
According to the definition applied by UNIP®cluster does not represent a sector that may spread

all over a country. Anndustrial estate, a special economic zon@r a technology park having
multiple productsare also notclusterss. A cooperative which promotes cooperation among a
selected numbeof enterprises under@me norm, rule or publiassistancescheme is also not called

a cluster.Cooperatives are legal entities operated by members who voluntarily cooperate for social,
economic and cultural benefiténh many cases, funding possibilitiase the primary reason behind

the formation of a cooperativeClusters are not legal entities. The cluster stakeholders benefit in
terms of knowledge sharing, access to raw material and labour and other benefits due to existence
in close proximity. The w$ters function based on mutual trust that the cluster stakeholdherge
developed over the period of tim&luster stakeholders can form cooperativi@gs associations)
within clusters. For example aclus@rl y O2 YLINA &S &aSOSNIf FFENYSNBAQ O2:

Futhermore, it is important to stress thatetworks and clustersare not the sameA network is a
group of companiewvithin a clusterthat cooperate with each otheonly for specific actionge.g. an
export consortium) Hence the definition of a network imuch narrower than that of a clusteA
clusteris a much broader concept, anddan encompass several networks or networking initiatives
at the same time

2.3 Defining clusters in the Montenegrin Context

Most of the industrially developed countrigimicluding Italy that is mwst well known for its clusters,
definethem asareas characterized kayhigh concentration oMSMEsand by a particular productive
specializationThenumber of principalfirms can vary widely. In Austria, a successful wood &tust
exists with less than a dozen firmihe famous Italian cluster that produces ham in San Dahiase
less than 3Qprinciple firms’. The knitwear cluster of Prato in Italy, on the other hand, hA¥®
firms. As a general observation, it can be statedttin clusters with a smadr number of principal
firms, the firms tend to bdarger. But there are many exceptions to the size ruds it has to be
adapted to the relevant economic context.

While there is no hard and fast rule neither regaglthe gemrality of the produchor regarding the
area that a cluster can covecpmmon opportunities and threatgend to lose their sharpness or
specificityif the product rangeis defined too widely, and a too largely definedyeographical area
reducesthe scope ér proactive joint action. Thuareawise, a cluster should be limited within the
boundaries of a city anthe nearby surroundingshat can enable interaction among the cluster
stakeholders in a meaningful time fram®n the other hand, defining a produtbo narrowly,
especially in a transitioeconomy can makeit difficult to find a sizeable number of similar firms,
with commonalities that enable interconnectedneds.washence decidedhat the products might

be classified as possible cluster candidaftahey have sufficiently similar value chains, which implies
that they use similar raw materials, have similar production systenasustomers/consumes.

" UNIDO (1999): Quality Consortia: Parma and San Darfieled processing. See also:

http:// www.cavirc.net/htdocs/Sharing/Tourism/FoahdWine/SanDanieleProsciutte/SanDanieleHam
Consortium.txt_cvt.htm
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For the purpose of mapping MSME clusters in Montenegro, the geographic area was generally
defined to be within aradius of 50 kilometres while in exceptional cases (e.g. for the water
production cluster), the radius was increased to udl@® kilometreswhen it was not deemed as a

key obstacle for cooperation and networking amongst the firms.

As aresult,a certain sectopf the Montenegrin economy can consist of several clusters whilst others
only count withone or even nongbased on the above outlined definitiomhe raw wood processing
sector, for instance, encompasses various clusters covenagmunicipalities of Pljevlja, Niksic,
Mojkovac, Zabljak, Bijelo Polje, Bar and Andrijevica, whilst only one cluster was identified in the
buckwheat production and processing sector

It has to be pointed out thatlusters are very dynamiand it is in he endup to the businesses and

their respective support institutionsyhether they want to cooperate or join forces, when, for how

long, and with whom The above mentioned definition should therefore be seen as a needed basis

to undertake a mapping of cdters in the country, as well as other background research that was

required for the development of this Strategy. This does by no means imply that companies are
WF2NDOSRQ (2 O22LISNIGS gAGK LISSNARA aGNAOGfe@ | OO2N
here.

Cluster definitions and mappings have been undertaken globally as a basis for policy decisions. It,
however, naturally happens, that during the implementation phase, not all companies that were
WRSTAYSRQ G2 0St 2y 3 shit@codperateSviilehch gtheaHddlsdzhal SME & A  f
companies that were mapped as part of one cluster, will prefer to cooperate rather with peers from
another cluster. Nevertheless, the value of a theoretical definition and cluster mapping as an input
for government strategies has proven valuable, despite of potential discrepancies that might occur
during implementation. It does not only help decision makers to obtain a general understanding in
terms of where MSME agglomerations around a certain productl@cated and how they are
performing, but also provides crucial data for the establishment of a baseline against which further
progress can be assessed and measurethermore, a definition is needed in order to ensure that

the scope of themapping becoras manageablelt is impossible time and cestise to map every

single household in a country with some type of productive activity. There is a neddato
boardersthat enable research to be undertaken smoothly and still form a representative and solid
basis for policy decisions.

In a nutshell, if can be concluded that all of the clusters that were identified in the mapping that is
described in the following section, can actually be referred t&Vdsl2 G Sy ( A, lad there Gtndza (i S N&
guarantee that inte-firm linkages and cooperation with support firms and institutions will happen in

each of the defined locations and within the defined boundaries during implementation.
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lIl Status Quo of Clusters in Montenegro

3.1 Countrywide mapping of clustes

As defined above, clustés a concept and not a legal or a definitional framework. Hence, in the context
of a country or a sector in a country, a cluster needs to be defined for its product range, number of
firms, employment, or other parameters deewh relevant, and the place as to how big or how small it
should be.Once defined, cluster mapping is the process of ideyitig all such clustergor potential

future clusters)that qualify as per that definition

The primarybasis of cluster identificain is size or quantum but not the extent of cooperation
existence of specific institutions and degree of idiakages that a cluster may demonstrate. In the
spirit of this Strategyclusters exist or they do not exigtthe question of whether they ar performing
(linkages and cooperation established) or fmerforming (no linkages or cooperation exist), is a
different one that was not the main focus in the cluster mapping stage.

Contemporanyliterature reveals several different ways of groupingugtlies according to clusters. In
general, thechoice of methodfor cluster mappingdepends on the original objectives/purposei.e.

which kind of clusters should be identified. For an innovation and technology upgrading programme, for
instance, one mightbserve a tendency towards identifying hitgth clusters as well as those with a
comparatively larger value addition. For the purpose of this strategy, which does not only feed back
into a regional competitiveness/balam@genda but also takes into condérations aspects such as
export, local sourcing, and employment, it was decided to primarily look cfasters in the
manufacturing, construction, tourism, agricultueddfood processing industrie®©ther service sectors
have not been subject to this mpaing and consequently the entirar§tegy.

Montenegrin cluster map given in the annex demonstrates the location of the identified clusters. Points
marked in the map represent the individual clusters in various municipalities. If the clusters are on the
border lines, it means that a cluster comprises boundaries of several municipalities. A colored star
represents the cluster spreading over the territory of several municipalities which do not share one
border. Tourism clusters are encompassed by a whitdecir

Most of the mappings undertakehusfar in other countries have either relied exclusivelystatistical
information or primary sourced information. For the purpose of mapping clusters in Montenegro within
the context of this Strategy combinationof both approachesvas chosen
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Figurel: Cluster Map (graphical display)
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The above map shows the location of identified clusters. Tdte tepresent single clusters in different
municipalities If they are placed on a bader line it means that the cluster stretches over more than
one municipality.The coloured star sigepresents one clustestretching over several municipalities
that do not share one boarder. The tourism clusters are shown through a white circle.
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3.2 Qurrent Auster Landscape in Montenegro

3.2.1Wood production and processing

In the central and northern parts of Montenegro, in particular the Northern region, the production of
raw wood material is widely spread. Montenegcounts with atrade surpus in wood asprimary
product, but thereis atrade deficitwhen it comes tqrocessed wood product$-or products such are
floors, parquets and other wooden products, imports are 6.4, 4.3 and 7.4 times higher than export,
respectively.

Forfurniture production, the clusterdefinition used as a basis for the mapping focused bfeast 10

firms employing more then 50 employees in a town/city and their surrounding aé@ashat basis the

mapping revealed 4 furniture processing clusters in Ulcinj, NiRsidgorica and Bijelo Polje/Mojkovac.

Those include in total 55 firms, which jointly employ 615 people and have an estimated annual turnover
ofallJNREAYI GSt& etdy YAfftA2Yyd LG A& FdNIKSN SaidAavyl
activities of these clusters, as they represent their main income source. Except of the Bijelo
Polje/Mojkovac cluster, all export at least smaller quantities.

For other wood production and processing clustetbde definition comprised at least 15 firms

producing the same kind of wood and/or having 70 employees in a town/city and their surrounding
areas.Accordingly, 7 clusters were mapped, which include RdjeRRozaje, Mojkovac, Zabljak, Bijelo

Polje, Niksic, and Berane/Andrijevica. These clusters include 130 principal firms that employ 1,025
workersandcdzy i 6AGK | K2dzZASK2f R RSLISYRSYyOS 2F cHnd ¢K
12 million and all clusters include companies with some exporting activity. The most outstanding cluster

in terms of numbers is the one in Rozaje, which represé@ftscompanies, 322 employees, 216
RSLISYRSyYy( K2dzaSK2fRa YR | 22Ayid (d2NYy2OSNI 27F | LIL
also one of the few product groups, around which a cluster could be developed that also covers the
northern municipality Zablja

There are also producers in other locations such as Plav or Kolasin, amongst others, but the purpose of
the mapping was to define the key pockets in the country based on a given definition. Time and
resources did not allow for idepth research into la(including smaller) locations or interviews with
every producer.

There key institutions that directly, or indirectly, affect the development of these clusters are the
Ministry of Agriculture and Rural Development (National Forest Policy) and thedpatecof Forests.

Among key priorities are decreasing of production costs by investments in new equipment and
decreasing of concession fees, identification of new buyers and new foreign markets as well as new
forms of distribution while some add to thidso potential branding and current brand expansion.
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Joint activitieswith a great potential in the furniture clusters include joint purchase of inputs and raw
materials knowledge sharing, joint marketing, common facilities, finishing technigaed, deggn
development. For the raw wood production and processing clusters, potential activities could
encompass istainable cutting of wood, proper use/disposal of wood wagt@curing wood cutting
machines or other technology, logistics for procurement amlt jmarketing.

3.2.2Construction industry

The construction industry, which is mainly located in the central and southern parts of the country, is a

very important sector for Montenegro. It comprises clusters engaged in the construction of buildings,
roads, tunnels, bridges as well as the extraction of construction matgeads sand)Regardingctual

construction clustersthe mapping included all agglomerations of at least 50 firms, employing more

than 100 employees, in a town/city and their surroumgl areas. According to thaefinition, 5 clusters

were identified in Podgorica, Budva, Bar, Niksic and Kotor/Herceg Novi, including 807 firms and a total

2T pZtcp SYLX 28S8SS&ad ¢KSAN 22Ay0d SaGAYFGSR | yydz
households are fully dependent on the activitief those clusters.

The construction material production groupomprises clusters engaged in the production of a very
specific material stone only. It includes cutting and shaping (2 clusters in Danilovgrad and Niksic),
manufacturing of metal parts andtructures (2 clusters in Podgorica and Niksic), as well as the
production of metal doors and windows (3 clusters in Bar/Ulcinj, Podgorica and Niksic). Slightly
different definitions were used in the mapping in order to define clusters under each produagb,g

but the minimum threshold was 5 firms with more than 60 employees in a town/city and their
surrounding areas. All 7 identified clusters together count with 76 firms, 1,047 employees, estimated
FyydzZ- f GdzNYV2@OSN) 2F e€eHH YAdi628.2y FyR | K2dzaSK2f R

pufi

Potential joint activitiesof suchclusters couldinclude dealing with contracting authorities, sourcing
common equipments, machinery and other services, as well as the development of a common code of
conduct.

Theremaininstitutionsthat playa role inthe development of these clusters are tMinistry of Tourism

and Sustainable Developmelftesponsibilities in the areas of Physical Planning, Civil Engineering,
Housing and Environment#gency for Environmental Protection and Directorate oflRul¥orks (both
under the authority of Ministry of Tourism and Sustainable Developmeéfit)istry of Finance (Division

of Property and Legal Affairsactivities in the field of property rights, public property, survey and real
estate and land acquisitionReal Estate Administration (state survey and cartography, cadastre and
geodetic cadastral information system).

3.2.3Agriculture and Food Processing

The agricultural and food processing sector comprises a comparatively large number of clusters circled
around various product groups, including production and processing of animal products (dairy products,
meat, eggs, broilers, honey), fish and seafood, fresh and processed fruits (apples, pears, plums,
raspberries, citrus, brandy, dried fruit, wine), veddts, buckwheat, mushrooms, as well as olives and
olive oil.
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Regarding theroduction and processing of animal produdise initial mapping identified 2 clusters on
honey production @Eodgorica/Danilovgrad/Niksic/Bar and Pljevlja/Bijelo Polje/Berane/Reth]
Andrijevica/Plav/iRoza)e 4 clusters focusing on milk and dairy production (Pljevlja/ Bijelo Polje,
Niksic/Danilovgrad, Cetinje and Berane/Rozaje)

A Honey

The2 honey production clusters encompass 1,296 individual bee keepers (which are atrieetsae

the only employees), that achieve an estimated joint annual turn@@ | LILINR EA Yl St & € o
bee keeping is by many only pursued as a hobby or a side activity to gain some additional income, less
than 45 households seem to be dependent on the activities of these clusters.

