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The transition process to democracy and market economy in the Western
Balkans has been largely incomplete stalling the region’s prospects for
EU integration. Rather than building robust government systems based
on democracy and rule of law, critical weaknesses - “governance gaps” remain widespread. As a result, external actors—particularly
undemocratic states—have been able to reassert their role in the
Western Balkans and undermine democratic development in the region.
This has become particularly visible with the effects of the COVID- 19
global pandemic, which have strengthened also local authoritarian
instincts. The current report aims to present the challenges, define
regional priorities, and identify potential common patterns in the
Western Balkans region with respect to governance gaps and related
corrosive capital inflows and other corruption risks.
CIPE and its partners have built upon the comprehensive MACPI
(Monitoring Anti-Corruption Policy Implementation) methodology
developed by CSD. The current analysis is part of a special augmented
and adapted version of MACPI with stronger focus on preventing
corruption and other governance gaps allowing the inflow of corrosive
capital. The MACPI assessment was based on extensive desk research,
empirical case studies, review of international best practice and sets of
interviews with experts, employees and clients of selected public
institutions in each of the four target countries – Bosnia and
Herzegovina, Montenegro, North Macedonia, and Serbia. This report
summarises four detailed national MACPI analyses prepared by CSD and
four country reports prepared by Western Balkan partners.
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EXECUTIVE SUMMARY
This report has been developed over the course of the period 2018-2020
before the global COVID-19 pandemic struck. It builds upon the findings
of an earlier CIPE project on assessing Russian influence on the Balkans
and identifying major cases of corrosive capital1 and its avenues of entry
and diffusion in the region.2 It summarises four national reports on
governance gaps and distance from international standards, as well as
four MACPI case studies conducted in collaboration with public
institutions in four countries:
 Public Procurement Agency of Bosna and Herzegovina;
 Directorate for Technological and Industrial Development Zones of
North Macedonia;
 Tax Administration in Montenegro;
 State Council for the Economic Development and the Regional
Development Agency in Serbia.
The goal of CIPE’s projects, including the current report, is not to stem
the flow of foreign funds, but rather to create institutional safeguards in
the recipient countries that make the continued receipt of potentially
corrosive capital less disruptive to democratic governance and rule of
law3.
The Corrosive Capital Phenomenon: Regional Challenges
A key issue emerging from the current analysis is the policy drive in the
Western Balkan countries for attracting foreign investments. Given the
persisting democratic and market economy governance gaps though,
institutions in these countries cannot discern between constructive
(aimed at market competition) and corrosive (aimed at non-market
outcomes) capital flowing into the region. Hence, oftentimes, attracting
needed capital in privatisation and public procurement deals, or through
investment incentives and tax breaks, happens even if the source of
funding is not verified. Decisions are taken without due deliberation and
process, and no guarantees are provided for long term economic
benefits. Public institutions often do not have the capacity to enforce the
law on corrosive capital even when they recognise its negative effects.
Thus, such external financing could come with highly unfavourable
conditions, expanding the economic and political dependence of the
recipient country.
1

Center for International Private Enterprise, 2018, Channelling the Tide. Protecting
Democracies Amid a Flood of Corrosive Capital.
2 Martin Vladimirov et al., 2018, Russian Economic Footprint in the Western Balkans:
Corruption and State Capture Risks, Sofia: Center for the Study of Democracy.
3 Center for International Private Enterprise, 2018, Channelling the Tide. Protecting
Democracies Amid a Flood of Corrosive Capital.
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Some of the policy, legal and capacity gaps exploited by the foreign actors to
achieve the entrance of corrosive capital in the region, which this report has
been able to identify in public institutions, are:
 Inappropriate or ineffective internal good governance procedures.
National legislation in most countries includes basic good governance
regulations like codes of ethics, conflicts of interest provisions for
public employees, internal policies for whistle-blower protection,
and others. Yet, large policy gaps remain, including: lack of control
mechanisms for public procurement, no or rudimentary beneficial
ownership registries, lack of regulation governing lobbying and
others.
 More problematic in terms of stemming the entry of corrosive capital
in the region is the level of implementation of the existing nationallevel policies and laws at the level of public organizations. Lack of
enforcement of control and sanctions, in particular undermines
greatly the potential effectiveness of existing policies at the level of
public organization.
 The report confirmed this general finding in all case studies of key
public organizations in the region using MACPI, an innovative
instrument for monitoring anti-corruption policy implementation4.
The tool, which the European Commission has rated as an excellent
policy implementation gap analysis instrument, assesses the actual
implementability, implementation, effectiveness, and coverage of
existing internal procedures as well as the level of activity-specific
potential corruption pressure of corrosive capital in the four
cooperating institutions in the Balkans. A detailed account of the
exact institutional-level policy gaps was provided to the management
of each public organizations, while this report summarizes the key
public policy take-aways. Thus, MACPI provided to the public
institutions an internal management instrument, which they could
use for enhancing their capacity and internal control functions over
the inflow of foreign capital and national budget distribution to
foreign companies.
 Scattered legal authorities of institutions and/or lack of sufficient
human and financial resources at the public intuitions, tasked with
the monitoring and regulating the inflow of foreign capital, its local
management and taxation. This challenge is noted in all analysed
countries and institutions.
 Multiple special investment treatment clauses, which provide
loopholes for discretionary treatment of different investors,
distorting fair competition and the level playing field. For example, in
Serbia, the Law on Investments introduced "investments of special
importance", through the so-called “urgency procedure”. In North
4

Stoyanov, A., Gerganov, A. Di Nicola, A. & Costantino, F. (2015). Monitoring AntiCorruption in Europe. Bridging Policy Evaluation and Corruption Measurement. Sofia:
Center for the Study of Democracy.
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Macedonia, state aid has not been provided to all companies on
equal terms, often putting local firms at a disadvantage. Special,
bilateral trade agreements or investment treaties (e.g., active
support for Belt and Road Initiative, military and technical
cooperation between Serbia and Russia) take precedence over
national law and ensure exclusive access of capital to some assets,
violating competition, procurement and other free market rules. All
of these provide opportunities for market distortion and entry of
corrosive capital.
Inefficient IT systems, hindering the implementation of proper risk
assessment and cross-institutional checks (such issues have been
experienced in the judiciary of North Macedonia5, Tax Authority of
Montenegro6, etc.). In addition, the company and beneficial
ownership registries are not always easily accessible, or do not
provide information on the ultimate owner (e.g., Montenegro,
Bosnia and Herzegovina, North Macedonia). For example, since
September 2019, companies in Montenegro are not required to
submit beneficial ownership information, which goes contrary to a
global trend for higher transparency of ownership. Even in countries
where this information is available, such as North Macedonia, the
check-ups for ultimate beneficial ownership (as a proxy for the
financial fitness of investors) is implemented in a rather superficial
way.

