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REVIEW OF MACROECONOMIC DEVELOPMENTS

2021 2022 %
REAL SECTOR DEVELOPMENTS
GDP (in current prices in EUR million) 495512 5,796.76
Industrial output (compared to the same period the year before)? 49 -3.3
Production of forest assortments in state forests (compared to the same period the year before)? -48.5 783
Construction (compared to the same period the year before-measured by effective working hours)? 0.7 29
Employment
Number of employed people (December) 211,302 22751
Number of unemployed people (December) 57.386 46.596
Inflation rate
Consumer prices, annual rate (December) 46 17.2
Average salary without taxes and contributions (average salary for period)? 532 712 33.83
MONETARY DEVELOPMENTS (EUR million)?
Total deposits 4,201.24 522432 2435
Nonfinancial sector deposits 1,199.77 1,766.65 47.25
Household deposits 1,350.87 1,701.37 2595
General Government deposits 276.76 309.09 11.68
Central Government 205.01 198.93 297
Local Government 67.23 104.39 55.26
Social security funds 4.51 5.76 2768
Financial sector deposits 52.29 57.72 10.37
Deposits - other 1,321.55 1,389.50 514
Total loans 3,360.30 3,660.12 892
Loans to nonfinancial sector 1,157.46 1,261.58 8.99
Loans to households 1,431.51 1,555.08 8.63
Loans to General Government 263.15 256.39 -2.57
Central Government 22767 22346 -1.85
Local Government 3548 3294 =717
Social security funds = = 0.00
Loans to financial sector 19.95 22.16 11.10
Other loans 488.23 564.91 15.70
TREASURY BILLS ISSUE
Average interest rates on 91-day T-bills, last recorded
Average interest rates on 182-day T-bills, last recorded 0.90% 3.97%
CAPITAL MARKET
Turnover in stock exchanges (EUR million)?
Montenegro stock exchange 46.47 78.18 68.25
Stock exchange indices
MNSE10 764.72 1,009.24 3198
MONEX 9,867.37 14,141.35 43.31
FISCAL DEVELOPMENTS (EUR million)
Current revenues* 2,194.0 2,299.2 4.80
Expenditures* 2,287.5 2,598.7 13.60
Surplus/deficit* -93.5 2994  220.33
Foreign government debt (in EUR million) 3,688.48 3,557.56 -3.55
Domestic government debt (in EUR million)® 401.54 468.77 16.74
Debt of the local governments (in EUR million)® 72.8 759 4.30
EXTERNAL DEVELOPMENTS?
Current account balance (EUR million)? -455.92 -765.92
Trade balance -1,915.20 -2,670.10
Balance of services 956.12 1,317.23
% of trade deficit/other balances coverage 76.19 7131
Current account balance in % of GDP -9.20 -13.21

' Source: 2021 MONSTAT. 2022 MONSTAT preliminary data, based on quarterly GDP estimates.

2 Data for period I-XI1 2021 and I-XI1 2022.

3 As of June 2018, monetary statistics data are compiled in accordance with the new methodology
(http://www.cbcg.me/slike_i_fajlovi/eng/fajlovi/fajlovi_publikacije/metodologija_2018e.pdf).

* Current revenues and expenditures of the Budget of Montenegro and state funds and local governments.

® In accordance with the new Law on Budget and Fiscal Responsibility, which was adopted in 2014, the structure of the public debt
has been changed. Public debt is defined as debt of the central government (government debt) and debt of the local governments.
Debt of the local governments is excluded from the domestic debt structure, while on the other hand, the amount that relates
to the liabilities toward legal entities and companies are included in the domestic debt structure. In line with the new Law, the
quarterly reports present government debt, while the annual reports present public debt.
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MACROECONOMIC ENVIRONMENT IN MONTENEGRO IN 2022

Montenegro's economy recorded the year-over-year GDP growth 6.1% in 2022.' Quarterly esti-
mates based on MONSTAT data indicate economic activity growth in all four quarters of the year,
with 7.1% being recorded in Q1, 12.7% in Q2, 3.2% in Q3, and 3.3% in Q4. This was mainly owing
to an increase in private consumption as well as a strong recovery of exports of goods and services.
Available statistical indicators for 2022 indicate significant increase in tourist arrivals and over-
night stays, most types of traffic, trade, as well as activities in forestry. On the other hand, indus-
trial production and construction recorded output declines.

The annual CPI inflation stood at 17.2% in December 2022, while the average rate of consumer
prices was 13.0% higher than in the previous year. This growth is primarily the result of an increase
in the prices of energy and food products as well as of raw materials on international markets, due
to the continuation of geopolitical tensions and conflicts in Ukraine, but also the growth of domes-
tic demand. The prices increase was partly mitigated by a temporary reduction of excise duties on
oil derivatives in May 2022 (the duration of which was additionally extended in September), as well
as by the administrative control of the staple food prices, i.e. the reduction of key tax rates on basic
food products and on production inputs.

