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Review of macroeconomic developments

2007 | 1x2008 | %
REAL SECTOR DEVELOPMENTS
GDP (in current prices in EUR million)* 25400 2,328.2**
Industrial output index (compared to the same period the year before) 0,1% 39%
Forestry (compared to the same period the year before) -19.4% -2.4%
Construction (compared to the same period the year before-measured by effective working hours) -1,7% 25,6%
Employment
Number of employed people 159.223 167722
Number of unemployed people 31.469 28.276
Inflation rate (compared to December the year before)
Cost-of-living index 7.7% 6,4%
CPp| **x* 6,5%
RPI 8,0% 79%
Average salary (EUR, without taxes and contributions) 338 410 21,3
MONETARY DEVELOPMENTS (EUR million)
M11 1.557,0 1.450,3 -6,8
Total deposits 2.0911 2.326,0 1,2
Deposits by economy 663,5 641,6 -3,3
Government deposits 206,0 220,5 70
Central government 24,4 375 53,3
Institutions and agencies of central government 329 38,2 16,0
Funds and municipalities 148,7 144,8 2,6
Deposits by financial institutions 103,1 179, 73,7
Deposits by households (savings) 1.019,3 1114, 93
Deposits - other 99,1 170,7 72,3
Total loans 2.2457 2.852,3 270
Loans to economy 1.364,4 1.6874 23,7
Loans to government 335 39,2 171
Central government 04 24 516,5
Institutions and agencies of central government 8,5 77 -9.6
Funds and municipalities 24,6 29,1 18,3
Loans to banks and financial institutions 17,8 26,3 478
Loans to private citizens 7941 1.0494 321
Other loans 359 499 39,2
Turnover in stock exchanges (EUR million)** 7270 1373
NEX stock exchange 452,80 729
Montenegroberza stock exchange 274,20 64,4
Stock exchange indices
NEX20 34.168,6 15.309,36 -55,2
NEX PIF 39.229,2 13.193,78 -66,4
MOSTE 16277 634,7 -61,0
Average interest rates on 28-day T-bills, last recorded -
Average interest rates on 56-day T-bills, last recorded -
Average interest rates on 91-day T-bills, last recorded -
Average interest rates on 182-day T-bills, last recorded 0,49% -
FISCAL DEVELOPMENTS (EUR million)**
Current incomes*** 1.340,6 1.099,1
Expenditures*** 1.161,5 974,3
Surplus/deficit 1791 124,8
Foreign debt without debt of public enterprises (in EUR million) 462,1 4741
Public debt without debt of public enterprises (in EUR million) 2751 4539
EXTERNAL DEVELOPMENTS**
Current account balance (EUR million) -825,1 -640,2
Trade balance -1.3416  -1.084,
Balance of services 440,1 3993
% of trade deficit/other balances coverage 38,5 409
Current account balance in % of GDP -32,5 -27,5

* Estimate of the Ministry of Finance for 2007; estimate of the Secretariat for Development for the period January-September 2008;

** Data under column IX 2008 refer to the period I-1X 2008;

*** Current revenues and expenditures of the Budget, state funds and local self-administration
****Monstat published in July 2008 - internationally comparable measure of inflation






MACROECONOMIC OVERVIEW

In this year, global financial crisis in Montenegro was
not sensed to such an extent as in more transition
economies and on the markets of the most developed
countries. The growth rate of GDP was still exceptionally
high, there was the record FDI inflow, high budgetary
surplus, the unemployment rate had the declining
tendency, as well as the inflation rate. However, the
impact of the negative effects of the crisis can be
expected to a higher extent in the following year.

High GDP growth was continued also in the third
quarter this year and the estimated GDP growth rate
for the first nine months was 8%. According to all this,
three year expansion of the Montenegrin economy
will be rounded-off at the end of this year, which will
result in average growth rate in three-year period of
about 9%. Thus, GDP level of the least developed EU
member countries was reached, which is important
for the meeting of the Copenhagen criteria for the EU
accession. The Eurostat data showed that Montenegro
was the European most rapid developing economy
in period 2005-2007. The global financial crisis will
unfortunately bring to significant slowing down of
growth in the upcoming year, butitis little likely that
it can give rise to recession.