Closing Governance Gaps in Key Public Organizations in the Balkans:
Key Findings of the MACPI Case Studies
All countries in the Balkans continue to experience high levels of
corruption pressure and multiple governance gaps, which have allowed
the inflow of corrosive capital in the region7. These gaps have been
critical in derailing or at the very least delaying the regions Euroatlantic
integration, as evidenced by the blocking of the EU accession process by
France in October 2019. In the beginning of 2020, the EU has sought to
overhaul the Balkans’ EU accession process by putting further pressure
and focus on rule of law8.
The current report makes a critical practical contribution to stemming
the flow of corrosive capital in the region, enhancing the rule of law and
speeding the Balkans EU integration. CIPE and its partners have piloted
5

Ibid.
State Audit Institution, 2018, Audit Report, Efficiency of the system of collection of tax
debt of taxpayers in bankruptcy and liquidation.
7
SELDI, 2019, Policy Brief 9: Corruption in the Western Balkans: Trends and Policy
Options, Southeast European Leadership for Development and Integrity.
8
European Commission, 2020, Enhancing the accession process - A credible EU
perspective for the Western Balkans, Communication from the Commission to the
European Parliament, the Council, the European Economic and Social Committee and
the Committee of the Regions, Brussels, 5.2.2020 COM (2020) 57 final.
6
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the innovative MACPI tool, an EU approved instrument for diagnosing
and correcting policy and implementation governance gaps in public
institutions. For uncovering the gaps MACPI relies on the juxtaposition
of the assessments of the implementation of existing good governance
policies in public institutions of the institutions’ employees and its
clients/external experts. The four institutions9, which have cooperated
in the implementation of these pilot MACPI case studies operate in a
generally weak governance environment, which has resulted in high
corruption pressure levels. This shows potential corruption-related
trajectories for the entry of corrosive capital.
Several key common vulnerabilities and gaps could be distinguished
based on the MACPI analysis of the four institutions in the four Balkan
countries:
1. In three of the four (Serbia being the exception) the managements of
the approached public organizations cooperated with the MACPI
audit and both regular employees and management representatives
participated actively in the assessment process. This by itself shows
strong political will for improvement and is a highly reassuring sign.
2. In the same spirit of openness and attempts to address the actual
problems, the organizations in North Macedonia, Montenegro and
Bosna and Herzegovina provided honest assessments of some
activities exposed to potential corruption interest and attempted to
safeguard these activities with strong internal procedures aimed at
preventing corrosive capital entry. The most notable activities with
good policy coverage identified in MACPI assessments were:
o “Decision making about State Aid” in the Directorate for
Technological Industrial Development Zones (DTIDZ) of North
Macedonia;
o “Tax inspection” in the Tax Administration in Montenegro;
o “Administration and Governance” as well as “Human resources”
at the Public Procurement Agency of Bosnia and Herzegovina.
Even in these cases, however, policies did not always focus on the
highest corruption pressure or risk activities and the safeguarding
policies exhibited certain gaps discussed below.
3. The internal procedures which are supposed to prevent the
recognized risks from happening lack systemically control and
sanctions for non-compliance with the procedures. This was visible
from the employees’ responses, but stands out particularly clear
from the answers of external experts, which while in many cases
similar to those of the employees, deviated significantly in this case.
9

A disclaimer applies here and throughout the report. Only three institutions
cooperated actively. In the case of Serbia, the public authorities have been unwilling to
engage in cooperation with the civil society sector across the board and in this
particular case. Some of the experts working for the institution though have
contributed to the work in this report.
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Such discrepancies in the answers of external experts or clients on
the one hand and employees of the organization on the other show
there are well-known problems which the employees rather try to
deny through politically correct answers, instead of addressing them
openly. Uncovering such gaps is a critical strength of MACPI as it
allows the management of the organization to tackle them
accordingly.
4. Several important vulnerabilities and gaps in the internal procedures
of the organizations were not fully recognized by the management
and were identified as such during the current MACPI
implementation mainly through the experts' and clients'
assessments. Naturally, these activities received insufficient
coverage with preventive measures if any. In these cases, MACPI
allows for a correction in the policies and pressure on the
management of the public organizations in such direction.
5. Both the State Council for the Economic Development and the
Regional Development Agency in Serbia refused to participate in the
MACPI implementation and assessments for these two important
organizations come from external experts and clients. Their answers
demonstrated that lack of cooperation readiness is not the only
problem in the two public organizations. They both received by far
the worst estimates in MACPI’s history for both corrosive capital
pressure which was nearly the highest possible on the scale for many
of the activities. At the same time their estimates for
implementability, implementation and effectiveness of most of their
internal procedures were low.

1. INTRODUCTION: BACKGROUND AND RESEARCH METHODOLOGIES
The current report explores the vicious cycle of foreign corrosive capital
going into Western Balkans' countries, and exploiting existing
governance vulnerabilities there for business or political purposes. These
shortcomings or lack of policy and measures are in turn widening the
governance gaps in the respective country even further. The profits
earned through the exploitation of governance gaps facilitating the
inflows of corrosive capital can be funnelled back to support political and
economic agenda of the non-democratic regimes. This opens the way for
the entering of more corrosive capital or to channelling actively corrosive
capital to new countries and the cycle repeats. As a result, corrosive
capital has the potential to undermine democratic development in the
region.
The ultimate goal of this analysis is to strengthen the local policies and
close particular gaps which could be exploited by corrosive capital.
Similar gaps could be found easily not only in the audited organizations
but in others like them in all the countries in the Balkan region. This has
become even more pressing with the adverse effects of the COVID-19
pandemic, propelling the likelihood of growing authoritarian
assertiveness globally.
For the purposes of the current analysis, the term corrosive capital is
used to more clearly label financing that lacks transparency,
accountability, and market orientation and explores or even creates
policy gaps and undermines the rule-of-law. Corrosive capital often flows
from non-democratic regimes into new, vulnerable and transitioning
democracies where the negative effects can range from the relatively
benign consequences associated with “high risk” capital (that may
tolerate a degree of corruption) to highly corrosive government directed
investment and finance, which advances undemocratic foreign policy
goals at the expense of local institutions and western geo-political
interests.10
In an earlier regional study on the Russian economic footprint in the
Western Balkans11, the research team identified multiple existing
governance gaps facilitating the inflow of corrosive capital in the region.
The current report deepens the previous analysis by exploring the
efficiency of internal procedures and policies applied in the public
institutions, responsible for regulating investment flows, public
procurements and the tax management of foreign investors.
10

Center for International Private Enterprise (2018) Channelling the Tide. Protecting
Democracies Amid a Flood of Corrosive Capital.
11
Martin Vladimirov et al. (2018) Russian Economic Footprint in the Western Balkans:
Corruption and State Capture Risks, Sofia: Center for the Study of Democracy.
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The current report is based on two complementary research
methodologies. First, based on desk research, the local partners
prepared four national analyses. They include overview of the local
political and economic background, and the governance gaps that allow
inflow of corrosive capital. A summary of the analysis for each country is
presented in Section 2 below. The second methodology used is the
innovative MACPI (Monitoring Anticorruption Policy Implementation)
tool12. The original MACPI methodology was developed by CSD and
University of Trento with the support of the European Commission’s
Directorate-General for Home Affairs. MACPI assesses and monitors
anticorruption policies’ implementation and enforcement in specific
public organizations (institutions) based on specialized surveys of their
employees (officials), clients, and external experts. It thus assesses the
anticorruption policy setup in the chosen institution and provides
recommendations for improvement to its management. MACPI has
already proven successful by auditing a number of public organizations
in Bulgaria and in Italy.
The current analysis is part of a special augmented and adapted version
of MACPI with stronger focus on preventing corruption and other
governance gaps allowing the inflow of corrosive capital in four Balkan
countries. Previous analyses show that anti-corruption policy and
implementation gaps (such as those uncovered by MACPI) are related to
higher corrosive capital risks13.
Four MACPI case studies were conducted in:
 Public Procurement Agency of Bosna and Herzegovina;
 Directorate for Technological and Industrial Development Zones of
North Macedonia;
 Tax Administration in Montenegro;
 State Council for the Economic Development and the Regional
Development Agency in Serbia.
The results from the implementation of MACPI in these public
organizations which cover important areas vulnerable to corrosive
capital are presented in Section 3 as a showcase for the concrete
mechanisms through which corrosive capital could enter the four
economies.

12

Stoyanov, A., Gerganov, A. Di Nicola, A. and Costantino, F. (2015) Monitoring AntiCorruption in Europe. Bridging Policy Evaluation and Corruption Measurement. Sofia:
Center for the Study of Democracy.
13
Martin Vladimirov et al. (2018) Russian Economic Footprint in the Western Balkans:
Corruption and State Capture Risks, Sofia: Center for the Study of Democracy.