Cooperation between clusters in this sechas turned out to be problematic in the past. According to
the research undertaken, there seems to b&aek of unity in the beekeeper sector. There is not much
expressed interest in cooperating or communicating with peers through associations ogffoits to
increase effectiveness in production, because the focus ontmastd competition is still larger than on

the potential benefits to be derived from joining forces. This is a problem because the local honey
production sector faces huge difficids to compete with the prices of cheaper imports. A focus on cut
throat price competition amongst local producers not only limits their market potential, but also
deprives local producers from discovering and targeting Jeigth market niches (locally arabroad).

The distrustamongst beekeepers seems to be a result of hierarchical thinking and status symbols, lack
of education in contemporary business management, marketing and production, which prevent
progress. Linkages with finance institutions are alnmus-existent.

Joint cluster activitiesnay focus on packagingyroduct development for higlend delicacy honey (to
overcome the competitive price and scale disadvantagefining, or the establishment of Common
Facility Centres (CFC).

A Eggs and lwoilers

As egg production is an activity that can be developed in a relatively short period of time, there
currently seem to be larger production capacities available, than the Montenegrin market can actually
absorb. The 4 potential clusters that could hdentified in the eggs and broiler production sector
encompass 62 producers that together employ 186 people and count with a household dependence of
CH® ¢KSANI 22Ay0 Fyydz € 0dzNy 2 OSNJ A & OSeidi therkey SR G 2
problens for those clusters represents the high dependence on imported supply of feed.

There ispotential for cooperatiormamongst firms as well as between producers and institutions in the
field of eterinary services sourcingof chicks and fodderlogistics,knowledge sharingand better
management/usage of waste accumulated from the animal keeping.

A Milk and dairy
The 4identified potentialmilk and dairy production clusterme made up of 18 producers, employing

together 414 people and achieving ayjoi S&a G A YF SR Fyydz £ GdzNYy2@G3SN 2F
total, about 220 households are dependent on these clusters as they represent their main source of
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income. The most prominent cluster in terms of turnover and employees is the cluster in
NiksicDanilovgrad, which represents the largest part of national dairy production.

However, not even the three big dairies in this cluster operate at full capacity (only about 45% capacity
utilization) due to a shortage of raw material (raw milk) and numegrablems (insufficient number of
purchase centers, and inadequat&)any dairies are currently thinking to launch initiatives to increase
raw milk supply locally and improve logistics, by setting up own farms (to reduce raw milk import) or
collection centes. Such activities offegood ground for collaboration Another fruitful area of
cooperation is packaging, which is currently being imported as well. Some dairies do have packaging
lines, but they are not being used because it is custt effective for o producer only, because of the

small scale and high electricity costa. one cluster costs related to raw materials and packaging
present more than 70% of total production cesDnekey issue to be tackleith cooperatioridialogue

with buyersrelates to2 dzi a i YRAY 3 Of I AY&a o0F2N) 2yS Of dzAaGSNJ Y2
others wait on average 60 days for payments). This pressure is felt throughout the entire supply chain,
as in such case the processors are also delaying their own paymentdtotia raw milk suppliers.

Other areas for potential joint activities include wastewater treatment (1 cluster already cooperates on
this issue), product development (e.g. there is a market demand for milk with longer expiration, dates)
exploring options toreduce production costs (particularly the stage of pasteurization is more cost
intensive than in comparable dairies in neighbouring countries), branding (e.g. of locally produced
cheese as typical product of a region), exploring options jointly with tieyaboratory for equipment
replacement as well as the installation of mobile testing units) and providing assistance to local cattle
farmers.

A Meat and meat processing

Meat production and processing is an important sectarNtwntenegro. The impdrof meat and meat

products accounted for 24.5% of total import of agricultural products in 2010, while export made up
14.1% of total agricultural exporiThe 3 potential clusters identified in the course of the mapping
consist of 39 producers, which toder employ 1,363 people and achieve an estimated annual
GdzNYy2BSNI 2F | LILINREAYLF(GSt& emno YAttA2yd Ly G20l f
of those clusters.

There is some cooperation in the areas of marketing (e.g. throughgbkecition of ham producers in
Cetinjg, but the potential for joint actionin the fields ofpackaging, quality inspections or trainings, or
joint cooling or storage facilities had not been fully exploited $dt0,cooperation between companies

and clustersand individual farmers is still not developed because the amount of raw meat available is
insufficient to meet the needs of the cluster firmghe cluster in Cetinje/Niksic, for instance, only
sources aboub% of the raw meat locally the remaining quanties arebeingimported. Furthermore,

a better cooperation and dialogue with customs office could be sought to avoid losses that occur on the
producer side when goods are perishing because of long and improper storage on boarder.

Keysupport institutionsinclude the @iry Laboratory under the Biotechnical Faculty of the University of
Montenegro (chemical and microbiological analysis of raw milk quality), Livestock Selection Service with
6 regional offices, Vet Administratiomssociations (e.gAssociations of Livestock Producer&ee
Keepers Association of Montenegréssociation of Milk Producers of Niksigssociation of Ham
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Producers of Cetinje), Monteorganic (organic certification), as well as the municipalities and the
Ministry of Agricultureand Rual Developmen{subsidies).

A Hsh and seafood

Aquacultureis an economic activity that, despite all current problems in terms of technological and
technical limitations, the need to develop administrative capacity and harmonization of legislation,
organization of adequate quality monitoring and food safety control has significant development
opportunities.Regarding thdish and seafood production sectahe initial mapping identified 6 cluster

on trout breeding (Pljevlja, Bijelo Polje, Berane, Mog@vwodgorica/Danilovgrad, and Niksic/Savnik),

as well as 1 cluster on marine fishing and clams (Kotor/Herceg Novi/Tivetrout breeding clusters
AyOf dzRS on LINRPRdAzZOSNE (GKFG SYLX 2@ wmMuHc LIS2L)X ST NBI
and have 72 households dependent on their activities. Trout is also a product around which a cluster
could develop that also includes the Northern municipality of Savnik. Key issues in those clusters
include environmental protection measures and awarenesseed for morevarietiesand renewalof
breeding fish(new genetic material)low yields (mainly due to inadequate diaipsolete equipment,

non adherence to standards (HACCP), alignment with EU regulations (e.g. use of the prohibited
substance malachite)lhere is also high competition from other countrid$te average price of trout
produced in Mediterranean countries is 2.62g (in the regionit even reached.47 ¢ kg), whilst the
Montenegrin trouton the domestic marketis sold for3.5€ kg Themarine fish and clams production
cluster encompasses 12 units with 55 employees and 21 households dependent on the cluster
activities.Producers already started to cooperate for the import of inputs. They gather in groups of 2 to
3 producers, split the costs @hport and also obtain lower prices due to larger quantities of supplies
requested. However, after the season all producers throw spawn that is left into the sea instead of
selling it to other produers due to fear of competitioriThere is also an assot@n of marineculture,

but some producers left last year as they were not satisfied with the functioning.

The Institute of Marine Biology is one of thkey institutionsof particular relevance for this sector.
There is however no corresponding instituticovering sweet water fish breeding.

A Fresh and processed fruitsd vegetables

In the fresh and processed fruit sector, the mapping identified the following potential clusters: 1 cluster
on raspberry productionBHijelo Polje/Berane/Mojkovac)3 clusters on the production of fresh and
processed apples, pears and plum®ljgvija/Bijelo Polje, Berane/Andijevica/Mojkovac and
PodgoricaDanilovgrad/Niksi¢)1 cluster on citrus fruits (Ulcinj/Bagnd 1 cluster on grapes and wine
production (central regin).

Theraspberryproduction clusterencompasses 30 producers, employing 30 people, and counting with

14 households being depended on the cluster activities estimated annual turnover amount to
approximatelye190,000.The 3 potential clusters producing fregpples, pears and plurmes well as

brandy (largely unregistered) and dried fruits include 161 producers (some are currently in the process

of obtaining a certificate for organic production), which togetlmnploy 161 people and have an
SAGAYIGS Fyydzrf Gdz2NYy2OSNJ 2F | 02dzi endo YATTA2Yy D
activities. Cooperation amongst producers barely exists.clihgs production cluster encompasses 136
producers with the sam number of employees and 49 dependent households, which together achieve
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of Montenegro includes 35 producers, 765 employees and 427 dependent housefbldscluster is
characterized by one big producer that has a good market standing and export linkages, and several
small to medium producers that do not offer competitive quality and production processes.

In the vegetable growing sectdhe mapping idetified 1 potential cluster producing mixed vegetables
(Podgorica/Danilovgrad) as well as 2 clusters on potato production (Kolasin and Podddwcaijxed
vegetableproduction cluster comprise841individuals spread over 52 villages that produce tomatoe
cabbage, peppers, cucumber and watermelons in greenhouses as well as on opef fielgstential

potato production clusters comprise 84 producers, 164 employees, an estimated annual turnover of
EHDT YATEtA2Y YR yo RSLISyYy BSaf ivell E2nieicéhiledotRtded The K S &
turnover of the producers in Kolasin is about 7 times the one of the cluster in Podgorica. Despite of the
fact that producers in those clusters have a very high level of cooperation, their prospects are not too
promisng, particularly in for mercantile potato production. Their prices cannot compete with cheaper
imports. Between, 20082011 imports increased by 226.1% and exports decreased by 45.4%.

The main characteristics of vegetable and fruit production clustéeesin general the low level of
production and uncompetitive pricesPotential for cooperationwas found in areas such as
procurement of seeds or sampling, plucking techniques, storage and packaging fajiitiesaining,
sorting and processingwitching to niche markets (such as organic or branded prodastsyell as the
establishment of CFQsey support institutionsf particular relevance to those sectors include theit~
DNRgSNBQ | &a2 Ggrowérs\ AsyoEiatinitieSAgrarianyMarketinginformation System
(AMIS) as well aghe Advisory Service in Plant Production

A Others (mushrooms, buckwheat and olive oil)

In addition to the agglomerations mentioned above, the mapping revealed 1 potential cluster on
buckwheat/flour production (Plpja), 2 cluster on mushroom picking, processing and selling
(Plievlja/Bijelo Polje/Berane/Rozaje/Kolasin/Mojkovac), as well as 2 clusters on olives and olive oil
production (Ulcinj/Bar and Kotor/Herceg Novi).

The potentialbuckwheatproduction clusterncludes 21 producers with an estimated annual turnover

2F | LIWNREAYLFGSte emtnInnn FYyR Mo K2dzaSK2f Ra RSL
produces organic buckwhedoor mechanization as well as lack of new technologies andhimeare

key challages in this cluster.

The 2 potentiablive oil production clustersomprise 229 producers (same number of employees) that
count with an estimated joint annual turnover of aboe#.2 million. Household dependence is
estimated at 72.The key problems ofhbse clusters are necompetitive prices and disloyal
competition of peer mixing cheap imported oil into the local product which destroys the brand. This
cluster has huge potential to be tapped through better collaboration, particularly in forminegcaled
quality or origin consortium, establishment of a production lineHmhend olive oil(particularly from
trees older than 1,000 yearsa product that is currently not on offer, but could be developed through
additional investments into marketing armgtoduction capacities), better waste management/recycling
and enhanced marketing efforts.
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3.2.4Bottled water

The mapping also revealed one potential cluster on water bottling in the Northern region which
includes 8 companies that together employ 28&ople and have an estimated annual turnover of
02dzi empdp YATEA2Yyd ¢KS ydzYoSNI 2F RSLISYRSyid K2dz

3.2.5Tourism

In the tourism sector the present Strategy follows the definition of clusters adopted in the National
Tourism Strategy foronsistency reasons. The latter identified 6 clusters of 2,103 principal firms, which
023SGKSNJ SYLJ 28 Fo62dzi mmImnn LIS2LXS yR | OKAS@S
estimated that approximately 4,780 households depend on the activitiethade clustersin those

clusters, networking is more common than in many other sectors and due to manifold support
programmes that have been made available to those clusters to date, they can be considered amongst

the most advanced ones. However, thegestill untapped potential when it comes to creating better

linkages between tourism and agricultural cluster. Hence tourism can act as a pull factor to support
groups of firm, particularly in the Northern region, to come together, and activities thagrfattister

t0-Of dzZAGSNJ t Ay1F3Sa 0aO0f dza i SNovelieffdctg.y Ay3é¢ 0 O2dz R KI @
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|V StrategicObjectives& PolicyCoherence

4.1 Background

Over thelast decadeMontenegro experienced intensive transitional changed &he strengthening of

a marketbased economy. This period marked economic growdleclining unemployment, and
increasedforeign direct investment. However, between 2006 and 2009, industrial productivity and
export rates decreased, while inflation rateports and trade deficit leveiscreased

At present, Montenegro is strongly devoted to the European integration process and comrtitted
implementing economic reforms and harmonizing its policies with theAeguis Communautaire,
which has further ch&##nged the national economy. Hand in hand with the EU accession process comes
a support package consisting of financial resources in form of so d&l&deAccession Instruments
(IPA ). However, theurrent absorption capacitiesf local institutions andn particular the private
sectorin Montenegrq arelimited ¢ even more so those of MSMBdnemploymentregional disparities
and the need to further strengthen competitiveness of the national econorsijil remain serious
challenges. Thélorthern region §ll lags significantlybehind the other two regions in terms of the
poverty incidenceand the availability ofsociceconomic opportunitiesAccordingly unemployment in
Montenegro has a vergtrongregional dimensionOne result of this economic divideasconsiderable
level ofNorth-South migration, resulting in a net population decseaf 8% in thélorth over the @mst
ten years.