The global financial crisis influenced the decline in the
inflation rate, so that at end-September the inflation
rate measured by the cost of living index was 6.4%
compared to the previous year-end. In September,
the annual rate of base inflation was 0.69 percentage
points lower than the total annual inflation. This points
to the fact that the inflation was not generated only by
external factors (increase in oil and food prices) but to
a large extent by internal factors. The annual rate of
inflation will probably decline by December, when its
growth is possible under the influence in the prices of
electricity. Itis certain that the declining tendency in
the inflation rate will continue in the following year.

In the first three quarters this year the growth in all
monetary indicators was present. Deposits, loans,
money supply, banks’ assets increased, and the share
of non-performing assets was at an acceptable level.
However, itis real to expect the deterioration of these
indicators in the upcoming period under the influence
of the crisis. Lending interest rates stagnated, but
in conditions in which interest rates increased on
markets of developed countries, we can state that
the trend of reducing differences was continued. The
concentration of the banking system was pretty high,
but, unfortunately, it was frequent and necessary
accompanying effect of small countries. Foreign
exchange risk almost does not exist, but in addition
to continuous improvement of the term structure
of deposits, the problem of term non-compliance of
sources and placements was still present.

In the first nine months this year the industrial
production was 3.9% higher, compared to the same
period of the previous year. The growth was registered
in the sector of electricity, gas and water supply (52%)
and mining and quarrying (29.6%), and the production
volume of manufacturing industry was reduced (7.6%).
Under theinfluence of reduced production of aluminium
and the demand for industrial production at the global
level, it is certain that the IV quarter will bring the
slowing down in this area.

Although there were opposite opinions on the success
of tourist season in this year, Monstat data show that
the increasing trend was still evident, so that during
the first nine months number of overnights was 6%
higher compared to the same period of the previous
year. A slight decline of activities was registered in
forestry (2.42%), and a high growth was registered in
construction (25.6%) compared to the first nine months
of the previous year.
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According to the preliminary data of the Ministry of
Finance, at the third quarter-end a significant surplus
of EUR 124.6 million was recorded. Government debt
was still low and at end-September it was 31.6% of the
estimated GDP for 2008. In the structure of government
debt 49% related to internal and 51% to foreign debt.
The fact that Montenegro is low-indebted country can
be assessed as favourable in conditions of the current
global financial crisis, which remains a significant
space to manoeuvre in case corrective actions are
necessary.

In the first nine months number of employees was
165.314 on average, and it was 6.1% higher compared
to the average number of employees in the same period
of the previous year. Number of registered unemployed
persons in the first nine months was 29.861 on average,
or 15.5% less than in the same period of the previous
year.

The declining tendency in all stock exchange indices
was continued on the capital market. Crisis on this
market arose prior to the global financial crisis, under
the influence of numerous domestic problems, and
the global financial crisis only intensified the crisis on
the capital market. It is little likely that there will be
any significant revival of the capital market prior the
termination of the global financial crisis.

The current account deficit was still high and at the third
quarter-end it was 27.5% of the estimated GDP. As in
previous years, the main generator of the deficit was
highvisible trade deficit. The exports decline represents
an exceptionally negative tendency (-16%), as well as
high imports growth (19%). Net FDI inflow was still
high and, judging by all, it will be record in this year.
Under the influence of the crisis, the reductionin both:
the current account deficit and the FDI inflow may be
expected in the upcoming year.