2. REGIONAL CHALLENGES: POLICY AND IMPLEMENTATION GAPS TO
INTERNATIONAL STANDARDS
Corrosive capital often finds a way to enter the countries of the Western
Balkans through overly favorable public procurement contracts,
investments or privatization deals. This corrosive capital entry could
even be further facilitated by arbitrarily applied state aid or tax
reductions, tax evasion, or lax control over the contractual obligations.
A number of policy and regulatory gaps allow for the entry of corrosive
capital in the countries from the region. These shortcomings most often
relate to the authorities' scattered powers, inappropriate or inefficient
internal procedures, special treatment of investors, as well as
inefficiency of the used IT systems and registers. The policy gaps are also
noted in the progress reports on the countries’ progress towards EU
accession, issued annually by the European Commission14. The reports
highlight that Montenegro, Serbia and North Macedonia have made
modest progress in the fight against corruption, but are still better than
Bosna and Herzegovina. In addition, at times in the past the countries
from the Western Balkan have accumulated substantial government
debts. This in turn has prompted governments to seek solutions from
abroad without much scrutiny over the quality of the attracted external
financing. The sub-sections below provide an overview of critical
governance gaps that increase the risk of entry of corrosive capital in
each of the four countries with a focus on areas that are then further
explored in the case studies in Section 3.

2.1. BOSNIA AND HERZEGOVINA
In Bosna and Herzegovina, the key challenges to tackling governance
gaps and related corruption and corrosive capital entry continue to be
the lack of cooperation and coordination at the institutional level and the
fragmented legal framework between the different entities of the
country. Investments are scarce with the regulatory burden being among
the main deterrents to (non-corrosive) foreign direct investments (FDI)15.
The existence of separate legislative framework between the different
entities makes national policy planning difficult. In addition, critical tools
for tackling corrosive capital, such as financial investigations and asset
14

European Commission (2019) 2019 Communication on EU Enlargement Policy,
Communication from the Commission to the European Parliament, the Council, the
European Economic and Social Committee and the Committee of the Regions, Brussels,
Brussels, 29.5.2019 COM (2019) 260 final.
15
World Bank Group (2019) Doing Business 2019 — Economy Profile Bosnia-andHerzegovina.
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seizures are rendered largely ineffective. The EC progress reports
specifically points out that corruption is affecting public procurement
matters in the country.16 The latter presents a direct risk, as public
procurement (and related concessions) policies could be key in
stemming the inflow of corrosive capital, if implemented properly.
Corruption in public procurement (as a key governance gap conducive to
corrosive capital) raises the value of public contracts in Bosna and
Herzegovina17. This in turn opens doors to local and foreign companies
and stakeholders to influence legislation and to gain political influence.
In addition, there are two further related challenges, which prevent the
closing of governance gaps and the identification of corrosive capital: the
lack of (access to) IT registers of ownership and the underdeveloped
national anti-corruption institutional framework.
Public procurement
The Law on Public Procurement (Article 54)18 contains special provisions
regarding preventing conflict of interest and eventual corruption. These
provisions however are very broadly defined and are in practice often
reduced, for example to the provision of a statement on the part of the
bidder/candidate that it had not being subject to bribe or other forms of
corruption.19 Such statements could hardly constitute a real barrier to
any law infringements, provided the lack of other checks and balances.
Another critical governance concern is the fact that any company can
contact the Public Procurement Agency (PPA) to receive technical
assistance in the process of creating a bid, which could clearly lead to
multiple issues, such as conflicts of interest, collusion, bribery, etc. At the
same time the PPA has not created due internal processes and reports
to show which companies received technical assistance and on what
matters. The Analytical document20 accompanying EC’s Opinion on BiH's
application for membership of the European Union21 assesses that the
administrative capacities of the Public Procurement Agency are
insufficient to fulfil properly the Agency's tasks. Local think tanks also
report insufficient development of the public procurement system,
underscoring the limited access to relevant information and the lack of

16

European Commission (2019) Commission Opinion on Bosna and Herzegovina.
TI BIH (2014) Conflict of Interest and Corruption in public procurements.
18
Law on Public Procurement, State Gazette, 19 May 2014.
19
TI BiH (2014) Open Public Procurements in BiH – Status and Perspectives in light of
international standards.
20
European Commission, Analytical document and annex to the Opinion on Bosnia and
Herzegovina's application for membership of the European Union, 29 May 2019.
21
European Commission, Opinion on Bosnia and Herzegovina's application for
membership of the European Union, 29 May 2019.
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resources in the key public institution in charge of procurement
monitoring (Public Procurement Agency and the Audit Office)22.
Concessions
The legal definition of “concession” in Bosnia and Herzegovina is very
broad and creates confusion (possible overlapping) with the term “public
procurement”23. The legal obligation to establish a legal entity in the
country in case of the award of a concession is reported to lack practical
details relating to how this obligation should be practically implemented.
At the same time, the majority of the public-private partnerships
established as concession models are mostly in the energy sector and
concern some of the largest investments in the region, including such
with high risk of involvement of corrosive capital. Some examples
include:
 The thermal power plant Stanari (constructed by the Chinese
Dongfang Electric Corporation, and financed by the China
Development Bank);
 Ugljevik 3 power plant (promoted by the Russian Comsar Energy and
planned to be constructed by the China Power Engineering and
Consulting Group Corporation (CPECC), with support of the China
Development Bank); and
 Tuzla 7 lignite power plant (implemented by the China Gezhouba
Group Co. and financing by China ExIm Bank)).
Access to ownership information, IT systems and Anticorruption
capacity of the public authorities
One of the key identified deficiencies in the work of public institutions in
the public procurement domain, which hampers the stemming of
corrosive capital is the lack of comprehensive public overview of the
ownership and other interests of the responsible individuals within the
contracting authorities and the persons related to them. In particular,
the company registries showing the ownership structures are not easily
accessible.24 Hence, provisions about conflicts of interest and corruption
are difficult to monitor or enforce.
A Group of States against Corruption (GRECO) report further states that
the Anti-Corruption Agency lacks access to relevant databases (e.g. land
register, registry of vehicles, etc.). This prevents the agency from being
pro-active in investigating cases and setting up automatic cross-checking
22

Voloder, Hadžiristić (2016) Public Procurement monitoring in Bosnia-andHerzegovina: main actors, opportunities and constraints, Analitika (Centre for Social
Research).
23
Law on Concession of Bosnia-and-Herzegovina.
24
TI BiH (2014) Open Public Procurements in BiH – Status and Perspectives in light of
international standards.

PROMOTING RESILIENT ECONOMIES IN THE WESTERN BALKANS

17

detection (particularly concerning potential conflict of interests)25. In
order to improve the procedure, the Agency needs to strengthen its IT
capacity, institutional capacity, as well as sufficient authorities through
amendments on the Law on Conflicts of Interest and the Election Law.26

2.2. NORTH MACEDONIA
The EC has repeatedly noted that the lines of authority of the State Audit
Office, the State Commission for Prevention of Corruption (SCPC), the
State Election Commission and law enforcement agencies in North
Macedonia need to be clearly delineated to ensure better governance.27
A critical vulnerability for the entry of corrosive capital in North
Macedonia has been the practice of the arbitrary provision of state aid.
It has been compounded by deficiencies in the public procurement
system, the lack of proper registry information and the rudimentary use
of IT tools.
Provision of state aid and role of the bilateral investment agreements
Two special institutions were established to attract and regulate
investments in North Macedonia. The Directorate for Trade and
Industrial Development Zones (DTIDZ) oversees investments in special
zones and the Agency for Investment and Promotion of Exports (AIPE) is
responsible for all other foreign investments. The Law on Control of State
Aid aimed to fulfill commitments under international agreements and to
ensure that state aid is disbursed to investors respecting fair competition
and providing a level playing field. However, many practical state aid
cases showed that institutional reactions were still either delayed and
largely dependent on political will, or applied after damage has occurred
to fair competition. Prevention of abuse was ineffective, and control was
not timely.
The fact that provisioning state aid has largely gone to foreign companies
has long been seen by domestic firms and chambers of commerce as
preferential treatment.28 A new Law on Financial Assistance to
Investments was enacted in 2018 aiming to level the playing field
25