MONSTAT data also indicate that Montenegro was visited by 2.18 million tourists that recorded
12.43 million overnight stays, which is the year-on-year growth of 30.71% and 25.89%, respec-
tively. However, compared to the record year 2019, arrivals and overnights were 17.44% and 14.02%
lower, respectively. In traffic, the annual growth of most types of transport was achieved, with the
largest increase in passenger transport being achieved in road transport (55.70%) and the largest
growth in the transport of goods in railway transport (42.74%), while a decrease of 10.09% was
recorded in cargo transport at airports. Annual growth was also achieved in forestry, which is
confirmed by the data on the growth of production of forest assortments in state forests by 78.3%
and on the increase of total income from all types of forest use of 63.17%. The increase in demand
during 2022 also reflected on the annual growth in internal trade of 13.4%, expressed in constant
prices (29.5% in current prices).

Negative economic trends were present in industrial production, recorded the year-over-year de-
cline of 3.3% in the reporting years, which is mostly the result of a 10.8% decrease in production
in the electricity, gas and steam supply sector, as the result of unfavourable hydrological situation.

' Preliminary data based on quarterly GDP assessments. Final data is to be published in September 2023.
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Output increases of 0.3% and 8.9% was recorded in manufacturing industry and the mining and
quarrying sector, respectively. MONSTAT s preliminary data indicate that construction recorded
the year-over-year decline in the value of executed construction works and effective working hours
of 4.44% and 2.89%, respectively.

Montenegro’s current account deficit amounted to 765.92 million euros, which represents the an-
nual growth of 67.99%, primarily as a result of an increase in the deficit on the goods account due
to a significant increase in import prices as well as domestic demand. This deficit was mitigated by
surpluses on the service accounts and the primary and secondary income accounts. The financial
account recorded an increase in net inflow of capital as a result of FDI inflow, while portfolio and
other investments accounts recorded net outflows as opposed to a net inflow to the latter account
a year ago.

As for foreign trade deficit, it reached 2,670.10 million euros in 2022, being 39.42% higher than in
the previous year due to higher value of visible imports as compared to visible exports. The total
visible export amounted to 763.46 million euros and it was 237.67 million or 45.20% higher (due
to a significant increase in the value of exports of electricity and non-ferrous metals), while the
import of goods amounted to 3,433.56 million euros and it was is 992.58 million euros or 40.66%
higher on the annual basis. Rising prices of oil and oil derivatives, electricity, food and metals on
the international market, as well as the relatively high growth of economic activities in Montene-
gro in 2022, led to an increase in the volume of international visible trade of 41.47%.

The services account recorded a surplus of 1,317.23 million euros or 361.10 million euros more
year-over-year, primarily owing to growth in tourism industry and transport services. Total rev-
enues from services stood at 2,289.09 million euros (a 43.33% increase) while expenditure for ser-
vices reached 971.86 million euros (a 51.63% growth). Estimated revenues from travel-tourism
amounted to 1,054.75 million euros, which is 296.92 million euros more than in the comparative
period (a growth of 39.18%), i.e. 95.99% of the revenues achieved in the record year 2019 (which
is partly the result of rising inflation, especially during 2022). Revenue from transport services
amounted to 727.90 million euros and recorded a growth of 83.94%. The primary and secondary
income accounts recorded respective surpluses of 118.39 million euros and 468.56 million euros,
which is the year-over-year increase of 15.71% and 16.90%, respectively.

Net FDI inflow reached 782.64 million euros in 2022, which is 34.56% more than in the previ-
ous year. Total FDI inflow stood at 1,151.42 million euros, with equity investments amounting to
667.42 million euros (35.28% increase), and the inflow in the form of intercompany debt that added
up to 401.54 million euros (24.15% more y-o-y). The structure of equity investments in companies
and banks amounted to 219.40 million euros (a 2.01% increase), whereas investments in real estate
reached 448.02 million euros (a 60.99% growth). Total FDI outflow amounted to 368.79 million
euros or 6.45% more than in 2021.

Preliminary data indicates that the total foreign debt of Montenegro amounted to 9,421.25 million
euros at the end of 2022, which is 80.07 million euros or 0.84% less compared to the end of the pre-
vious year, mainly as a result of the reduction of the external debt of the public sector. The share of
total external debt in GDP was 162.53%, which represents a decrease of 29.22 pp year-over-year. In
the structure of Montenegro’s external debt, the public sector debt accounted for 38.88% and the
private debt accounted for 61.12%.
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The labour market statistics also supports data on Montenegro's economic growth in 2022.
MONSTAT data reveal that the average number of employees averaged at 223,744, being 18.41%
higher than last year. The recorded increase is partly of a statistical nature, due to more up-to-date
registration of previously employed persons in the Tax and Customs Administration records after
the start of the implementation of the “Europe Now!” economic program. Employment growth was
recorded in all sectors, with the highest being recorded in the administrative and ancillary service
sector (46.68%) and the accommodation and food service activities sector (41.72%), and the lowest
in the state administration sector and defence, compulsory social security (4.62%).