With recently privatized statewned industrial enterprises in the North, the Government of
Montenegro has identifiedourism, wood processingnd agricultureas the main economic sectors and
the most prosperousourcesof activity there. Moreover, in order to overcome regional differences,
reduce unemployment, stimulate job creation and increase export capagitiasious Montenegrin
development strategiehave recognized the importance of strengthenM&MEs

Against this backgroundhe Cluster Strategy envisages to contribute toraore balanced regional
sociceconomic developmentby enhancing the competitiveness and emyhoent capacities of MSMEs
(particularly in less advances municipalities) and ensuring thatbireefits deriving from the EU
integration processand thefurther opening of marketsre spread more equallycross the different

economic actors within the coury.
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4.2 Broader aientation of the Strategy

The present Strategy envisages to contribute to a nmakanced regional socieconomic development
by enhancing theompetitiveness and employment capacities of MSNjigsticularly in less advances
munidpalities), and ensuring that thigenefits deriving from the EU integration processl the further
opening of markets arspread more equallgicross the different economic actors within the country.

The present Strategy focuses on contributingféoir main goals which are aligned with the above
mentioned primary orientation, as well as with the objectives of other key strategy documents of the
Montenegrin government. Those include {¥rease of exporty2) local sourcing and substitution of
imports, (3) new business and job creatipand (4)employment retention

4.3 Principal dojectives of the Strategy

The present Strategy focuses on contributingféorr main goalswhich are aligned with the above
mentioned primary orientation, as well as the jebtives of other key strategy documenof the
government. Those are:

Increase of exports

Substitution of imports

New Business and Job Creation
Employment Retention

Contribution to the above goals is envisaged to be captured after the third phakes @trategy, which
involves the fulfledged roltout of a cluster support programme. THiest two phases (incubation and
capacity buildingphasg are of preparatory natureonly and will be contributing to the above
mentioned goals only at the level fgfw selected pilot clusters

4.3.1Increase of Exports

The government of Montenegro has in many documents recognizedccoméribution of MSMEsto
export promotion by stating thatthe competitiveness othese firmsis perceived as the basis for
successfl positioningon foreignmarkets. Overthe period 2006 to 2009, the share held by SMEs in
total expots increased from 24.85 % to 31% py 6.15%). Nevertheless, Montenegrtacesa large
trade deficit and the share adhe SME sector in exports is stil an unsatisfactory level.

MSMEs in Montenegro laciccess tomarket information, know-how on effective marketing and
branding strategiesadequate packaging and labelling of products, relevant quality standards and
certifications for exportand the required scale or production efficiency to be able to compete on price
alone Quster development is regarded as a successful modelder to overcome thesehallengs

and successfullgxploitthe export potentialsfor groups ofSMEs.

The background reseeln carried out for the preparation of this Strategy revealed that there are
currentlyfew potential clustersvith good prospect®f increasng exportsoverthe medium term These
are either (a) those that offer a product that is somehow distinct cain becalled \8peciafXe.g. local
wine or meat products)and those for which the purchasg decision is based on other factors than
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price, or (b) those that arealready producing competitivly, meaning that they have managed to
increase their productivity andecrease input costs. In all cas#se potential for increasing export is
highest for clustesin which at least some firms already have an established export linkageskevant
exportingexperience.Ths ClusterStrategy willtarget those clusters in @ler to contribute to a wider
export promotion agenda by 2016. Clusti¢ihat do notdisplaythe abovementioned features will be
prepared for an eventual contribution to exports in the longer aurbe supported with a specific focus
on one or more of theeemaining core objectivedAt present, accordingo a survey carried out as a
background for the preparation of the Stratediie value of goods/services exported by all potential
clusters identified in the mapping represents 42.8% of the value of goad#es exported in the
respective suisectors (industry¢ construction, wood, agriculture and tourismn the agricultural
clusters (excluding vegetable, fruits and olives) those figures are amongst the loBestdf the goals

to be reached within thermework of this Strategy is to increase this figure to reach 50%, while
keeping in mind that in supported clusters with an export focus the increase will be higher than on a
cumulative basis.

4.3.2Local Sourcing & Import Substitution

The problem ofa negative trade balance has already been highlighgedier. This does, however, not
only stem from alimited export capacity, buits alsodue toa high level of imports gfroducts that are
being produced in Montenegro locally. The reasons for this ameifmid. Background research carried
out for the preparation of this Strategy revealed that particularly larger buyers (retailers, wholesalers,
hotels,and restauranty stillseem toprefer importsoverlocalproducts and this is not a decision based

on price only. Buyerdind it complicated to deal with a larger group of smealenterprises when it
comes to contractual, logistical as well as payment isstisslimited scalecansometimesbe anissue,

as individually, smaller producers cannot guarantee tiegular delivery of the required amounts.
Finally, the packaging of some local products is deemed inadegasaté is not aligned with end
consumer preferences (e.g. honey in small packages for hotels).

Cluster development can be a solution to all bé fust mentioned challeges.This Strategywill thus
also be able to promote increasdacal sourcing by key buyers in Montenegro, with a particular focus
on selected productsAs many of the identified clusters, particularly those located in Mogthern
region, have limited prospects of exporting in short or medium ternstronger focus orthe
opportunities existing on the national market for those clusters is key at the initial stages.

4.3.3New business and job creation

Regardless of some of theaent positive economic growth trends, Montenegro is stillifgca high
unemployment rate 19.7% in 2011° Therefore, new business and job creation, particularly in less
advanced regions, are key strategic goals of the Government of Montenegro thegr aleselopment

can contribute to.Due to a pronounced scarcity agmployment opportunitiesin the Northernregion,

the young population tends to migrate to theentral andsouthern parts The percentage of youth
currently employed in the potential clustidentified during the mapping phase reaches almost®17%
Youth employment is generally lowest in the Northern region, especially in smaller towns such are

® Labour Force Survey 2011
’ Demand assessment survey 2012
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Pluzine, Savnik and Mojkovac. When it comes to economic sectors, the one with the lowest numbers of
young people employed is agriculture, both primary production and processing.

While the MontenegrinGovernmenthas recognized the important roBMEs play in economic growth
and employment generation, many presesity SMES are still struggling to survimethe market and do

not have a mediunto long term planning horizon. At the same time, Montenegro also counts with an
influx of foreign workers during the peak seasamich somehow deprives local peoplalling to work

from income opportunities. Accordng to survey conducted as a background for the Stratedlye
percentage of foreign seasonal workers in total employment of all identified potential clusters reaches
about 17%.Theinflux is highest inthe tourism sector, especially ithe municipalities oBudva, Kotor

and Herceg Novin some cases this is relatéal labour costs, but in others it is merely a problem of
inadequate information flows between those companies in need to additional labour and jobless
people from other municipalitie®oking foropportunities to work When it comes to new job creation,
about 3% of new jobs were created in all potential clusters identified in the course of the mapping
phase between 2010 and 201The lowest percentage was observed in clusters in the construction
sector. Through the support provided during the full rollit of this Strategy, it is aspired to increase the
number of new jobs created in the identified clusters to reach at least 5%, with the highest increases to
be noticed in those clusters that will Beipported within this context.

In the context of new business creation, there are business incubators and start up centres that provide
support to people willing to become entrepreneurs. A cludiased approach can help to identify
current gaps in theproduction chain or needed services that could be filled by new emerging
businesses. There is also a need to instil entrepreneurial apidingunregistered firms, identify those

with a business orientedchindset and supporthem in formalizing their actities and tapping available
support mechanisms. An environment of a well performing cluster usually encaiiags to register

and follow the examples of thieest performing units in the group. Once registered, those firms loan
supporied throughrelevant joint activities that would not be accessitidg them individually

Overall, aclusterbased development approach can contribute to boosting the development of a more
competitive and stablélSMEcommunitythat will be able to expand on scale and waikeand also
create a seedbed for attracting additional entrepeurs to establish themselves

4.3.4Employment retention

Whenit comes toemployment retention MSMEscanplay a crucial rolgparticularly in less developed
regions of the countrywhere they sometimegonstitutethe only source of economic activity.

The specific objectivef employment retentionwas introduced because during the period of the global
economic crisisa focus oremployment retention has to somextentreplaced an emphasisxamew job
creation.As ®me clusters are strugglirtg stayin the market their potential to contribute to exports

or increasedemploymentover the short to mediumterm is relatively small Still, many households,
particularly in the Northern region, ardependent on the activities of these groups of compariees
retain currentemployment levels The continuation of business activities can and shoilids be
regarded as success itself. A surveyconducted as a background for the Strategyealed thatin all
identified potential clusters, almost 94% of the employees were able to maintain their employment
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after 12 months of workThe ultimate aspiration of this Strategy is to increase this number to reach
100%.

4.4Policy oherence

By shifting the focsl away from individual firms towards groups of comparéesl geographical
agglomerations of different actorghe ClusterStrategy will contribute tayreater policy coherencby
creating synergies between the Cluster Strategy and other Government polatiasegies and
programmes. Through the better and mutually reinforcing utilization of availabfgport, existing
policies, strategies and programmes can be reinforced and more efficiently implementexhpacities

for rural developmentenhanced The fdlowing description and analysis of other government
strategies and programmes focuses on the identification of possible synergies and shared objectives.

TheNational Strategy for Sustainable Developme(tiSSD)for instancedefines regional differences

as one of the key challenges for sustainable developnigris Strategguggests that the optimal use of
comparative advantages in the areas of rural development and agricuttarelead to increased
employment. The Strategy also states that special attenshould begivento MSME development
programmesWithin these objectivespriority is given to the northern region, the development of eco
tourism, production of food, sustainable forestry and improving infrastructure as a precondition for
development. Finally, the NSSD emphasizes the potential for developing organic agriculture in
Montenegro, a need to increase competitiveness of domestic producers through the formation of
associations in order to achieve adequate living standards for the rural papulati

Similarly, theRegional Development Strategy (RD8pmotesa more balanced development of local
government units through the improvement of the business environment, road infrastructure, further
incentives foMSMEs, and support for agricultural ééepment to create new jobs and prevent notth
south migration. Finally, the RDS outlines the goal of regional development and environmental
protection through sustainable management and use of natural resources (especially agricultural land
for the purposeof rural and regional development).

TheAgriculture and Rural Development Strategyms at providing appropriate living standards for the
rural population through diversification of the economic activities (encouraging small enterprises,
especially of hose related to agro and rural tourisemd atstimulating social and economic activifjes
that keepthe population in rural areas antthus lead to more evemegional development. Also, the
Agricultural and Rural Development Strateggyggestameasures formprovingthe quality of life and
diversification of economic activities in rural ardasincreag earnings and employment. One of such
activities is supporto farmers' initiatives to create associations andagperation within theMSMEs.

Along similarines the National Programme for Food Production and Rural Developmeatentifies

measures for improvinghe competitiveness of the agribod sector diversifyingeconomic activities
and enhancing the quality of lifen rural areasto promote exports and MSMEcompetitiveness It

stipulatesan urgent need to increase support for developmetat promotebusiness startips,and to

encourage exports and innovatiots ensure astable supply of food, adequate living standaisural

areas and dasting increaein the competitiveness of national food producers.
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Furthermore, the Social Inclusion and Poverty Reduction Strategyentifies the increase of
employment throughMSMEstrengtheningas part ofits strategic goalsin particular, it focuse®n
institutional and financial support for these firn@ promote job creation andMSMEcompetitiveness
and to stimulate exports and innovation.

TheNational Programme for Employmersteeks to strengtheselfemployment, entrepreneurship and
MSME development through an increase of enterprise competitiveness and production. Special
attention is paid to export stimulation, new employment opportunities through strengthening domestic
enterprises in the areas of agriculture (particularly meat processing), wood processitguasch.

The National Strategy for Employment and Human Resources Developmanturn, identifies the
creation of better conditions for new job openings as one of the key objectivtemvisages the
realization of this goal by improving the businessvieonment, increasing seémployment and
stimulating entrepreneurshiplt also emphasizeshe less developedNorthern region and female
entrepreneurship.Important aspecs of the Strategyare knowledge, productivity andompetence
development through entrepreneurial education the promotion of innovation and other
programmed-urthermore the SME Development Strateggnvisages an increase in the number of
MontenegrinSMEs by 25%gMEemployees by 17%, SMEs contributioretgorts by35%, andncrease
the share of SMEs in GDRytal investments, turnover, profits and gross added value. SthiEssclearly
have the potential to contribute significantly to the country's transition amdiropean integration
processln this respect, théNational Programme for Itegration of Montenegrointo the EUhighlights
the need to overcome regional differences, increase economic competitiveness, and
developsustainably.