GRECO (Council of Europe) (2018) Compliance Report — Bosnia-and-Herzegovina,
Fourth Evaluation Round - Corruption prevention in respect of members of parliament,
judges and prosecutors.
26
GRECO (Council of Europe) (2018) Compliance Report — Bosnia-and-Herzegovina,
Fourth Evaluation Round - Corruption prevention in respect of members of parliament,
judges and prosecutors.
27
European Commission (2019) Report on North Macedonia.
28
Nova Makedonija, March 2019, Domashnata ekonomija ne se jakne samo so
stranskite investicii/The domestic economy is not only strengthened by foreign
investment.
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between domestic and foreign investors. The new law reduces the
discretionary element of awarding state-aid. However, the law does not
entirely replace the previous legislation, and state-aid can still be
awarded under the Law for Technological and Industrial Development
Zones. The EU criticized the law for not being in line with the acquis. The
main point of contention is the decreased role of the Commission for
Protection of Competition in approving the state-aid decisions. The Law
has been changed twice in May and June of 2019 due to calls by domestic
companies for broadening the eligible industries.
Public Procurement
Similar to the state aid domain, North Macedonia drafted a new Law on
Public Procurement29 in 2019. It adopted the principle ‘value for money’
as a response to previously criticized heavy reliance on e-auctions which
was not in line with the EU acquis. The Bureau for Public Procurement
acquired increased competences, particularly in the area of monitoring
and control. Despite the introduction of a mandatory e-procurement
system, the use of e-auctions is still not in line with the EU acquis. Full
alignment with the Remedies Directives30 (regarding standstill period
and time limits of procurement offers) is still to be achieved, as well as
the legal obligation to publish procurement plans.
Investigations of corruption in public procurement and concessions
(including such related to corrosive capital) have become more frequent,
in particular due to the activities of the Special Prosecutors Office (SPO).
However, the powers and resources of the police, the Public Prosecutor’s
Office, the courts and the Agency for Management of Confiscated
Property need to be strengthened to allow seizure and confiscation of
criminal assets, including in the early stages of criminal
investigations31. This would increase the deterrence effect on corrosive
capital in the future.
Beneficial ownership information
Another impediment to proper risk assessment of corrosive capital in
North Macedonia is the lack of effective mechanisms for checking
beneficial ownership of companies. Checks for ultimate beneficial
ownership and on the financial fitness of investors is a rather difficult
procedure to implement. The MACPI analysis has shown that the
procedure for checking beneficial ownership in state aid decisions is
rather formal and does not go in-depth in trying to find the full ownership
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Official Gazette of the Republic of North Macedonia, 2019, No. 24/19.
European Commission, Remedies Directives.
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European Comission, North Macedonia 2019 Report, 29 May 2019.
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structure of companies. It is limited to the country of origin of the parent
company seeking to invest.
The IT tools used in the public institutions
Tackling corrosive capital requires sophisticated IT infrastructure and
knowledge, which allows the uncovering of corporate networks across
borders. The information technology used in public institutions in North
Macedonia, such as the judiciary, is improving but it remains
predominantly dependent on donor funding. In other cases, such as the
State Audit Office, the IT infrastructure is still not interconnected with
that of other relevant institutions32.

2.3. MONTENEGRO
According to EC33, the Anti-Corruption Agency (ACA) has started issuing
misdemeanor orders and measures of seizure of material gain. It has also
developed a risk assessment methodology and new software for indepth, result-oriented checks of political party financing (an area that is
crucial to be monitored as potential doorway for foreign influence).
However, Montenegro still needs a strong political will and a justice
system response to high level corruption.34 Such persistent governance
gaps keep the risk of corrosive capital entering the country high. These
have resulted in the signing of large-scale infrastructure and privatization
deals with Russian (Aluminum Plant KAP) and Chinese (highway to the
port of Bar) investors, which have stranded Montenegrin taxpayers with
high expenditures, public debt, and fiscal deficits.
Management of taxation
In its progress reports, EC expressed concern about the loose tax
collection practices, which relate to the often-observed tax evasion
through corruption. Very often this also means the provision of
unwarranted tax subsidies to businesses, a direct entry point for
corrosive capital. The State Audit Institution (SAI) criticized the
Montenegrin Tax Authority (MTA) for tolerating the tax debt during the
past years given that it had resulted in further debt accumulation and
difficulties with its collection.35
32
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State Audit Institution, 2015 Audit Report, Efficiency of the Tax Administration in the
implementation measure of collection of tax debt: “The record of tax debt liabilities
managed by the Tax Administration is not unique and is not sufficiently systematic and
up-to-date, and therefore the state auditor could not be convinced of the accuracy of
the structure and total amount of tax debt as at 31.12.2014.”
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IT systems
The areas that the IMF highlighted as requiring technical assistance in
the Tax Administration include debt management, risk analysis,
especially of large taxpayers, plan of compliance with tax liabilities and
e-reporting, with particular reference to VAT.36 As already noted, the
accumulation of debts and lack of budget funds prompts the countries
from the region to seek foreign sources of financing at any cost, even if
it comes with unfavourable conditions attached. Once foreign nonmarket players enter the country, they accumulate further debt. One
possible and effective measure to stem such accumulation is the use of
advanced IT solutions for risk analysis and early warning. However, in
2016, SAI assessed that the development of the information system of
the MTA was carried out without a clear concept, strategy and objective.
MTA, essentially, does not have one but four information systems,
which are not integrated. For example, MTA cannot use them to extract
a report on taxpayers with debt of a certain amount (e.g. exceeding €
1,000.00). This significantly slows down the process of collection.37
Another problem identified by the World Bank is the lack of the risk
analysis systems that would improve revenue collection. The MTA has
no program for analyzing and assessing the risk of bankruptcy and
liquidation (as indicators of potential fraud).38 In their response to SAI
findings, MTA expressed expectations that all remaining
recommendations will actually be implemented through a government
loan with the World Bank, signed in January 2018.39, 40
Beneficial ownership registration
A specific point of concern in developing proper capacity for tackling
corrosive capital has been the fact that as of September 2019,
Montenegro has ceased to require registration of beneficial ownership
information, only of legal ownership of companies and partnerships.41
There is no requirement for legal persons to submit information on
beneficial ownership to the Central Business Register (CRPS), which is
administered by the MTA. Nor does the MTA have the obligation to
identify the real owners – both national and foreign - and thus check
their risk profile. According to the amendments to the Law on Prevention
of Money Laundering and Financing of Terrorism from July 2018, the
Register of Beneficial Owners of Companies was planned to be
36

State Audit Institution (2016) Control Audit Report, Efficiency of the Tax
Administration in the implementation measure of collection of tax debt.
37
Ibid.
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State Audit Institution (2018) Audit Report, Efficiency of the system of collection of
tax debt of taxpayers in bankruptcy and liquidation.
39
Ibid.
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World Bank (2017) Montenegro - Revenue Administration Reform Project.
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Tax Justice Network (2018) The state of play of beneficial ownership registration: A
visual overview.
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established by the MTA by October 2019. This however had not occurred
before the global Covid pandemic struck in the beginning of 2020.
Lack of transparency regarding international agreements
Montenegro possesses a framework for public transparency, but its
implementation remains sketchy.42 It remains one of the democratic
elements of the country most affected by corrosive capital, for instance
in relation to international bilateral agreements or to defence and
security agreements43. This has allowed the Montenegrin government
to sign contracts with foreign governments benefiting investors from
these countries at the expense of domestic companies.
In addition, despite positive amendments to the Law on the Free Access
to Information, there has been an increasing tendency to declare
information as classified (e.g. the government decided to mark all audio
recording of its sessions as confidential), consequently excluding them
from the effects of the access to information law. These amendments
also introduced additional restrictions on access to information in cases
of business or tax secrecy. The combination of these actions, reduces
the transparency of Montenegro’s investment framework and creates
more opportunities for the entry of corrosive capital.