Atthe end of 2022, there were 46,596 unemployed persons on the records of the Employment Agen-
cy of Montenegro, which is 18.80% less than at the end of 2021. The same source shows that the reg-
istered unemployment rate amounted 20.08% and it was 4.65 pp lower year-over-year. The number
of registered unemployed persons averaged at 48,428 or 11.24% less if compared to 2021. A part of
these changes is of statistical nature due to the deletion of a certain number of unemployed women,
in accordance with the Law on Compensation of Former Users of Benefits Based on the Birth of
Three or More Children.

MONSTAT data indicate that the average gross earnings amounted to 883 euros in the reporting
year, while the average earnings without taxes and contributions stood at 712 euros, with both
showing the year-on-year increase of 11.35% and 33.83%, respectively. We also saw a notable in-
crease in earnings, mainly as a result of the implementation of the “Europe Now!” program, which
increased the minimum net wage as of 1 January 2022 from 250 to 450 euros and abolished the
obligation of mandatory health insurance contributions.

The government budget recorded an increase in the collection of budget revenues but also in con-
solidated expenditures compared to the previous year, while compared to the budget plan, accord-
ing to the budget revision adopted in September 2022, revenues recorded an increase and expen-
ditures decreased.

The growth in revenue collection is partly the result of improved tax discipline, but primarily of an
increase of economic activities, as well as the growth of imports, i.e. the increase of consumption
due to the growth of earnings and inflation. Increased expenses for transfers based on rights from
the field of social protection and pension and disability insurance led to the growth of consolidated
budget expenditures on the annual level, while financing from reserves had the greatest impact on
the reduction of the realized expenditures compared to the expenditures planned by the budget
revision for 2022.

Based on realized revenues and expenditures, the cash deficit of the budget increased by 160.70
million euros year-over-year and it was estimated at 260.22 million euros or 4.49% of GDP.

The Ministry of Finance data indicate that the gross public debt amounted to 4,102.22 million
euros or 70.77% of GDP at end-2022, being 1.45% year-on-year and this was owing to the regular
settlement of credit obligations. Of the total amount of gross government debt, 468.77 million eu-
ros or 8.09% of GDP referred to the national debt, 3,557.56 million euros or 61.37% referred to the
external debt, and the debt of local self-governments accounted for a mere 75.89 million euros or
1.31%. Net public debt totalled 3,990.47 million euros or 68.84% of GDP. Despite the reduction, the
level of government and public debt, especially their external segment, still represents one of the
biggest challenges for the future fiscal policy.
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In order to mitigate the consequences of rising prices, the Government of Montenegro adopted nu-
merous anti-inflationary measures as a part of the support package for households and the econo-
my. The measures related to the reduction of key tax rates on basic food products and production
inputs and the price caps on products of importance for the citizens' life and health.

Within its competences and in accordance with the limited selection of available monetary instru-
ments, the Central Bank of Montenegro continued to contribute to mitigating the impact of the
pandemic and disturbances on the international financial and commodity markets on citizens and
the economy. Additionally, in order to specify the period of application of the adopted measures,
the Central Bank adopted a Decision on interim measures to mitigate negative impact of the com-
municable disease COVID-19 epidemic and the situation in Ukraine on the financial system. The
adoption of the Decision on macroprudential measures related to retail loans granted by credit
institutions has provided a support for sustainable retail lending and the preservation of the finan-
cial system stability in a short term.

In addition to these, the Central Bank made other regular and extraordinary efforts to preserve
monetary and financial stability, as well as to maintain confidence in the banking system, which
contributed to high indicators of liquidity and capitalization, and the growth of deposits and
loans, which reached their historic levels. At end-2022, deposits with banks amounted to 1,988.16
million euros, which is 41.53% more year-on-year, while deposits rose 24.35%, reaching the level of
5,224.32 million euros. Total banking loans increased by 8.92% and amounted to 3,660.12 million
euros, and the aggregate solvency ratio of the banking system also increased to 19.30% (18.50% at
the end of 2021). Non-performing loans amounted to 209.09 million euros or 5.71% of total loans
(decrease in share of 0.46 pp on the annual level). The banking sector reported a positive financial
result in 2022 in the amount of 83.31 million euros.

The multi-year trend of decreasing active interest rates was stopped in the second half of 2022, pri-
marily as a reflection of developments in international financial markets. The weighted average ef-
fective interest rate on total loans granted amounted to 5.92%, recording the year-on-year increase
of 0.26 pp, while the weighted average deposit effective interest rate stood at 0.26%, rising by 0.08
pp over the same period.

Most of the providers of other financial services, who are subject to the regulation and supervision
by the Central Bank, recorded a decrease in their assets and liabilities and net annual profit in the
reporting year. Total assets and liabilities of MFIs decreased by 6.71%, to 74.76 million euros, and
their financial result dropped by 11.44% (to 3.83 million euros), while assets and liabilities of the
Investment and Development Fund decreased by 4.82% (to 441.71 million euros) and its financial
result dropped by 4.9% (to 1.94 million euros). The only operating leasing company recorded a
20.42% drop in total assets and liabilities (to 32.24 million), but achieved a positive financial re-
sult in the amount of 255,000 euros. Only factoring companies recorded an increase in their assets
and liabilities of 69.94% (to 7.82 million euros), as well as an increase in net profit of 193.75% (to
282,000 euros).