The development in Montenegro will thus depend on the widespread application of the
entrepreneurship priciplesof the European Union, & ¢St f a 2y (KS 9! Q&
institutional capacity building. Therefore, an emphdsis tobe placed on the EU Instrument for Pre
Accession Assistance (IPA) and funding possibilities for Montenegrin SMEs.

Fnally,the overall goal of th&trategyfor Fostering Competitiveness on the Micro Levglto help the
development of productive and export oriented SMEs, which foster economic development of
Montenegro and competitiveness of the Montenegrin industiyne Strategyidentifies three major
priorities and the planned activities in this respect. The first priority is the development of existing
businesses and the creation of innovative industries. In order to achieve this goal, the Strategy
envisagesncreasimy productivity, cluster development and the stimulation of innovative SMEs. The
second priority of the Strategy focuses on strengthening of export performance through better
education and competitiveness, enhancing standardization systems, strengtherpog exientated
consulting services, and benchmarking research. Finally, the Strategy highlights the as the third priority
the promotion of the industrial potentials of the country. Montenegrin through the development of
existing Montenegrin brands, promion of the Montenegrin businesses at the international level, and
strengthening communication with the economic representations at the diplomatic levels.
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V Recommendation$or Action

5.1 Implementation principles

The current Cluster Stratedyas an overall timeframe of five years, i.e. it covers the period from
2012 to 2016. Given that it is the first time that Montenegro is developing and implementing such a
Strategy and that the cluster approach is a new element to be incorporated in theeMegrin
context, a constituency for the Strategy as well as confidence in the ability of the Strategy to provide
benefits in line with its strategic objectives has to be built over time.

Accordingly, the following implementation principles will be adapto increase the likelihood of
4dz00Saa |yR adzaidlAylroAftAte 2F GKS {GN)rGS3eqQa AYL

1 Collaboration between public and private sector actorgas well aspublicpublic and
private-private collaboration)will be promoted to ensure that scareesources are used i
fair and optimalmanner and different skills and perspectives contribute to the objectives of
the Strategy that they are most suited tburing the full Rollout Phase of the Strategy, it is
expected that the private sector will sssme a strong leadership role in implementing the
Strategy at the cluster level and in facilitating the rollout at the national level.

1 Transparencyhas to be ensured throughout the process by making information about
decisions, decisiemaking processes drresults widely available in order to increase broad
based ownership of the Strategy and to foster relevant contributighommitment to
transparency also implies that competitive tendering processes are conducted in a fair and
transparent mannerlt also impliesthat the lessons learned from implementing the Cluster
Strategyare openly and neutrally discussed to further optimize the support provided in the
context of the Strategy.

1 Realismis critical for the sustainability of the Strategy to avoid thevitable frustration with
objectives that are not aligned with available resources and existing capacities.

1 Pragmatismto make the best possible use of existing resources, inclugmgernance
andcoordination structures for implementation Strategy but to also finalize a Cluster
Strategy that is fully customized to the Montenegrin context by incorporating critical lessons
learned at the cluster, institutional and national levels.
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1 Focus on Result® maximize the impact of the Strategy in terms of the &gic objectives
and in view of scarce resources.

5.2 Timeframe & wlicy implementation process

As mentioned, tk policy implementation period dfve years will be used to create a relevant base,
to build a credible process and to foster threadinessto fund the foreseen activities. The
implementation processhus consists othree phases and builds thsustainability of theStrategy
directly into itsimplementationprocess.

5.2.1Incubation Phase (2012)

The Incubation Phase of the Cluster Strateggufes on the carrying out gfilot activities in
selected arget/pilot clusters over the remainder of 201®ith the followingoverall objective

GTo demonstrate the relevance of a cluster development approach to Sustainable Growth in
Montenegro and to geneate sufficient buyin and momentum at the national level to proceed
GAGK | Fdzft NRfEf2dzi 2F GKS {dN}GS3ed¢

To reach tle overall objective, the Incubation Phas#él aim atseveral outcomes

9 Differentoperational modalities for strategy implementatidvavebeen tested at the cluster
level, i.e. collaboration among different public and private sector entities, including at
different levels of government (national, municipal), and institutional bottlenecks have been
identified

1 Collective efficiency gainkave been obtained or are within reach at ttauster level The

Incubation Phase also aims to give an impression of what such results will look like over the
short, medium and longerm.

1 Required functions for the envisagegbvernance structure have been deéhed and a
nationaklevel monitoring frameworlkas been delineated.

5.2.2Capacity Building Phase (2013)

Based on a review of initial results, the Capacity Building Phase focusesmadening and
deepening of the resultachieved during the InceptionhBse. In line with available funds in 2013,
the overall objective of this phase is

G¢2 o0dzZAf R dzZlJ RSRAOFGSR AyaltuAaddziaxzyl f Ol LI OAGAS
coordination structure to ensure full readiness for implementation at a larger ruem of clusters
RAZNAY3I (GKS w2ff2dzi t KI aSoé

To reach the overall objective, the Capacity Building Phase will aavatal outcomes

i Based on increased trust among the principal members of the previously selected
target/pilot clustes, collective efficiecy gains at the cluster level are enhanced in line with
mediumterm priorities
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1 Intermediary organizatiofs) are ready to provide a standardized training programme and
counseling approach for cluster brokers as well as for policy makers, private seas act
and institutional representatives.

1 ¢KS / f dza (i Syderdaicéland Soarditation structure guides the interaction of
national and clustetevel stakeholders and is effectively overseen by a nstdtkeholder
coordination body The monitoring frarawork effectively specifies reporting lines, timelines
and the type of information to be collected/communicated

1 Selection/assessment criteria and funding mechanisarsthe full roll out phase of this
Strategyhave been developed and endorsed at the na#iblevel to provide support to
additional rounds of clusters during the Full Rollout of the Strategy.

1 A detailed action plan for the Rollout Phase of the Cluster Strategy has been prepared and
endorsed.

5.2.3Fdl Rollout of the Cluster Strategy Rollou Phase (20142016)

In line with available funds and funding mechanisms,Riolout Phase aims to achieve the following
objective, i.e. to:

GOFTFSOGADBSte YR STFTAOASyidte SEGSYR OfdzadiSNI R
Montenegroto achieve the strategic objectives of the Cluster Stratégy

To reach the overall objective, the Rollout Phase will aiseaéral outcomes

1 Collective efficiency gains have been obtained or are within reach at the level of new rounds
of target/pilot clustes (second round batch 2). The clusters selected through tendering
processes and/or other mechanisms will experience competitiveness gains and/or make a
significant contribution to the achievement of the four objectives of the Strategy and
respond to regioal balance considerations.

1 ¢KS { { NdoidliSaHod Qtéucture effectively support the rollout of the strategy by
meeting and reviewing progress regularly and by feeding policy inputs back to drstér
implementation (national to local) and from thausterlevel up to the policy level (local to
national).

1 Intermediary organizatiofs) provide sustainable training and counseling services for cluster
brokers as well as for policy makers, private sector actors and institutional representatives.

1 Based orthe nationallevel monitoring framework, the mulstakeholder coordination body
facilitates exchange of information on issues relating to cluster development, systematically
promotes mutually reinforcing policy actions across government departments asntssg,
YR ONBF(GSa asySNHASE (26FNRA |+ OKASGAY S
prioritized strategic objectives (policy coherence).
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5.3 Monitoring framework & evaluation

The final monitoring framework of the Cluster Strategy can onhdéermined once the scope,
funding and disbursement modalities are knawdence, it will be fully in place ahead of the
initiation of the Rollout Phase

Nevertheless, the Incubatioand Capacity BuildinBhase will be used to familiarize the key actors
with relevant key performance indicators (KPisicking progress with the implementation at the
national and cluster levels. Yearly progress reports take stock of the information and propose
adjustments or confirm their relevance.

Data collection, at thenational and cluster levels, has been built into the cluster development
process for the first two Phases.

In line with the strategic objectives of the Cluster Strategy, the final assessment Rbtloait Phase

will be based onrhigher level indicatorshiat capture impact in terms of, or approximating (1)
exports, (2) import substitution, (3) employment retention, (4) new business and job creation, as
well as other competiveness and regional balance parameters.

5.4Incubation Phase (2012)

During the leubation Phase and in line with the overall objective and specific outcomes indicated
above a number of outputs or direct results will be aimed at and activities carried out under
different headings and with a focus on different levels of strategy/ exenut

5.4.1Component A: Awareness raising

Awarenessraisingof the Cluster Strategy, its strategic objectives and its implementation principles
gAftft 06S I YI22N) F20dza 2F (GKS {GNFXdS3eqQa LyOdz!l A

9 Output 1: Build a general understanding of the olijges of the Cluster Strategy, its broader
implementation plan and how the Strategy fits into other strategies or policies spearheaded by
the same Ministry as well as of other line ministries

1 Output 2 Build a general understanding of the objectives of @laster Strategy, and identify
relevant support to be provided at thatget/pilot clusterdevel.

Description of Activities

- National level:With the Ministry of the Economy as the lead ministry and the Department
of Regional Development within the Mitig as the principal champion of the Cluster
Strategy, a general understanding of the strategic objectives of the Cluster Strategy, its
broader implementation plan and an understanding of how the Strategy fits into other
policies and strategies spearheadég the same Ministry have to be buil(A) Focal
point(s) for the Cluster Strategy should be determined.
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Coordination with the SME Directorate will be pursued to the maximum extent possible
To facilitate this, dfurther) focal point for the Cluster Sitegy could be appointed from
this Directorate.

Awareness of other ministries of relevance to the selecerdét/pilot clustes will also be
raised - such as for instance the Ministry of Agricultuadd Rural Development a
selected arget/pilot cluste focuses on the production of agricultural products or agro
processing, to build their understanding of the Cluster Strategy and to explore synergies
with other initiatives, programmes, policies, and strategies under implementation.

Target/pilot clusterarget/pilot cluster level: The selected drget/pilot clustes will first
have to be sensitized about the broader Cluster Strategy objectives (rationale for support),
the reason for selecting the particular cluster in question and about the specific process
proposed to be followed at the cluster level (main interventions and responsibilities).

As far as other local actors are concerned, it will also be important to sensitize the broader
cluster environment about the planned activities and to prepare relevaetbrs and
stakeholders, in particular the municipalities and relevant business associations, for their
possible support functions (coordination with other initiatives, establishment of linkages
with financial and no#inancial service providers, reportingp to the national level,
provision of technical inputs and support through particular technical or advisory services
¢ such as through the business centres that exist in several municipalities).

5.4.2Component BCompetencalevelopment

Development of Gister Strategyrelated and support competencieat the national level as well as
at the level of the selectedatget/pilot clustes:

9 Output 3: Ministry of Economy focal point(s) follow the cluster development process at the local
level and capture and intpret relevant data and identify systemic issuéscluding required
access to infrastructure, skills and vocational training, access to finance, legal constraints, etc

9 Output 4: Fully capacitated cluster brokers are able to support cluster developméiatives at
the local level and pursue coordination with local stakeholders.

Description of Activities

National level:At the Ministry of the Economy, competencies within the lead department

, for instance of one or several dedicated Cluster focal pphmse to be built to enable
them to follow the process of cluster development at the local level, to capture the main
information emanating from this process and to analyze and interpret such data. The type
of information to be captured relates to clustézvel initiatives undertaken and results
achieved, but also relating to suggestions for the national to local coordination structure, |
(including the EU, bilateral technical assistance agencies, UN organizations, etc.) and with
regard to the monitoringrmework for the implementation of the Cluster Strategy (type

of data required, reporting lines and timelines, etc.), and the identification of issues of
systemic importance, i.e. those affecting several clusters at once across Montenegro or
reflecting speific bottlenecks or constraints affecting a particular region in Montenegro
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and to start considering possible solutions that lie outside the action space of a Cluster
Strategy and requirsupportfrom the wider Governmenf(This will include the formulatio

of incentive programmes to support cluster development during subsequent phases (an
indicative list ofpossibleprogrammes is provided in Annexdbe chosen from as deemed
appropriaté. One incentive programmeshall bedeveloped by the Ministry of Ecomy in

2012 based on the results of sample cluster diagnostic studiigk a specific focus on
fostering the competitiveness of MSME s in therthern region and less developed
municipalities which will continue in 2013 (in that year the development of a
second/followup programmeis envisaged)Theprogrammewill comprisesubsidiesor an
interest rate of 1 pp on direct loarfsom the IDFor loans approved iand after2012for

the Northern Region and less developed municipalities

- Target/pilot cluster level: The selected arget/pilot cluster require a fully capacitated
cluster broker to mobilize and then continuously accompany and advise the principal
cluster firms or membersthroughout the implementation process. While some broker
capacities already ést in Montenegro, additional training and handholding of the existing
ONRP]1SNE ogAff KIFEI@S (2 0SS dzy RSNIiI 1Sy (2 aiaNBy
guide, motivate and involve cluster stakeholders and enable trust building among cluster
members.