2.4. SERBIA
According to EC’s regular reports on Serbia, for the country to close
governance gaps, it would be critical for law enforcement and judicial
authorities to establish a credible track record of operationally
independent prosecutions and finalized high-level corruption cases.44
The Bertelsmann-Stiftung Transformation Index (BTI) report on Serbia
confirms the low and inefficient implementation of the National AntiCorruption Strategy for the period 2013 – 2018, stressing that the
strategy was lacking in fields such as public company management
(which is prone to political appointments). Low capacity in human
resources and technical expertise were mentioned in both BTI and
European Commission reports, particularly concerning the low staffing
of the Anti-Corruption Agency. These challenges point out to substantial
outstanding risks of governance gaps and the entry of corrosive capital
in the country. All of these challenges could be tackled jointly with the
support from the civil society, by utilizing internal management tools
such as MACPI for identification and closing of governance gaps.
42
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“Special importance” investments and use of “urgent procedures”
Since 2015, the new Law on Investments created a category for granting
incentives – the investments of special importance. It established a
complex and non-transparent system of incentives based not on market
rules of political discretion. In the past few years there has been an
increasing number of investments that match the definition of
“investments of special importance”, including such that originate from
countries with state-controlled or dominated economies such as Russia.
According to the Serbian law, any investment that comes under a
bilateral international agreement is automatically classified as an
investment of special importance. Hence, most major Russian
investments fall into this category (e.g. the construction for the new gas
power plant in Pancevo, built by a daughter company of Gazprom and a
Chinese partner). Although Serbia has officially the same conditions for
both domestic and foreign companies, domestic companies are often
not able to meet the criteria. Furthermore, “investments of special
importance” are often a product of direct negotiations. All of these
provide opportunities for market distortion and/or the entry of corrosive
capital.
Another important issue is the “urgency procedure” that the Law
introduced regarding investments of special importance. It limits the
time for decision making and the opportunity for critical assessment of
the investment from the competent bodies, the Regional Development
Agency of Serbia (RAS) and the State Council for the Economic
Development, but also from the Government itself.45 As one of the
experts interviewed for the current analysis noted, good (non-corrosive)
investments rarely happen “out of the blue” and need special treatment.
Some interviewees highlighted that since its establishment, the Council
has been composed in such a way that its members, the ministers and
the directors of RAS and Chamber of Commerce of Serbia, are all
members of one of the ruling parties or are appointed upon their
suggestion.
Provision of state aid
In such an environment of discretionarily provision of investment
incentives in a non-market setting, there is a need for strong state aid
safeguards to safeguard market competition and prevent the inflow of
corrosive capital. The Commission for the Control of State Aid of Serbia
was set up in 2009. Its members are named by several ministries,
including the Ministry of Economy which grants state aid. Hence, the
Commission’s independence has been questioned in the past. Less than
a year after the Law on Investments came into force, despite the

45

Bilateralni sporazumi se takodje usvajaju po hitnoj proceduri u skupstini.
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provisions of the Law and the Regulation on the Establishment of Criteria
for Granting Incentives for Attracting Direct Investments, the
Commission adopted a decision that it would not participate in the
examination of the applications for the investments of special
importance since they should be considered “individual state aid46”. It
was also decided that the Commission is only responsible for grants
under the universal State Aid Scheme47. This stance reduces the checks
and balances on corrosive capital and increases the risks of negative
consequences from its entry into the country.
Bilateral investment treaties
Some of the most ambitious investment projects in Serbia have been
settled through international agreements, which circumvent the
provisions of the Serbian law48. This is the case for defence and security
procurement but also for international agreements concluded with nonEU countries49. The Bertelsmann-Stiftung Transformation Index (BTI)
report reminds that such agreements have been concluded with the
Russian Federation or the United Arab Emirates. The European
Commission also stresses the need for Serbia to ensure the compatibility
of its bilateral investment treaties (e.g., with Qatar, Turkey) with the
acquis communautaire.

46

Individual state aid is aid granted on the basis of an act of state aid provider to a
predetermined beneficiary.
47
See Transparentnost Srbija (2017), op.cit, p. 69.
48
BTI (2018) Serbia Country Report.
49
Ibid.

3. KEY CONCLUSIONS FROM THE PILOTED MACPI METHODOLOGY
The current section summarises four MACPI case studies conducted in
collaboration with public institutions in four countries:
 Public Procurement Agency of Bosna and Herzegovina;
 Directorate for Technological and Industrial Development Zones of
North Macedonia;
 Tax Administration in Montenegro;
 State Council for the Economic Development and the Regional
Development Agency in Serbia.
Each MACPI repot looks at the key activities of the respective public
organisation, assesses their vulnerability to corruption and governance
gaps risks, and reviews what policies are in place to mitigate these risks
and whether these are implemented effectively. This is done on the basis
of juxtaposition and the noting of discrepancies of the opinions of
employees (officials), clients, and external experts. When gaps are
uncovered, such as the lack of mitigating policies to tackle specific risks
in the activities of an organisation, or ineffective or not effectively
applied policies, then corresponding corrective measures are proposed.
MACPI starts with an in-depth conversation with the organisations’’
management and top experts in the area, which help construct in detail
the activities of the organisation, the risk matrix of governance gaps for
each activity, and the policies in place to mitigate these risks. On this
basis MACPI then follows up with surveys along the compiled risk matrix
with employees, clients and experts to uncover the gaps in policy
coverage
and
implementation,
and
produce
actionable
recommendations.
MACPI is an innovative instrument for monitoring anti-corruption
policy implementation50, which was adapted for the purposes of
corrosive capital. The tool, which the European Commission has rated as
an excellent policy implementation gap analysis instrument, assesses the
actual implementability, implementation, effectiveness, and coverage of
existing internal procedures as well as the level of activity-specific
potential pressure of corrosive capital in the four cooperating
institutions in the Balkans. A detailed account of the exact institutionallevel policy gaps was provided to the management of each publica
institution, while this report summarizes the key public policy takeaways. Thus, MACPI provided to the public institutions an internal
management instrument, which they could use for enhancing their
capacity and internal control functions over the inflow of foreign capital
and national budget distribution to foreign companies. MACPI‘s sole
50

Stoyanov, A., Gerganov, A. Di Nicola, A. & Costantino, F. (2015). Monitoring AntiCorruption in Europe. Bridging Policy Evaluation and Corruption Measurement. Sofia,
Bulgaria: Center for the Study of Democracy. ISBN 978-954-477-241-3.
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intention is to promote continuous improvement of the policies in the
public organizations, through support and advice by the civil society.
Therefore, while this benchmarking scan report outlines certain gaps and
potential vulnerabilities which could be exploited by corrosive capital,
the best possible result would be a constructive dialog with the
management of the institution on how these gaps can be closed and the
vulnerabilities covered by better and more concrete anti-corruption
policies. This would ultimately lead to future MACPI scans demonstrating
tangible improvements which is the main goal of the MACPI approach.
The key conclusions from the piloted MACPI methodology are presented
below.