Throughout the implementation process at the local level, the cluster broker gradually
builds the capacity of the cluster stakeholders to follow the process, to assume the
assigned responsibilities in implementing the local cluster action plan, angrdvide
information on progress. Through regular meetings with the municipalities, their
understanding of the cluster development process and the likely results to be obtained will
be fostered. To facilitate this, the municipalities should ideally preposnunicipal liaison
person.

5.4.3Component C: Cluster levekecution

Execution of cluster developmentelated activitiesat the level of selectedarget/pilot clustes:

1 Output 5: Members of selectedarget/pilot clustes are supported in identifying dnexecuting
joint activities that will raise their collective efficiency.

Description of Activities

- Target/pilot cluster level: With the support of the cluster broker, selectedrget/pilot
clusters and their principafirms will undertake an irdepth diagnostic study, develop a
cluster action plan in a participatory mann&rimplement lowcost priority joint actions
and collect relevant information on results achieved and/or constraints experienced.

5.4.4Component D: Monitoring & Reporting

Monitoring of the activities undertakemand Reportingon progress:

Y \welkestablished cluster development approaches with a focus on sustainabledoc@mic development should be
used as a basis.
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Output 6: Progress and results of cluster level activities are captured in a structured manner and

fed back into national mukstakeholder and consultation processes.

Output 7: Progress and results ofuster level activities are captured in a structured manner and

fed back into local stakeholder consultation and decisitaking processes.

Description of Activities

National level: In close coordination with the cluster brokers (and possibly the
municipdities and/or other support institutions of relevance), the Ministry of Economy
focal point(s) will be responsible for reporting on the cluster development process more
generally, summarizing information emanating from the selectedrget/pilot
clusters/cluster brokers and presenting it to the Department, the Ministry of the Economy,
other line ministries and relevant mutakeholder coordination bodies (e.g. Partnership
Council for Regional Developmemt the Council for CompetitivengsBeyond a focusn
results at the level of eachatget/pilot cluster it will be important to (1) provide
suggestionghe governanceand coordination structure and (2) on the overall monitoring
framework for the implementation of the Cluster Strategy (type of data regllireporting

lines and timelines, etc.); (3) to identify linkages with key actors at the local, national and
international levels (including the EU, bilateral technical assistance agencies, UN
organizations, etc.), as well as (4) to consolidate infornmatia systemic issues that will
likely require action on the part of the wider Montenegrin Government.

Target/pilot cluster level: The cluster brokers will, based on the local monitoring
framework, collect relevant data from the clust@&ms and regularlyreport to local (e.g.

the municipalities, business associations) and national counterpartagiéi of Economy
Focal Point(s)This can be undertaken on the basis of short reports and regular meetings
or telephone conferences. Occasionally, the munidileali(focal point or liaison person, if
available) should be invited to attend clustgpecific events and visits by the Ministry of
Economy Focal Points can be agreed upon over time as well.

5.5 Capacity Building Phag2013)

During the Capacity Builty Phase and in line with the overall objective and specific outcomes
indicated, a number of outputs or direct results will be aimed at and activities carried out under
different headings and with a focus on different levels of strategy/ execution.

5.5.1@mponent A:Competencalevelopment

Development of Cluster Strategselated and support competencieat the national and cluster

levels:

1 Output 1: The designated intermediary organization(s) have been trained in the cluster
development approach and is supped to develop its service offer for the Montenegrin context
and different target groups.
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9 Output 22 Additional cluster brokers are able to support cluster development initiatives at the
local level and pursue coordination with local stakeholders.

Descrigion of Activities

National level: The capacity building phase will concentrate on building the institutional
capacities in Montenegro to enable the broadening of cluster development activities
during the Rollout Phase. This could be concentrated in anteahintermediary body or
organization, the skills and capacities of which would have to be developed over the
course of 2013. The skills and capacities to be developed will cover two levels and relate
to:

1. Shortlisting and training of possible technicatermediary bodies or organizations to
take on the main cluster developmenglated training support during the Rollout
Phase with a subsequent selection process to identify the core organiggtion
providing support services during the Rollout Phase.

2. Training of policy makers, private sector actors and institutional representatives who
will be involved in the establishment of the overall Cluster Strategy Monitoring
Framework, review of progress and as far as the tackling of systemic effects and
policycoherence are concerned.

Target/pilot cluster level: To prepare the Rollout Phase at the level of new rounds of
clusters, the capacities of additional cluster brokers will be built over the course of 2013.
This requires a broader call for applications andelection process to identify suitable
cluster brokers and the organization of initial trainings on the basis of a standardized
cluster development training programme. The selection process and the trainings should
ideally already be carried out with ¢h selected intermediary organization and in
coordination with the designated Cluster Strategy coordination body.

5.5.2Component B: Awareness raising

Broader Awarenessaising of the Cluster Strategy, its strategic objectives and its implementation
principes:

9 Output 3. A general understanding of the Cluster Policy has been built at the level of a broader
range of ministries and nationdgvel stakeholdergincluding financial institutionsland linkages
with other national strategies and policies have bédentified.

1 Output 4: A general understanding of the objectives of the Cluster Strategy has been built at the
cluster level beyond the initially selecte@rget/pilot clustes as well relevant institutional
support to be provided at these other clusters.

Description of Activities

National level: While the Ministry of the Economy and other line ministries of relevance
will already have a good level of understanding of the Cluster Strategy (overall process,
implementation and results achieved), during thep@city Building Phase it will be
important to extend the general understanding of the strategic objectives of the Cluster
Strategy to other Ministries. Ideally, this should be done by establishing -asulnittee
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or working group in aexistingnational @ordination body (such ake Partnership Council

for Regional Development or similagyhere the strategy process can be presented and
synergies with other initiatives, programmes, policies, and strategies under
implementation ¢ spearheaded by other mirtides and public institutions- can be
explored.

Similarly, the engagement of other natioHdal/el actors will be envisaged and awareness
raising activities extended to private sector representatives (national and ssptaific
associations, etc.) andnfincial and no+iinancial support service providers, with a focus
on those that have been identified to have a particular relevance for cluster development
activities, such as through the identification of systemic issues or with a view to supporting
cluster-related competencedevelopment.

- Target/pulot duster level: During the Capacity Building Phase, it will be important to
extend the sensitization efforts to a broad range of clusters in Montenegro, including the
raising of awareness about the broader €r Strategy objectives (rationale for support),
discussion of selection criteria or process specificities for future roundsirget/pilot
clusters, and of course about the specific process proposed to be followed at the cluster
level (main interventioa and responsibilities).

The same awareness raising efforts should be extended to municipalities at large, ideally
through the Union of Municipalities, and relevant nationally or sectorally operating
business associations) for their possible support fumdi (see also above under the
Incubation Phase), as well as with nationally or broadly operating financial and non
financial service providers.

5.5.3Component C: Cluster levekecution

Execution/deepening of cluster developmemtlated activitiesat the level of selectedarget/pilot
clusters:

1 Output 5: Members of selectedarget/pilot clustes are supported in the undertaking of joint
activities that correspond to medium term priorities (as per cluster action plan).

Description of Activities

- Target/pilot cluster level: Following the implementation of low cost, quick win options
during the year 2012, the capacity building phase envisages the deepening of cluster
development activities at the level of the selectedrdet/pilot clustes. In line with
availdble funds, priorities to be addressed during 2013 can include activities with a
mediumterm focus, address issues which are more capital intensive (investments into
equipment, common facilities planning, etc.) and include specialized technical trainings in
line with the cluster action plan approved at the cluster level.

5.5.4Component D: Strateqgidirection

Provision of Strategic Direction for Cluster Strategy implementatiamtiation of the Rollout Phase,
the identification of systemic issues and coastis, and policy coherence:
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9 Output 6: The multistakeholdercoordination bodyhas formally taken up the lead in monitoring
the implementation of the Cluster Strategy and making recommendations to the Montenegrin
government on the Cluster Strategy, systeroonstraints and issudwith a particular emphasis
on financial sector issuesgnd policy coherencé detailed action plan for the Rollout Phase will
also be prepared for endorsement.
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the multi-stakeholdercoordination body

Description of Activities

- National level:In order to prepare the Rollout Phase of the Cluster Strategy, the Capacity
Building Phase will finalize thegovernancécoordination structure, intluding the
determination of reporting lines and reporting formats, consultation schedules, review of
progress and analysis of data collected across different clusters, etc. The
governancécoordination structure will specifically include the definition esponsibilities
for the membership, the overall membership structure and institutional affiliation,
decisionmaking mechanisms and requirements, and also delineate the advisory capacity
of the coordination bodyvis-a-vis the Ministry of the Economy as thead ministry of the
Cluster Strategy and the wider Montenegsirate authorities.

During the Capacity Building Phase, the identification of systemic issues and constraints
will be given a particular emphasis in order to feed systemic priorities intor qibécy
processes of relevance, in particular in the context of IPA Programming.

At another level, thecoordination bodywill consider, discuss and finalize the modalities

for cluster selection during the Rollout Phase as well as the funding, auditeahdital

support mechanisms. Close coordination with the intermediary organization is envisaged.
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competitivenessas well as regional balance is proposed to consideriferent modalities

for support for different groups of clusters. For example, a competitive tendering process

could be organized for more advanced clusters, while a second process may focus on
underperforming clusters that require more intensive suppobiyt, with adequate

support,F N fA71Ste& G2 YIS I 0A3 O2yGNROdziA2y G2
term.

5.5.5Component EKnowledge management &idsemination

Knowledge Management and Disseminatigrelated activities to better share informatn on
progress with implementation:

1 Output 8: The multistakeholdercoordination bodyconsiders the establishment of relevant
platforms and information sharing mechanisms to collect/host/provide information on progress
with Cluster Strategy implementaticat the national, institutional and cluster levels.

Description of Activities

- National level: In order to facilitate knowledge management and the dissemination of
available data and in recognition of transparency as an implementation criterion, the
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coordimation body will also consider the establishment of relevant platforms and
information sharing mechanisms to host and further structure the information that is
being generated through the Cluster Strategy implementation process. Cluster
observatories and samunities of practice are some examples of relevance.

5.5.6 Component FMonitoring & reporting

Monitoring of the activities undertakeand Reportingon progress:

1 Output 9: Progress and results of cluster level activities are captured in a formally sedcind
harmonized manner and fed back into local stakeholder consultation and deoisikimg
processes throughjuarterlymonitoring reports.

9 Output 10 Progress and results of cluster level activities are captured in a formally structured
and harmonizedmanner and fed back into national muiiakeholder and consultation
processes through quarterly monitoring reports

Description of Activities

Target/pilot cluster level: Based on the finalized local monitoring frameworks,
standardized reporting structuresand formats will have been established with an
agreement of the key indicators to report on and to whom (municipalities, business
associations, intermediary organizati@h Ministry of Economy focal point(s), etc.).

National level: Within the context offinalizing the Cluster Policgovernance and
coordination structure, the overall monitoring framework and key performance indicators
for the Cluster Policy will be defined over the course of 2013, of course based on the
lessons learned of the Incubatid®hase. This will include the determination of reporting
lines and responsibilities and the key functions surrounding the collection, analysis and
interpretation of data through thecoordination bodyand with the support of the
intermediary organizatiofs).

5.6 Rollout Phase(2014¢ 2016

During the Rollout Phase and in line with the overall objective and specific outcomes indicated
above, a number of indicative activities under different headings and with a focus on different levels
of strategy/ executio include the following:

5.6.1Component A: Cluster levekecution

Implementation of cluster developmentelated activitiesat the level of newly selected clusters to
be incorporated:

Cluster level (batch 1)fhe deepening of cluster development acti\gtiat the level of the
initially selected arget/pilot clustes will be in its final stages of implementing joint
activities as per the cluster action plan, including the formalization of chisted
governance structures (e.g. through the establishmerft an association or the
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establishment of common facilities as independent vehicles with an impact on cluster
development and management thereof), good and regular contact with and reporting to
municipalities, business associations and other financial and-financial service
providers, and the feeding of information through them up to the policy level.

Cluster level (batch 2 and additional batchedpased on the modalities for cluster
selection as proposed by theordination body new rounds of clustersotreceive cluster
development assistance will be selected and implementation mirror the steps undertaken
with the target/pilot clustes, commensurate with available resources, the initial cluster
situation and the priority bottlenecks and constraints idéietl at the cluster levelThe
support will be fully provided by the capacitated intermediary body based on a
standardized training package.

Development of Cluster Strategselated and support competencieat cluster level:

Cluster level (batch 2 and adtnal batches): The fully equipped and capacitated
intermediary organizatiofs) provide handholding, technical backstopping and support to
the cluster brokers and advise on critical steps in the cluster development process.

5.6.2ComponentB: Monitoring & reporting

Monitoring of the activities undertakeand Reportingon progress:

National level: Based on the overall monitoring framework and key performance
indicators for the Cluster Strategy and thgovernancéoordinating structure,
implementation dataprogress will be reviewed regularly and policy implications be
discussed. Thecoordination bodywill provide advisory support to the Montenegrin
Government, in particular on systemic issues, and in order to promote greater policy
coherence.

Cluster level fatch 2 and additional batches)Based on tested and finalized reporting
structures and clustelevel monitoring framewaorks, newly selected clusters will be able to
use standardized formats and mechanisms to report on cldsterl performance
indicators ad establish good rapport with municipalities, business associations and
relevant financial and nefinancial service providers.

5.6.3Component C: Strategic considerations

Provision ofStrategic Directionwith regard to the implementation of the Clustetr&egy, the
identification of systemic issues and constraints, and policy coherence:

National level: The brmally established coordination bodyovides advisory services to

the Montenegrin Government on the basis of progress in the implementation of the
Cluster Strategy, with a view to the tackling of systemic issues affecting clusters across
Montenegro or a relevant subset theredfurthermore, the aim igo achieving coherence

with other policies of relevance as well as to aligning the implementatimecgss with
regional and international processes, and in particular theétldssiorprocess.
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The coordinatiorbody will also feed important decisions and considerations back to the
level of municipalities, business associations, intermediary organifa}amd clusters; to
adjust implementation processes, for instance in order to take advantage of national or
international policy changes, to inquire into particular needs at the local level, and to
inform about changes in trends and markets, where relévan

5.6.4Component D: Knowledge management & dissemination

Facilitation of Knowledge Management and Disseminationf information related to the
implementation of the Cluster Strategy:

Relevant platforms and information sharing mechanisms are being &datind operational at the

end of 2014. To enable networking among clusters, municipalities and other support institutions,
relevant functions will be made available and should be aligned with cluster exchange best practices
at the European level.

5.7 Gowernancestructure (functions & oles)

In order toensure that the implementation of the Cluster Strategy is undertaken in an efficient and
effective manner and that the results from the first two Phases are preparing the ground for the
Rollout Phase, a fiy operational governance and coordination structure for the Cluster Strategy will
have to be developed until the end of the Capacity Building Phiaseimportant to note here that

the Cluster Strategy is not aiming to create new governing bodiesathgr to capitalize as much as
possible on existing ones.

During the Incubation and the Capacity Building Phase, the principal actors and interackisns
and functionswill evolve gradually, in line with the phased implementation procése followirg
graphics depict this evolution over the three Phases.

5.7.1INCUBATION PHASE

During the Incubation Phase and in line wibarce reources for the initiation of the Cluster
Strategy implementation, théeading actorwill be the Ministry of Economy, andnore specifically
the focal pointsfor the Strategy located in the Department for Regional Developraadt possibly,
the SME DirectorateTheir functions related to:

1 Inform other line ministries of relevance to the selecteatget/pilot clustes about the
broader Strategy and the implementation process/results on the ground and channel such
information also through existing muktakeholder coordination bodies (such as the
Partnership Council for Regional Development or similar).

1 Maintaining direct contat with the cluster brokers at the level of the selectedget/pilot
clustes to collect information (that is structured by the external facilitator, who also
backstops the cluster brokers for local implementation purposes) and other local
stakeholders,ncluding the municipalities.
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At thelocal level the clusterbroker has a central coordinating functiorelating to:

1 Maintenance of continuous contact with the principal cluster firms to implement relevant
joint actions

1 Information exchange and consultatis with the municipalities

1 Identification of existingand development of newbusiness support schemes and their
applicability at the cluster level, in line with the clustevel diagnostics/action plan.

At the intermediary leveland during the first of Cluster Strategy Implementation, axternal
facilitator with a strong track record in cluster developmeri$ envisaged to provide support to
cluster brokers and other local actors and to facilitate the local to national linkage. Once national

capacities ® absorb these functions have been built, a dedicated national organization can replace
the external facilitator.
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5.7.2CAPACITY BUILDING PHASE

Over the course of th€apacity Buildinghase an appointedmulti-stakenolder coordinationbody
(selected among existing bodies) gradually assumes a stronger role during the Cluster Strategy
implementation. In coordination with the Ministry of Economy focal point(s¥uitstions related to:

1 Holding consultative meetings to discuss and review progress with the implementation at
the national and local level, including the presentation/consolidation of information
provided by other actors (e.g. cluster brokers) and the identification of commttitebhecks
and systemic constraints at the institutional and cluster levels.

1 Contemplates the information sharing approach for instance through a dedicated platform
to connect key actors within the cluster development context.

At theintermediary leve| adedicated national organization provides support to cluster brokers and
other localand nationalactors and to facilitate the local to national linkage, with some technical
support still to be provided by an external facilitator. More specifically, rtagonal intermediary
organizationwill:

1 Develop its training service portfolio for different target groups, including through a
standardized training package

9 Train additional cluster brokers and guide them during the implementation at the cluster
level

9 Tran support institutions, municipalities and other public and private actors at the local and
national level, based on identified training needs.
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5.7.3ROLLOUT PHASE

Over thecourse of the Full Rollout Phase, the figalvernancestructure of the Cluster Strategy has been determined, based on lessons learned and
existing/developed institutional capacities during the earlier PhaBbee.description here is thus only illustratiweprovide guidance on its possible shape.

At the strategic leve] the confirmed multistakeholder coordination body (selected among existing bodies) assaifaad role in managing and monitoring
the implementation of the Cluster Strategy taking up he following functions:

1 Regularly reviewing progress through formal coordination body meetings

9 Assigning available funds to clusters and intermediary organizations or to relevant funding mech@misogh the setup of dedicated funds,
grant schemes, tegter baskets, etc., as per the agreed upon funding mechanisms)

1 Advising the Montenegrin Governmentnadssues of systemic importance (to be addressed by other government policies, strategies and
programmes) and on the mainstreaming of the cluster approacbsacdifferent policies or strategies as well as the achievement of greater policy
coherence

1 Feeding policy inputs back to clusierel implementation (national to local) and from the cluskevel up to the policy level (local to national).

The nationalntermediary organizationcontinuous to povide support to cluster brokers and other loeald nationalactorsbased on standardized training
moduleson a costsharing basis. Depending on the funding mechanisms, the intermediary may or may not be ilvahe¢dhe only support institution
involved in facilitating clustelevel activities and national coordinating functions. Over time, however, the intermediary organization can also train other
support institutions in offering similar or more specializegining support (e.g. sectespecific, such as for tourism, or with a thematic orientation, for
instance cluster twinning or cluster research)so at this stage can be established an independent body to support the development of (SPV ) clusters,
whoserole, amongst other things is to support for developed clusters in access funds from EU funds and other sources of funding.

ROLLOUT PHAGEENTATIVEOVERNANCE STRUCTURE)
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5.8 Leal framework considerations

There are many barriers to théevelopment of clusters. One particular problem constitutes the
rules relating to access to finance, which require applicants to be legal persons. But this is not the
only challenge clusters face in this context. There are ldgal issuesaffecting the mternal
relationships between the members, the external relationships with customers and other third
parties (such as external cluster brokers) and the national policies which impact upon cluster
development.

Key to the development of successful clustéssthe existence of arappropriate framework
(organizational and legal) to govern the cluster and the choice of legal entity, if any, that best allows
for the management and operation of the different stakeholders within the system.

The keypieces of legilationof relevance for cluster development Montenegroare (1)the Lawon
Non-Governmental OrganizationgOfficial Gaze# of the Republic of Montenegro 27/99, 09/02,
30/02; Official Gazette of Montenegrd1/07 dated 13th December 20Q7)2) the Law on
Agriculture and Rural DevelopmenOfficial Gazette of Montenegro, No 56/09, August 14, 2009)
and @) the Law on Cooperative Association®fficial Gazetteof the Federal Republic of Yugoslavia
41/96).

As cluster development is still a relatively newcept in Montenegroinitially a strong focus needs
to be set on building trust within the business sector as well as between firms and their respective
support institutions. In order to achieve this, there is a need to support these actors to jointly

engage inseOl f £ SR Waz2Fd YSIadaNBaQ GKFd oNAy3I G y3Irot S

and with a low level of risk involved@he formation of a legal entity is generally envisaged by clusters
that have already a certain trust level establishaad proven track record in carrying out joint
activities.

At present there is not immediate need for adaptation of the legal framework in Montenegro. In the
medium to long term, however, the following issues need to be taken into consideration:

y  The Lav on Agriculture and Rural Developmesupports the formation of farmer
agglomerationssuch asAgricultural Producer Organizations and Cooperati@sticle 34,
35, and 36). However, at present it requires a minimum number of 5 members for the
establishmen of an Agricultural Producer Organization and 10 for forming Cooperative
Given the size gbotential clustersin some sectors, there is a need to consider reducing this
minimum number to 3 members Apart from the number, companies should also be
allowedto form cooperatives, which are now restricted only for physical persons.

y Another potential obstacle could become the fact thimily agricultural holdersrequire
prior approval for carrying out supplementary activitigsrticle 51) For the purpose of
keeping recordsf the typology of activitiesthe alternative of auditing field visitould be
considered

y  Furthermore, whist the Law genera®nablescross country membershi this element is
not mentioned in the case of Agricultural Producer Organipas, which could be
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incorporated. Moreoveradditionalenabling conditios to support linkages with large retall
chairs or big corporate buyersvherein they can also be a memberahetwork, would be
conducive to cluster development arduld betaken nto consideration

It is also recommendedto consider aprovision forthe formation of dcooperatives of
cooperativeg (second degree cooperatives), wherein various forms of cooperativesecan b
included for mutual exchanges

In addition a poper outlay ¢ governance mechanisrof cooperativesshould be defined
which iscurrentlynot providedfor smoother functioning of the cooperatives.

In terms offinance there will be a need to develogalistic mechanisms of investment and
financial supporie.g.following the example provided by thealian Law 59/1992 wherein
to expand the financial framework of cooperativasy allowing financial instruments to be
issued, under which supporters would not yet come into the mutual mechanism.
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ANNEXL: TABLEF POTENTIAL CLUSS ER

Municipality

Ulcinj
Niksic
Podgorica

Bijelo Polje + Mojkovac

Product

Furniture

10
13
13

Employ
ment

150
276
129

Turnover

2,230,000
2,820,000
892,500

Household

dependence

51
187
74

Market

19

60

1,871,600

38

Pljevlja

Rozaje
Mojkovac

Zabljak

Bijelo Polje

Niksic

Berane + Andrijevica
Podgorica

Budva

Bar

Kotor + Herceg Novi
Niksic

Danilovgrad

Niksic

Podgorica

Niksic

Bar + Ulcinj

Niksic

Podgorica

17

34
15

85

73

1,740,000

2,560,720
1,250,000

62

37

Row wood material

Buildings/roads/
tunnels/bridges &
construction
materials/extraction
of construction
NMEICHELS

Stones

Metal structures and
parts of structures

Metal doors and
windows

15
22
5
22
419
98
105
119
66
9

7
13

86
136
124
199

3,784
141
471
407
962
185
127
129
217
112

1,840,000
1,276,000
1,780,000
1,470,000

158,865,965

24,437,118
24,932,625
28,423,642
18,957,650
6,580,000
4,280,000
2,464,046
2,289,52
2,112,900
927,654

3,326,344

65
72
14




Podgorica+Danilovgrad+ Niksic+Bar+Virpazar

Pljevlja + Bijelo Polje+Berane+Petnjica+
Andrijevica+Plav+Rozaje

Pljevlja + Bijelo Polje
Niksic + Danilovgrad

Cetnje
Berane + Rozaje

Milk/Cheese

2,454,000
1,434,000

4,292,750
11,900,000

2,410,000
9,230,000

Pljevlja
Bijelo Polje

Podgorica
Danilovgrad
Cetinje

Bijelo Polje + Rozaje

Niksic

PljieVja+Bijelo Polje+Berane+Rozadf@tasin+
Mojkovac

Northern region

Central region

Pljevlja

Bijelo Polje

Berane

Mojkovac

Podgorica, Danilovgrad

Niksic + Savnik

Kotor, Herceg Novi, Tivat
Pljevlja, Bijelo Pyd

Berane, Andrijevica, Mojkovac
Podgorica, Danilovgrad, Niksic
Bijelo Polje, Berane, Mojkovac

Broilers/eggs

428,729
411,565

651,596
672000
45,061,380

Meat

Mushrooms

Bottled water
Vine

Marine fish & clams

Apples, pears, plums

Raspberry

12
24
36
101
30

9
16
A
11
27
34
55
24
36

101
30

81,643,721
17,259,400

6,000,867
19,500,000

24,000
93,750
210,000
15,960
106,000
608,000
409,815
570,000
1,320,457
189,500




IEVIE |
Kolasin |
Podgorica |
Podgorica, Danilovgrad |
Ucinjgar
|

|

Buckwheat
Seed potatoes and

edible ones
Vegetables

Ulcinj, Bar

Kotor, Herceg Novi

Ulcinj, Bar

Ulcinj

Olives

Citrus

Bar and Budva

Boka (TV KO HN)

Tourism services
Skadarsko Jezero (PG I CT) o v

Komovi (KL MK BP BA AND)

Durmitor (ZB)

21 172,000
11 2,350,427
73 315,790
847 -
178 4,232,170

1,119,500

838,560
122 807 1,860,000 612 | Yes| Yes| Yes| Yes
712 3578 | 279,0®,000 1,103| Yes| Yes| Yes| Yes
888 3329 62,620,000 1,724| Yes| Yes| Yes| Yes
198 2731| 148,800,000 897 | Yes| Yes| Yes| Yes
98 406 80,600,000 219 | Yes| Yes| Yes| Yes
85 258 21,700,000 223 | Yes| Yes| Yes| Yes

Source: Cluster mapping in the first phase of development Strategy
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ANNEX2: GLOSSARY

Governance

Governance structure

Roles

Functions

Competence

Capacity

Policy coherence

Systemic issues

Support service providers

Key performance indicatorsKey Performance Indicators (KPIs), also known as Success Indicators,

Governance relates to decisions that define expectations, grant power,
provide guidance or verify performance.