3.1. BOSNIA AND HERZEGOVINA: PUBLIC PROCUREMENT AGENCY
In the context of the high registered levels of administrative corruption
pressure in Bosnia and Herzegovina, the employees of the Public
Procurement Agency (PPA) report one of the lowest corruption pressure
levels ever registered by the MACPI tool. Just 2 (9.5%) of the 21
employees of the organization who participated in the survey report
being occasionally offered a bribe. This, contradicts the much higher
corruption pressure levels experienced by companies (clients) which
responded that were in contact with the organization. Some 35% of the
companies (clients) report being asked for a bribe at least on some
occasions during the year preceding the survey. Such a large discrepancy
between disclosed corruption pressure levels between employees and
clients is not typical for MACPI surveys. It could suggest an attempt for
hiding the extent of corruption pressure experienced by the officials”.
This high corruption pressure on the public procurement system in BiH
as a whole, indicates the need for a regular, continuous monitoring of
corruption risks through the public administration. The discrepancy is
however more likely to signal the possible presence of systemic
governance issues, which are either unrecognized or there is no will for
their recognition. This hampers the possibility of even finding adequate
solutions.
Among the five main PPA activities assessed through MACPI, human
resources stands out as unanimously the most vulnerable to corruption
pressure and related corrosive capital risks. It is the only activity where
two types of corruption interest are recognized by the management and
it is ranked first by both experts and employees in several indicators of
estimated corruption pressure. Furthermore, both experts and
employees agree that human resources has the highest pressure from
above likelihood among all activities. This is a critical indicator hinting at
high-level corruption and potential strong vulnerabilities to corrosive
capital entrance through clientelistic schemes. On a positive note, these
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potential risks are honestly recognized and reported by both
management and employees and the activity is covered by two
dedicated policies51. While this is certainly a good start in addressing the
vulnerabilities in human resources, these two particular policies are
assessed as relatively less effective than the rest of the policies and at
the same time hint at gaps in implementation. In-depth analysis of these
two policies by the management as well as more diligent control and
sanctions for non-compliance with the rules could greatly improve the
anti-corruption setup in PPA BiH and help tackle an important corrosive
capital risk.
“Monitoring the public procurement processes” is the second most
vulnerable activity, characterized by high actual reported corruption
pressure (by both clients and employees). At the same time there is very
low recognition of the problem by the employees (ranked low in the
estimated corruption pressure indicators) which leads to large
discrepancies between the assessment scores of employees and experts.
Still, the activity has relatively good coverage by two policies which
however need further improvement: “The Rulebook for monitoring of
Public Procurement processes” and “Submission of misdemeanor
charges against public institutions for violations of the procurement
law”. This, combined with the actual reports (by both experts and
officials) of cases where the policies were not applied as intended,
shows the great need of reviewing carefully both policies and particularly
focusing on their control and sanctions.
While both employees and experts consider the activity “Counselling
actors in bidding on public procurement” as low-corruption-pressure,
there have been actual accounts of clients (30% of the companies) of
cases of corruption pressure in it. In theory, the activity should be
covered by the “Policy on the procedure for making a statement related
to the conflict of interest” which is arguably the anti-corruption policy
with the highest deterrence potential in the organization. However, only
10.5% of the employees consider this policy applicable to the counselling
activity which opens a serious vulnerability gap. This gap can be easily
exploited by corrosive capital, since the activity remains practically
uncovered by any anticorruption measure.
Finally, PPA BiH should be complimented for the good coverage of the
“Administration and Governance at the PPA” activity, on which clients,
employees and experts are unanimous. There are several potential policy
gaps and corruption vulnerabilities which need an urgent honest
internal anticorruption policy analysis followed by design and/or
51

“The Policy on the employment relations of civil servants and employees of the Public
Procurement Agency” and “The Policy on conditions and method of approval to a civil
servant in the Public Procurement Agency to perform additional activity.
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implementation of new/adjusted policies. A follow-up MACPI scan is
recommended in two years to assess the progress in improving PPA’s
anti-corruption policy setup.
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“Abuse of power” is defined in the MACPI tool as “intentional misuse of authority or
official position by performing or deflecting an action in violation of the rules / laws by
the public employee in order to receive benefits for himself / herself or to another
person or entity. This could also include the deliberate misappropriation or misuse of
property, public or private funds.”
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"Nepotism" is defined in the MACPI tool as "the use of official powers and authority
by the public employee in order to provide employment or other services to relatives
(family members and close friends).”
54
“Clientelism” is defined in the MACPI tool as “informal relationships between people
of different social and economic status (not family-related): the patron (boss) and his /
her clients (depending on him / her, followers, protégés). These relationships include
the mutual but unequal exchange of corruption benefits.”
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3.2. NORTH MACEDONIA: DIRECTORATE FOR TECHNOLOGICAL INDUSTRIAL
DEVELOPMENT ZONES (DTIDZ)
MACPI’s implementation in the Directorate led to responses from only
19 employees, 8 clients and 5 external experts. While their answers
provide valuable input and have been thoroughly reviewed and input in
the MACPI framework, they should be regarded more like case-studies
and the findings should be interpreted with caution. One preferable
direction of future action is the collecting of larger samples in the key
areas and/or performing additional analyses and audits to build upon
MACPI’s results.
The levels of corruption pressure reported by employees of the
Directorate are among the lower corruption pressure levels registered
by the MACPI tool historically. This should normally correspond to less
risks of entry of corrosive capital. 15.8% of the 19 employees of the
organization who participated in the survey report being occasionally
offered a bribe. This is more or less consistent with the reports of the few
clients who participated in the study: 2 of the 8 clients of the institution
report being asked for a bribe at least on some occasions during the year
preceding the survey. In the context of high levels of administrative
corruption in North Macedonia (30% in 2016 according to SELDI.net), the
Directorate has relatively lower levels, typical for organizations with
good anti-corruption setup.
Among the Directorate’s different activities, “Support to companies
which invested or are starting their investments” shows the highest
level of corruption pressure. Respectively 2 of the 7 employees, involved
in this activity as well as 2 of the 7 clients who were in contact with the
Directorate regarding the activity reported being offered/asked for a
bribe during the year preceding the survey.
As a whole the Directorate has a robust anti-corruption policy setup
which covers most of the potential vulnerabilities and has few gaps. Yet
some of the measures are either general or have poor coverage like
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“Procedures for protection of the prohibition of promotion of new
investments during the time of elections”.
In terms of activities, “Support to companies which invested or are
starting their investments” does not have adequate coverage given the
level of corruption pressure and other indications of potential
vulnerabilities. “Recruitment and promotion of staff” is also described
with higher vulnerability level, albeit by very few respondents who were
familiar with it. No specific policies, typically used in human resources
cover this activity, thus hinting at another potential vulnerability and an
important gap in the anti-corruption policy setup.
The Directorate’s management shows fair recognition of potential
corruption and corrosive capital threats which confirms the strong
political will for addressing corruption-related vulnerabilities in the
organization. A follow-up MACPI scan is recommended in two years to
assess the progress in improving the anti-corruption policy setup of the
Directorate.
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Most of the coverage of the anticorruption policies in the Directorate is
focused on the “Decision making about State Aid” activity which indeed
seems naturally vulnerable to corruption and corrosive capital due to its
nature. Other activities are typically covered with one or two “high”
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coverage policies and several “average” coverage policies. Two of the
activities, however, do not receive good coverage: “Support to
companies which invested or are starting their investments” and
“Recruitment and promotion of staff”. The second one in particular
should be covered better with dedicated policy tools or measures which
follow good international practices regarding recruitment of personnel
and promotions.

Figure 10. MACPI BiH: Corruption pressure in Tax Administration Montenegro, 2019:
clients’ responses

Figure 11. MACPI BiH: Corruption pressure in Tax Administration Montenegro, 2019:
clients’ responsesTable 5. Coverage of anti-corruption policies for the analyzed activities.
Officials’ ratings
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Figure 3. MACPI BiH: Corruption pressure in Tax Administration Montenegro, 2019:
clients’ responsesTable 5. Coverage of anti-corruption policies for the analyzed activities.
Officials’ ratings
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Figure 2. MACPI BiH: Corruption pressure in Tax Administration Montenegro, 2019:
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Figure 1. MACPI BiH: Corruption pressure in Tax Administration Montenegro, 2019:
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10. Code of ethics for state servants (Part 1: Protection
of impartiality; Part 2: Equal treatment of the parties
Part 3: Protection of the reputation of the institution)
11. Publishing of the reports and the data on the
investments and on the work of the institution
12. Whistleblowing protection and availability of a
person where reports are sent

60%

53%

67%

40%

60%

67%

60%

50%

50%

67%

58%

58%

42%

25%

25%

100%

75%

0%

25%

25%

25%

Note: Higher numbers represent better coverage with anti-corruption policies.
Source: MACPI 2019.