A governance structure ensures that all key decisions are made at the
right time by outlaying the roles and responsibilities for decision
making of relevant stakeholders. This may include the creation of a
specific committee or council and its operating rules

A role is a part performed especially in a particular operation, process
or context. E.g. roles of decision takers, financiers, advisors, or trainers.

A function refers to the things a person does in performing his/her
role. E.g. the r@ of an advisor involves the following functions:
collecting information, analyzing this information and preparing a set
of recommendations for consideration by decisiakers.

Competence is the quality or state of being functionally adequate o
having sufficient knowledge, strength and skill. Competence is another
G2NR FT2NJ Iy AYRAGARIZ t Qa (y206K29

Capacity is the power to hold, receive, absorb or accommodate.

As per the OECD definition, policy coherencersefe the systematic
promotion of mutually reinforcing policy actions across government
departments and agencies creating synergies towards achieving the
agreed objectives. Within national governments, policy coherence
issues arise between different typesf public policies, between
different levels of government, between different stakeholders and at
an international level.

Systemic issues (also referred to as cros$ing issues in this Strategy)
are not specific to one particular stakalder, firm or cluster, but affect
clusters across Montenegro and encompass areas such as
infrastructure, access to finance or lack of support service providers.

Business support or development service providers / institutiorier of
services that improve the performance of firms, their access to
markets, and their ability to compete. The term includes an array of
business services such as training, consultancy, marketing, information,
or technology development and transfer, amongthers.

help an organization define and measure progress toward defined
goals. They are quantifiable measurements, agreed to beforehand,
that reflect the citical success factors efn this case a policy.

2 NJ
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ANNEXS: POOL OF KEY PERHAARCE INDICATORE A TYPICAL CLUSTER

DEVELOPMENT PROGRAMM

OUTPUT INDICATORS

POOL OF KEY PERFORMANCE INDICATORS BY RESULT LEVEL

) [TETT] =
Or |
5 DO E|< O (@) w
o Do ZEWgo| &
= S<wWi<gF| O
8 IiIJ g = |0 0= ®)
Topic Indicator / Proxy O
Scale of BusinesSide | number of businesside meetings, sensitization events, exposure visits etc. for direct beneficiaries facilita
"5 Facilitation Activities | by the CB in past month CB RK C
B contributions of direct beneficiaries as a share of total costs for busisiegsfacilitation activities in past RK/
v | Contrikutions of month DB BLS C
ﬂ direct beneficiaries % change in contributions made by cluster firms to implementation of bussidssfacitation events in past RK/
(% month (include in kind contributions such as transportation costs) DB BLS
a Accessibility of CB by| perception of cluster stakeholders that CB visits cluster regularly (using scale) DB l\g\LlS/
I kehol
cluster stakeholders share @ cluster stakeholders who know how to contact CB DB 1]
Quality of CB serviceg % change in perception of quality of CB services (using scale) DB BLS
o Scale of Facilitation | number of service providers sensitized on needs of cluster stakeholders SP RK c
E A | Activities aimed at . . . . . .
I I ) number of service providers supported in design of new / customized services in past month SP RK
E o | improving access to
F5 —'| and availability of number of providefuser meetings facilitad in past month DB RK
Z (BD) services share of direct beneficiaries involved in designing / customizing services for cluster stakeholders in past DB RK
> W Scale of Polic®id . . AR - .
O = | Scale of Poliegide number of multistakeholdemeetings, sensitization events etc. facilitated by CB in past month C
= ';: Facilitation Activities CB RK
O -_—
|_
& = | Cluster Involvement | share of direct beneficiaries involved in mestakeholder dialogue in past month
— | of Policy Initiatives DB RK
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OUTCOME INDICATORS

@B = ClusteBroker- DB = Direct Benefaiy - SP = Service ProvideRK = Records KeepiBLS = Business Level SunléyN = Meeting Notes

Z 4 pd <
w 8 w W ) =
< w 0 = W O n
O — S D <30 - >
== L | Oo2F |wk
D < ] a < O o J
® Q | Indicator UEJ © 33
(Group) Indicator / Proxy O <
_ number d formal operationahetworks establisheavithin the cluster within past 6 months DB RK+BLS
Effe'?.ttlvte':ness Ol share of cluster firms who are a member of a formal and operational network DB | RK+BLS| €
ilitation ] T - :
Aigvitie;so contributions to relevant networks and associations (membership fee etc.) made in past 6 months DB RK+BLS
share of producers in cluster area who are directly involved in cluster actitivites facilitated by the CB DB RK
Scale of joint average number gbint actions implemented by direct beneficiaries in past 6 months DB BLS
w actions number of business networks that have undertaken at least 3 joint actions in past 3 months DB RK+BLS
&) Level of : : . .
3 involvement Share of cluster stakeholders involved in at leagiint action in past 6 months DB RK+BLS| ©
7} aggregate value of contributions to joint actions implemented by cluster stakeholders (purchases /innova
% ) etc.) in past 6 months DB BLS
a Commitment resources mobilized by cluster stakeholders in @astonths to realize joint actions DB BLS
Expectation to engage in joint actions with cluster stakeholders in next 12 months DB BLS S
Quality of maximum level of risk taken by cluster stakeholders engaging in joint activities in pesiths as measured by
involvement scale describing joint activities and their respective risk levels DB RK+BLS
number of currently operational subontracting arrangements in / catering to cluster firms DB BLS
Subcontracting | share of cluster firms (direct Ineficiaries) sulzontracting services / production of seffimal products DB BLS
number of subcontracting agreements direct beneficiaries entered into in past 6 months DB BLS
=g —
5 Q (| Institutional number of cluster members CG/CB RK
E o @] Strengthening of ) i
U) <_n:' Q| Cluster number of cluster members paying full membership fee CG/CB RK
2=z number of services provided by cluster CG/CB RK
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number of services accessible through cluster CG/CB RK
number of MoUs / partnership agements signed with national stakeholders & support institutions /
universities or R&D institutions / international clusters & organizations CG/CB RK
SD
Availability of number of service proviqlemperatipnalin Clustgr (differen.tiate by releant service) ' . SP (SPWW)
services numpgr of new / customized services qffered in cluster in past 6 months by service providers who have SPS+SP
sensitized on the needs of the cluster firms by the CB SP WW
number of employees in support institutionlglivering support services (that are relevant to the cluster) SP SPS
Demand for % change in aggregate expenditures on relevant seleted services by cluster firms SP BLS
services share of direct beneficiaries who have accessed each relevant egleetvice in past 6 months DB BLS C
costs of selected services as % of average monthly sales (if available profits) DB BLS
% of relevant service price subsidized (by public entities or private sestitasidy could go teervice DB
Accessibility of provider or directly to service clieat collect data from both sides) +SP SPS+BLS
services % of direct beneficiaries with unmet demand for relevant servicesvice is not available within cluster,
service is too expensive, cluster firms canfudfil formal requirements to access the service DB BLS C
number / share of cluster firms (direct beneficiaries) unsatisfied with price for BDS
Satisfaction rate with selected (BD) services accessed by cluster firns i ipanths (using scale) DB BLS
Quality of services | % of direct beneficiaries satisfied with quality of selected relevant services accessenlyfi®im training, or
financial service provider in past 6 months DB BLS C
Availability of total number of different courses offered relevant to cluster provided by above training providers SP SPWW
training servies number of new / improved courses relevant to cluster offered in past 6 months by training providers wh
have been sensitized on the needstloé cluster firms by the CB SP SPS
ﬂ share of cluster entrepreneurs / workers of direct target firms who completed training in management,
g accounting, budgeting, financial management etc. in past 6 months DB BLS
04 share of entrepreneurs / pragttion workers of direct target firms who received a relevant technical trainir
T, Demand :
%) in past 6 months DB BLS
O] share of cluster firms (direct beneficiaries) who took part in exchange programs with universities that ar
zZ .
= relevant to cluster in past 6 months DB BLS
< share of training fee borne by cluster firm (disaggregate for types of training and specify duration of trai
P_: as appropriate) DB RK+ BLS
share of training fee paid by trainee (as share of total costs of training) DB RK+ BLS
Accessibility fee for 1 daytraining as % of-tnonth income (of the one paying for training) DB SPS+BLS
number of scholarships granted by year for cluster relevant capacity building programmes SP SPS+ BLS
number of scholarships for cluster relevant caipabuilding programs funded by private sector SP SPS+ BLS
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government support (subsidy) for development and operation of cluster relevant capacity building

programmes (as % of total costs) SP SPS
Effectiveness share of cluster firms (direct benefaries) satisfied with training quality DB BLS
labor productivity of trainees as compared to other (Aained) workers DB BLS
number of (micro)finance institutions (banking, saving, credit, insurance) opesgdiioiclusteithat are
accessible for cluster firms SP SPWW
Availability numb_er of new / custoimi.zed financial services for cl_uster er?trepreneu_rg / workers / business net_works
(banking, saving, credit, insurance) offered by service providers sensitized oretiie afethe cluster firms SP SPWW
number of nonrfinancial services offered for finance customers (e.g. financial literacy, development of
business plans) SP SRPWW
0 average volume of loans accessed by cluster firms in past 6 months DB BLS
8 Demand share of cluster firms who have opened a bank/savings account in the past 6 months DB BLS
S share of entrepreneurs / firms / workers insured (disaggreate for health or other relevant issues) DB BLS
% - number ofentrepreneurs / workers who asserted a claim from insurance provigepast 6 months DB BLS
oy | Sustainability of - - - : =
- financial services average V\_/orklng _capltal currently .held by cIuster_ firm (dlrecfc pepeflmary) DB BLS S
< total working capital currently available among direct beneficiaries DB BLS
LZ’ share of direct beneficiaries who have accessed financial services in past 6 nimartking, credit, insurange DB BLS
<z( Accessibility of averageeffective interest rates for loans granted to direct beneficiaries in pasionths SP SPS
T financial services effective costs of specific banking service as % of average monthly income of entrepreneurs / workers DB BLS
effective costs of insurance as % of average monthly income of entrepreneurs / workers DB BLS
Sustainability %of cost recovery of operational costs from client fees over past 6 months SP SPS S
government support (subsidy) for development and operation of fiancial services (as % of total costs) SP SPS S
% of poor stakeholders with accessfittancial services B HS
% of poor stakeholders with unmet demand for relevant financial services B HS
Poverty Relevance | % of poor stakeholders able to pay the full price of the relevant financial service B HS
% of poor stakeholders receiving subsidies¢oess financial service B HS
Number of financial service providers specialized on targeting the poor SP SPS
number of material suppliers in / catering to cluster SP SPWW
s number of equipmat suppliers in / catering to cluster SP SPWW
= Level of number of BDS suppliers in / catering to cluster SP SPWW
B o number of (wholesale) buyers in / catering to cluster SP SPWW
< Specialization - -
S within Cluster number of transport service !orowders ' ' ' SP SPWW
) number of spare partand maintenanceproviders in / catering to cluster SP SPWW
number of firms conducting assembly in / catering to cluster SP SPWW
number of packaging providers in / catering to cluster SP SPWW
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o Number of proposals for new laws / regulations / amendments / codes drafted with significant contributi cG cM
E from cluster actors and presented to policy makers in past 6 months
< Number of new laws / regulations / amendntsri codes enacted with significant contribution from cluster
E gfll;s;ﬁ:: Ir]lxci)tlig?veer;[ actors in past 6 months CG CM
= y Number of procedures / policies / practices recommended for improvement or elimination in past 6 morf CG CM
@) Number of procedures / policies / practicesproved or eliminated in past 6 months CG CM
5' Number of entities that implemented recommended changes in past 6 months CG CM
- S\Eiﬁig Policy Satisfaction rate of direct beneficiaries with proposed policy changes (use scale) cG BLS

Participation | share of (lead) firms participating in muf#tiakeholder activites | actlvmes

-ﬂ_i
Coordination: local umbrdla org has taken over coordination of cluster activities (yes / no) [Business plan or operation:
strategic plan avaialble and resourced.] CG
. cluster stakeholders' perception that own business interests are representeldster fora (steering
Representation

committee / cluster governance body / business associaticiose appropriate forum) (use scale)
Reciprocity: cluster stakeholders' perception that all stakeholders benefit equally from cluster activities (use scale)
share of cluster stakeholders who say they would certainly support other stakeholders if needed (labor,
money, advice etc(use scale 1 "certainly not" 2 "unlikely" 3 "probably yes" 4 "certainly yesin be
disaggregated for diffrent kinds of support such as advice, money, use of production or storage facilities

Solidarity: borrow input material, machinery or labor)
cluster stakeholders' expectation to receive support from other stakeholders if needed (labor, money, ai
etc.) (use scale) DB BLS
_perception of stakeholders of ability to communicate openly (usescale) | DB | BLS |
Trust: stakeholders' attitude towards sharing information (as measured by scale rating different levels of sensi
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information) -> ASK: wouldou charge information on xyz with each kind of information being associated
different a risk level DB BLS

Capacity for investments in R&D, training and market reseatwp direct beneficiaries past 6 months . DB | BLS |

Innovation

. . # of new startupsgeneratedminus # of enterprises shut down cluster area in past 12 months (compare
Net Business Birth .
Rate: overall local economy with sector of cluster) CA RK

CB = Cluster BrokeDB = Direct Beneficiar\5P = Service Provide€G = Cluster Governance BedK = Records Keepi§LS = Business Level SurdeiN = Meeting N
Service Provider Who at WhaSD = Secondary Dat&PS = Servive Provider Survels = Household Survey
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IMPACT IDICATORS

g z
x
< m 0O
B S > O
A% 04 wn < — 'l: @) aQ
o0 C 5 o m > O
oo PIRL Cn )
20 m FO> | m
w =0 d
o m T O
Indicator Group | Indicator / Proxy Z z
3 Scale Number of enterprises that benefited from the project activities (define benefit: involvement vs. Financial
<Z( benefitsrelated to increased sales or profits) in past 6 months B RK C
'J) Net Income Additional Income or % increase accrued to target enterprise as result of program per 6 months DB BLS
B Net additional Net additional, full time equivalent jobs @ted in target enterprises or cluster as a result of the program (n€ BLS
8 jobs created jobs created minus jobs lost) B +SPS
shareof cluster firms (direct beneficiaries) that started using new production equipment in past 6 months DB BLS
incident of production interruption due to faulty equipment in past 6 months DB BLS
share of cluster firms (direct beneficiaries) sagidfwith main input materials (quality / availability) used for
w production in the past 6 months DB BLS
% rate of customer returns per 1,000,000 produced goods DB BLS
<§E rate of in process rejections per 1,000,000 produced goods DB BLS
o . quality standards- share of products for which relevant quality standards have been identified and adoptec
o) Quality )
i (specify) DB BLS
& quality standards share of cluster firms whose products are tested regularly (at least 1x/yr) by a neutral g
o testing authority DB BLS
O quality standards share of products meeting quality standards DB BLS
% quality standards share of firms who have earned nationally / internationally recognized quality certificatig DB BLS
z % change of retail price for product (alsamggare with similar product of competitor) in past 12 months DB BLS
8 current profit margin of the 1 product with largest contribution to sales revenue of cluster firms DB BLS
L ) . . . .
# of media appearances of what or whom? (press, radio, TV, dirgumarketing & brochures) in past 6 montf DB RK+BLS
Marketing # of cluster firm / cluster association web page views in past 6 mouléysgnding on project context &
objectives chose appropriate option: web pages by indiv. cluster firms, associationst@tysier web page ] DB TBD
expenses in advertising incurred by cluster firms in past 6 months (as % of income from sales) DB BLS
Product product diversification (number of variations / adaptations) to specific market / targetmlaunched by direct
Diversification beneficiaries in past 6 months DB BLS C
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customer satisfaction with customized products produced by cluster firms (use scale) in past 6 months [C

CLUSTER FIRMS CONDUCT SURVEY AMONG CUSTOMERS] DB BLS
number of new markets accessed by direct beneficiaries in past 6 months (DEPENDING ON PROJECT
AND OBJECTIVES PM NEEDS TO DEFINE MARKET AS COUNTRY / REGION / TARGET GROUP) DB RK+BLS
Distribution & share of target markets (identified by CB/PM or clusten$) that cluster firms currently cater to (at least 1
Market Acess delivery in past 6 months) DB RK+BLS
2D+
market share (% of total yearly sales volumina, including competitors) held by cluster firms DB BLS
change in number of intermediaries to reach méiral customer DB BLS
Total aggregate income from sales realized by direct beneficiaries in past 12 months DB BLS
% change in income from sales realized by direct beneficiaries in past 12 months DB BLS C
% change in production voluminaalezed by direct beneficiaries in past 12 months (# of pieces or other
appropriate unit) DB BLS
Sales % change of monthly volume / value of orders received by direct beneficiaries (for volumes use # of piece
other appropriate unit) DB BLS
number ofnew sales contracts / new (large scale) customers signed by direct beneficiaries in past 12 moy DB BLS
number of regular customers thatirect beneficiaries cater to (define what considers regular depening on
project context) DB BLS S
% of diret beneficiaries' income from sales attributable to regular customers DB BLS S
number of direct beneficiaries with accounting system in place (at time of interview) DB BLS
Management
number of firms with operationabusiness plans (at time of intdew) DB BLS
Business net profits (=revenue minus costs minus taxes) in past 12 months DB BLS
Financials capital accumulation (% increase in capital accumulation in cluster in past 12 months) DB BLS
% change in output per undf main input in past 12 months DB BLS
% change in labor productivity in past 12 months (total output satisfying quality requirements / total numb
. employee hours) DB BLS
Productivity ) ) ) _ ) o
Gains % change in production costs per unit of output in past 12 month#batible to cluster initiative DB BLS C
% change in production time per unit of output in past 12 months attributable to cluster initiative DB BLS
total output capacity (maximum volume that can be produced by direct beneficiaries with curretimeac
(not considering potential labor bottlenecks) per month) DB BLS
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quality of inputs (average % of main inputs rejected by direct beneficiaries in past month) [specify input fc

specific project] DB BLS
share of suppliergelivering satisfactory quality to direct beneficiaries DB BLS
share of direct beneficiaries that perceive (newly developed / adapted inputs) better suited to local condit
and requirements (to be rated = perception of suitability of number of yedeveloped / adapted inputs) DB BLS
number of times direct beneficiaries had to interrupt production due to faulty input material in past 12 mory, DB BLS
Raw Material % change in-gnonths average price that direct beneficiaries had to pay for main inpp&gh 12 months (use 6
Supply months average and compare with 12 months ago) [specify input and unit for specific project] DB BLS
% change in-Bnonths average lead time for delivery of crucial input material to direct beneficiaries in past
months DB BLS
reliable delivery of inputs for cluster production (% of deliveries delayed in past 6 months) DB BLS
reliable quality of inputs for cluster production (% of rejections in past 6 months) DB BLS
% of firms satisfied with availability of input teaal DB BLS
number of times production has to be interrupted due to unavailability / late delivery of input material in pg
12 months DB BLS
number of integrated products (number of products offered as package withr tlpwnstream services such g
packaging, transportation, insurance, financing schemes etc.) launched by direct beneficiaries in past 12 DB BLS
direct beneficiaries exhibit improved storage management / facilitismber of weeks per year thal
product is available for sale in satisfactory quality DB BLS
direct beneficiaries exhibit improved storage management / facilitresmber of weeks per semester (31
weeks) the input material is available for production in satisfactory gualit DB BLS
Supply Chain
Management % reduction in storage expenses for direct beneficiaries in past 12 months DB BLS
average degree of capacity utilization of direct beneficiaries in past 12 months DB BLS
average stock turnover of direct beneficiaries in past 12 then DB BLS
number of logistical processes improved by direct beneficiaries in past 12 months (jointly or individually) DB BLS
% change in expenses incurred for transportation in past 12 months DB BLS
share of direct beneficiaries with modepmoduction system (TQM, 5S, lean manufacturing, just in time)
DB BLS
Human average turnover of higlevel employees in past 12 months within cluster firms DB BLS
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Resources share of cluster firm employees who completed specialized training neldwacluster production DB BLS
% change in wage bill of cluster firms DB BLS
availability of trained personnel for cluster firms / pool of potential candidates: average number of days cl
firm requires to find skilled person to fill a pasit DB BLS
Skill level of available candidates / number of daydhmjob training that is required for newly hired personn DB BLS
absenteeism rate: [(# of instances)”"2 * # of days] / total number of employees DB BLS
% reduction of waste volumes per 100 units produced (differentiate between solid waste / hazardous was
land filled waste/ recyclable waste where appropriate) in past 12 months DB BLS
share of clustefirms (direct beneficiaries) adopting “louse" segregation of waste at production DB BLS
share of cluster firms (direct beneficiaries) adopting-House" recycling of waste materials DB BLS
share of input materials used in production presehat is produced in recycling process DB BLS
w Waste % reduction of packaging material per 100 units produced in past 12 months DB BLS
% l;/l:gag;m.ent & share of direct beneficiaries with ndmzardous waste disposal system / practices in place DB BLS C
<§‘: yeing. share of drect beneficiaries collaborating with recycling fi(oollaboration could entail: delivery of recycled
% input materials, collection of segregated waste, support in establishment / improvement of waste disposa
& system) DB BLS
IEILJ share of direcbeneficiaries sourcing recycled materials DB BLS
3 share of direct beneficiaries who have improved level of waste management (as decribed by scale)
E % change in level of waste management (use scale describing waste management practicesoiged ab DB DO + BLS
% water use per 100 units (type of units?) of final product (6 months average) DB BLS
o % change in average water use per output unit (linked to cluster) in past 12 months DB BLS
; Water water reused (reintegrated to production process after initial use) as share of total water used in past 6
Ll Management: months DB BLS
share of cluster firms (direct beneficiaries) with water treatment in production facilities DB BLS
quality of sewage water (total emissions (per yeaemitters per liter of sewage water / emitters per output
unit) DB DO /BLS
energy used per 100 units produced (6 months average) (specify unit) DB BLS
Energy: % change in energy used / production unit in past 6 months DB BLS
' renewable @ergy as share of total energy used in past 6 months DB BLS
CO2 equivalent emissions per year in past 6 months (per 100 units of final product) DB BLS
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‘ Material Use: tons of finished product as ratio of primary raw material input (6 months awrpgr cluster | DB BLS ‘ C |

8 current poverty rate- current share of cluster entrepreneurs / workers below poverty line B HS
<Zz net additional jobs created linked to cluster: number of jobs createdusimumber of jobs lost in past 6 mont B BLS
E % change of (hourly / weekly / monthly / per piece) pay received by cluster entrepreneurs / workers in pa
O months DB BLS
LL - - —
5 Social regularity of cluster entrepreneur / worker incomes (reduced seasonal#y)yariation from average monthly
& | pPerformance: | incomes B FGD
§' number of firms providing benefits for employees (insurance, health services, introduction of ID cards) DB BLS
8 number of work related accidents / illnesses reported per month DB BLS
()

share d cluster workers who think that working and living conditions improved (housing, food quality, off t

B FGD C

/ working hours) have improved in the past 12 months

CB = Cluster BrokeDB = Direct Beneficiarys5P = Service Provide€G = Cluster Gesnance Body RK = Records KeepinBLS = Business Level Sune® = Direct
Observationr MN = Meeting Notes SPWW = Service Provider Who at WHaPS = Servive Provider Survegcus Group DiscussierlS = Household Survey
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ANNEX: INCENTIVE RRERAMMES FOR CLUSDERELOPMENT

Measure

Description/target beneficiaries

Development programme on marketing
skills for expororiented clusters (training,
trade fair visits, meketing plan
development)

Technology development programme
(location/sectorspecific)

Organization of design clinics/design
programme for clusters (sectapecific
support)

These programmes all aim to deal with specific skKil
or technology gaps at the cluster level and will be o
relevance to a broad range of clusters. While there
lot of sectorspecific content involved, it is likely that
suchprogrammes can address several clusters at a
time and be tailored to groups of participants at the
time of organization.

Such support will be of relevance to cluster membe
and cluster managers, but also support institutions
working in the specific areasdicated.

Tourism development programmnge
infrastructure and tourism product

This is aimed at specific clusters (tourism industry)
that are likely to have a pull effect on other producti

The specific instruments can be chosen at the tin
of developing the measure in greater detail and i
line with available funding and the specific target
group in mim (enterprises/institutions in need of
in-depth support or more advanced players that
can move with little added support and merely
require the right kind of framework incentives.

Instruments of relevance include:

f

f

Instruments

Publicly administered and funded grant
based schemes

Public cefinancing, establishment of
matching grant schemes to acquire
technical support

Matchmaking support (information,
contact database), e.g. with service
providers or business partners/investors
Public technical and financial support
(guarantee capital) to establish relevant
financial/special purpose vehicléSPVsyr
guarantee funds

Publicly devised incentive schemes,
including tax rebates, subsidies on interey
rates
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devdopment for tourism clusters linked
with productive clusters

clusters and at the same time contribute significantl
to export and investment pnmotion

Capital acquisition/upgrading instruments
including support to largecompetitiveness
funds, revolving fund establishment,
concessional credit provision, credit
guarantee schemes, asset depreciation
rates, etc.

Employment subsidies for young
researchers or technical experts to suppg
cluster (e.g. through a triple helixrscture)
Technical support to seip and administer
privately funded vouchebased schemes @
the creation of networks and
communication/information platforms
Setup of incubators/technology or
material development centers and
incentives for SMEs or staups to locate
there

Setup of industrial parks/special
zones/common facilities to support
enterprise development and cluster
growth/specialization
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