3.3. MONTENEGRO: TAX ADMINISTRATION
The employees of the Tax Administration Montenegro who participated
in the survey report being occasionally offered a bribe. This is consistent
with the reports of clients: only 7.5% of the 80 companies (clients of the
institution) report being asked for a bribe at least on some occasions
during the year preceding the survey. The relatively low levels of
corruption reported by both clients and employees fit well into a general
context of Montenegro’s progress towards EU accession. Still, there are
a number of outstanding vulnerabilities in the activities and gaps in the
anti-corruption policy setup of the Tax Administration Montenegro.
Figure 1. Corruption pressure in Tax Administration Montenegro, 2019:
clients’ responses
Issue of misdemeanor orders and
initiation of misdemeanor proceedings
Figure 14. MACPI BiH: Corruption pressure in Tax Administration Montenegro,
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Collection of taxes (including forcible
8.1%Experts’
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ratings.Figure 15. MACPI BiH: Corruption pressure in Tax Administration
Montenegro,
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Figure 16. MACPI BiH: Corruption
2019: clients’ responses
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5.5%

Registration of companies and
3.3%
Figure 17. MACPI BiH: Corruption
pressure in Tax Administration
Montenegro,
taxpayers
2019: clients’ responses
Source: MACPI Clients, Tax Administration 2019.

Figure 18. MACPI BiH: Corruption pressure in Tax Administration Montenegro,
2019: clients’ responses

Table 47. Coverage of anti-corruption policies for the eight activities. Experts’
ratings.Figure 19. MACPI BiH: Corruption pressure in Tax Administration
Montenegro, 2019: clients’ responses

16.7%
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The “Issue of misdemeanor orders and initiation of misdemeanor
proceedings” stands out with relatively higher number of the officials
involved in the activity reporting being offered a bribe and at the same
time with 17% of the clients who were in contact with the organization
regarding this activity being asked for one. Despite their personal
experience, employees provide low scores for estimated corruption
pressure for this activity, thus creating some of the largest discrepancies
between answers of employees and experts in the current MACPI
benchmarking scan. These results are combined with low coverage with
anticorruption policies which completes the picture of an apparent
vulnerability, which needs to be addressed properly.
Tax collection-related activities (Collection of taxes, Tax assessment,
and Tax inspection) present a somewhat similar pattern of non-trivial
levels of actual corruption pressure combined with clearly visible
discrepancies between the answers of employees and experts and
medium coverage with policies for two of the three activities. Only “Tax
inspection” is covered sufficiently by the generally ineffective anticorruption trainings and by the “Enhanced control over the work of
employees” policy. The latter however might be vulnerable to the
relatively high pressure from above likelihood scores for this activity.
While showing lower estimated pressure scores and ranked among the
less vulnerable activities by both experts and employees, the
“Registration of companies and taxpayers” activity and especially the
“Launch and conduct the first instance administrative procedure” seem
to be underestimated as potential sources of corruption pressure. This is
demonstrated by the non-trivial actual corruption pressure levels, the
remaining discrepancies in scores provided by experts and employees
and the very minimalistic coverage with anti-corruption policies.
Additional risk analyses should be performed and improvements to the
anti-corruption policies should be introduced, such as adapting concrete
existing measures like rotation to cover these activities or/and
introducing new policies such as background checks for registration of
companies and taxpayers.
The Tax Administration of Montenegro has a thorough list of
anticorruption policies and measures. However, most of these are
general and naturally employees do not regard them as really applicable
to any particular policy. The highest rated “enhanced control over the
work of employees” is a retro-active measure, strongly dependent on the
integrity of the people conducting the control and what follows it. Other
less effective and still very general measures like asset declarations, anticorruption trainings, integrity plans, etc. fail to address specific
corruption threats. At the same time concrete measures like rotation are
rated as hard to implement and do not seem to cover well enough
vulnerable activities, such as tax inspections, issue of misdemeanor
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orders and others. Three of the activities do not have any anticorruption policy coverage, despite being risky in two of the three cases:
“Initiation of criminal proceedings” and “Taking investigative actions
under the order of the prosecutor”. These gaps in coverage need to be
addressed with the highest priority.
In summary, anti-corruption policies are rather general and non-specific
and could be improved greatly by focusing them farther to cover
concrete activities and/or to address particular corruption risks
recognized by the management. Some activities are not covered by any
relevant anti-corruption policy. Hence, it could be concluded that the Tax
Administration in Montenegro is characterized by low coverage and
visible gaps in its anti-corruption policy setup. Several potential policy
gaps and corruption vulnerabilities could benefit from an internal
anticorruption policy analysis followed by design and/or implementation
of new/adjusted policies. A follow-up MACPI scan is recommended in
two years to assess the progress in improving the policy setup in the Tax
Administration of Montenegro.

3.4. SERBIA: DEVELOPMENT AGENCY AND COUNCIL FOR ECONOMIC DEVELOPMENT
The current analysis looks into the work of the Regional Development
Agency of Serbia (RAS) and the Council for Economic Development of the
Government of Serbia (the Council), two institutions that are in charge
of the investments of “special importance”. As the research team was
not able to secure the cooperation of both institutions, the MACPI survey
was applied mainly with experts, though some of the respondents
belonged to the state administration. In addition, it should be noted that
answers were obtained from 15 experts and 7 clients only, and these
numbers are not enough for implementing MACPI in a reliable fashion.
Hence, concrete findings presented in this report, should be considered
tentative and interpreted with caution. The estimated corruption
pressure in both organizations for most activities is estimated as almost
the highest possible according to both experts and clients of the
organization and by far the highest registered by MACPI so far. This in
turn raises serious concerns about the risk of entry of corrosive capital in
Serbia, in particular provided the critical role of the two organizations in
this respect.
It can be concluded that substantial reforms towards greater
transparency are needed in both organizations as well as in the overall
governance environment of the country. The organizations’ willingness
for change would be best demonstrated by performing a full MACPI scan
at a later date. The current partial scan of the core activities by the two
assessed organizations reveal the following trends:
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“The Council’s decision making on granting investment incentives” is
ranked among the highest corruption pressure activities by the
respondents. When the ratings of some of the policies (e.g. code of
ethics) are considered, it becomes apparent that the policy response
to this problem is not robust. All seven experts, who assessed this
activity, unanimously agreed that there is high outside pressure,
associated with the Council’s decision making regarding eventual
changes, additions or premature ending of contracts on investment
incentives.
While outside pressure and susceptibility to such pressure is not that
high in “RAS’ expert assessments of applications to the Council” as in
other activities of the Council and RAS, mean scores are still above
medium levels. Pressure from above, however, is ranked as top risk
for this activity. These results paint a picture of high top-down
pressure, hinting at possible vulnerability to clientelistic schemes –
one of the most likely patterns for corrosive capital to enter a
country.
„RAS’ recommendation of measures for investment incentives to the
Council“ is ranked second for “Pressure from above” and first for
Evasion of regulations. Once again “Abuse of power”, “Nepotism“,
and “Clientelism” are among the possible corruption interests for this
activity. The activity is covered by three low-effectiveness or not
well-known policies like “Code of ethics”, “Internal reporting on
interaction with potential investors”, etc. The lack of specific anticorruption policies for this high-risk activity is a clear gap in the anticorruption policy setup of the organizations.
“RAS’ processing of investments of special importance” shows high
estimated pressure scores, similar to the previous activities. This
activity is ranked above average (third in estimated pressure) from
the 8 assessed activities of the Council and RAS. The activity is
covered well with 5 anti-corruption policies which are relevant for
this activity according to the experts.
“RAS’ monitoring of enforcement of the Law on Investment” is
assessed only by two experts which is below the threshold for
computing means in this report.
“RAS’ conduct proceeding against officials for determining potential
violation of this Law and pass decisions in this respect” is a relatively
lower vulnerability activity with “Susceptibility to pressure from
outside” ranked last and assessed with medium scores.
The “Validation of data provided in by investors in their applications
for investment incentives by RAS” was assessed as a policy that is
easy to evade and relatively difficult to implement. It is ranked
among the less implementable policies in the organization. Still, the
policy is applied relatively strictly, ranked highest in the “strict
control” indicator and third in the “strict implementation” indicator.
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Effectiveness scores are below average for all indicators and the
policy is ranked among the less effective ones.
“Ownership auditing of applicants by RAS, to disclose the ultimate
beneficial ownership” is also ranked among the most difficult for
implementation policies but at the same time first in the “difficult to
evade” indicator.
“Checks against criminal capital in applicants by RAS” is a relatively
implementable policy with above average scores and ranks. In fact,
this policy holds good promise for tackling corrosive capital if the
institutions expand their definitions to include such risk factors.

In conclusion, most of the policies have low levels of control with only
“Validation of data provided in by investors in their applications for
investment incentives by RAS” and “Checks against criminal capital in
applicants by RAS” performed strictly in most occasions. General policies
like “code of ethics”, “conflict of interest measures”, “risk
assessments”, among others are highly fictitious according to the actual
experiences of experts and clients the majority of whom know of cases
where these policies were not applied as intended.
Coverage of the anticorruption policies in the Council and RAS is
presented in the table below. Most of the policies are concrete and cover
specific high-vulnerability activities. As a whole, the anti-corruption
setup in the Council and RAS provides good coverage of the risks, as long
as the policies are implemented strictly and are effective.
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7. RAS’monitoring of enforcement of the Law
on Investment
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Note: Higher numbers represent better coverage with anti-corruption policies.
Source: MACPI 2019.

8. RAS’conduct proceeding against officials
for determining potential violation of this
Law and pass decisions in this respect

6. RAS’ processing of investments
of special importance

67%

5. RAS’recommendation of measures
for investment incentives to the Council

4. RAS’ expert assessments of
applications to the Council

11. Following the criteria for expert analysis
of the investments of special importance by
RAS

3. Annual reporting of the Council
to the Government

1. Validation of data provided in by investors
in their applications for investment incentives
by RAS
2. Ownership auditing of applicants by RAS, to
disclose the ultimate beneficial ownership
3. Checks against criminal capital in applicants
by RAS
4. Determining fulfilment of conditions for
incentives by RAS
5. Auditing documentation submitted by
investors to justify provision of investment
incentives following the conclusion of
contracts with the Government of Serbia by
RAS
6. Risks on Competitiveness risk assessment
for proposed investments by RAS
7. Conflict of interest measures (declarations
of individuals engaged in the activities related
to investment incentives)
8. Internal reporting on interaction with
potential investors (by the Council and/or RAS
representatives) which have not applied for
investment incentives and control of
discretionary decisions which investors to
approach
9. Publishing an annual report to promote
transparency by the Council
10. Code of ethics of public/state servants

2. Council’s decision making
regarding eventual changes,
additions or premature ending of
contracts after the signing of contracts on
investment incentives

Policies/Activities

1. Council’s decision making on
granting investment incentives

Table 6. Coverage of anti-corruption policies for the eight activities. Experts’ ratings

4. POLICY RECOMMENDATIONS
Based on the current analysis, several recommendations could be
delivered geared towards reducing the risks of corrosive capital in the
Western Balkans. These are focused on the better enforcement of the
law, and the need of an active civil society to provide sufficient checks
and balances over the functioning of critical institutions in the region.
The preventive measures in particular are key to the obstruction of the
inflow of corrosive capital. A robust institutional framework which can
conduct comprehensive due diligence of forthcoming investments can
potentially prevent inflow of corrosive capital and protect the economic
and democratic integrity of а country. It can prevent capital linked with
organized crime, non-democratic regimes or simply capital which would
undermine competition to enter the domestic economy. In this context,
it should be noted that the goal of CIPE’s projects, including the current
report, is not to stem the flow of funds, but rather to create institutional
safeguards in the recipient countries that make the continued receipt of
potentially corrosive capital less disruptive to democratic governance
and rule of law55.
In terms of ensuring an overall policy and legal environment conducive
to a level playing field and protection of competition, the countries from
the Western Balkans region could be advised to:
 Strengthen their national competitiveness through innovation and
productivity, implemented in parallel to strict tax collection. That
would reduce the countries’ over-dependence on external nonmarket sources of financing, and consequently – the special
treatment of the foreign state-related investors.
 Re-examine the bilateral investment treaties and international
agreements in terms of potential loopholes damaging market
competition or providing unfair advantage over the local companies.
 Encourage public authorities to be more active in examining the
existing policy gaps by working with external actors (civil society
organizations and the media), and submitting proposals for legal or
procedural improvements to their respective governments.
 Increase the overall capacity of public authorities – including their
staff, financing, and IT systems via use of specialised software
solutions (including for big data) and interconnection of registers.
This will enhance the control over the quality of the capital flows into
the countries from the region, and allow the performance of more
detailed and complex checks and risk assessments. For example, such
interconnected registers would allow the identification of the
ultimate owners of companies, investing and operating in the region,
Center for International Private Enterprise, Channeling the Tide. Protecting
Democracies Amid a Flood of Corrosive Capital, September 2018.
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and provide details on their financial history, assets and liabilities.
Public authorities are also advised to gain practical experience in
anti-money laundering and the implementation of criminal
investigations, seizure and confiscation of criminal assets, including
such related to corrosive capital56.
On the other hand, the pilot implementation of the MACPI tool
demonstrated that the internal procedures implemented by the
reviewed public authorities could also be improved in several ways, to
strengthen their resilience to corrosive capital:
 The state aid, investment, public procurement, and tax control
activities need to be complemented by strong internal policies –
revised in a way to effectively stop any potential conflict of
interests, external corruption pressure, or pressure from above (the
political level). For example, there is a need of stricter control
measures, not allowing the favoring of individual bidders and
preventing public employees from taking part in public procurement
contracts themselves. These are particularly urgent to be
implemented, in order to tackle the relatively large corruption
pressure levels reported by clients and external experts in the area
of public procurement.
 Human resource management (including the employee selection
process) should be regarded as an activity of special importance for
ensuring the integrity of the public organization and its smooth
operation. All public institutions need to ensure proper vetting of
employees before the initial contracting but also, in particular, on a
regular basis to ensure continued integrity of the service.
 The management of the public authorities should pay special
attention to any activities related to the direct contact of public
employees with clients (potential investors, bidders or taxpayers) –
e.g. when providing counseling services to actors in bidding on public
procurement, or when providing support to companies which
invested or are starting their investments. These need to follow
written procedures and leave trail of all interactions. The outcomes
of such direct contacts should be provided to all market participants
and the public in a transparent manner to ensure a level playing field.
 The same high level of caution should be applied in the process of
decision making on granting investment incentives or procurement
contracts57. Such decisions need to be made public and available for
independent scrutiny, which calls for specific focus on digital skills
and IT infrastructure. All four institutions need to have better access
to registries, which allow them better risk monitoring and control
over final beneficial ownership.
This need was confirmed by the MACPI evaluation of the Tax Administration of
Montenegro, while analyzing the process of initiating criminal proceedings.
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These activities are ranked with very high corruption pressure by the MACPI tool,
while at the same time they are not always recognized by the management of the public
authorities as significant corruption risks.
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