Montenegro is small and highly opened economy
and all changes taking place at the global level
reflect necessarily on our economy. Montenegro did
not influence the appearance of the global financial
crisis in any way, but it is certain that we must pay a

specific price of it. Global crisis may adversely affect
several sectors in Montenegro. The first sector that
may potentially be affected is tourism, as prognoses
point that there will be a reduction in number of
tourists at the global level in the following year. The
World Tourist Organization forecast a mere 1% of the
growth for the Mediterranean region in 2009. It is
certain that the offer of the credit instruments will
be limited in the upcoming year and that they will be
more expensive. On one side, it will increase the costs
of financing the economy, and, on the other, it will
adversely affect the aggregated demand, which will
consequently resultin the slowing down of the growth
in real sector. The crisis will also have adverse effects
on the export sector, as if our most important foreign
trade partners were affected by the crisis, it is clear
that it will be more difficult for our exporters to place
their products. The Aluminium Plant Podgorica will be
also influenced by the expected further reduction in
aluminium prices. In addition, the effects of crisis will
be sensed in the industry of non-ferrous metals. The
construction will also be one of the branches which will
suffer adverse effects of the crisis. Itis certain that on
one side there will be fewer buyers from abroad, and,
on the other, domestic buyers also, as if observed in real
terms, there will be less housing loans, and they will
be more expensive. In conditions of reduced demand,
reduced offer of credit instruments and reduced inflow
of the foreign capital, the consequence may be the
aggravation of the liquidity of the economy. It may
impact the delay in settling the mutual obligations of
companies, as well as the delay in settling liabilities to
banks, which may lead to the growth in non-performing
assets.

Itis certain that the government will not remain passive
and that it must carefully follow what is going on. This
means that probably a higher degree of interventionism
will be necessary in the upcoming period than in the
previous. The fiscal policy should adapt to the current
situation and act against the cycle. Montenegro is low
indebted country and there is a large space to provide
additional financial resources for the support of the
economy by additional indebtedness. However, on the
otherside, the economy must not stay aside and expect



the government to solve all problems. Itis certain that
some corrections in prices are necessary in individual
areas, in order to overcome recession pressures which
will come from developed markets more easily. That
means that the burden of the crisis must be divided
between the government and the economy.
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1.1. Gross domestic product

The growth in economic activities was also continued in the
third quarter, so that according to assessments of the Secretariat
for Development of the RoM, for the first nine months of 2008,
a GDP to the amount of EUR 2,328.2 million was registered,
which represented a real growth of 8% compared to the same
period of the previous year. The growth of GDP in this period
was positively influenced by the growth inindustrial production
0f 3.9%, increased volume of construction activities, growth in
activities in the services trade as well as increased volume of
activities in certain transport segments.

Table 1.1- Gross domestic product
(in EUR million)

[-IX 2008 Real growth rate
GDP 2328,2 8%

Source: Secretariat for Development of Montenegro

The first nine months were characterized by the growth in the
number of employees, as well as the constant decline in the
number of unemployed persons.

1.2. Global financial crisis in
Montenegro

The global financial crisis brought the developed market
economies on the recession door-step. Montenegro is small and
highly open economy and all changes taking place at the global
level reflect necessarily on our economy. All prognoses points
that the most vulnerable will be countries with high budgetary
deficit, highly indebted countries, those having high current
account deficit and the exchange rate problems. Montenegro
has a problem only with one of these indicators- the current
account deficit. When the expectations for the upcoming year

arein question, we must emphasize that thereis an exceptionally
high level of uncertainty in this moment, so that, for example,
international financial institutions correct their prognoses at the
monthly level. In this moment tis little likely that Montenegro
will enter recession, but a significant slowing down of economic
growth looks real. Reasons for that are numerous, and as the
most important the following may be specified: risks to which
Montenegro may be exposed to:

Expressed dependence of Montenegro from the FDI
inflow;

Non- diversity of visible exports and directness primarily
to the EU markets affected by the financial crisis;
Dependence of the budgetary revenues from imports
(high share of VAT in the structure of the total budgetary
revenues) and

Volatility of the strategic sectors of tourism and
construction

Adverse effects of the global finandial crisis and the recession
of the most industrialized countries affect Montenegro through
many channels. Itis not possible to specify all potential influences,
and as most significant may be given the following:

1. Foreign directinvestments. Due to the existing situation
in which the creditinstruments will be more expensive and
their offer limited, it is real to expect less FDI inflow, as well
as foreign portfolio investments. The consequences are:
a) Lower real estate prices. This, among others, creates

problems to construction companies, especially due
to their credit indebtedness. Problems consequently
arose for banks which can pay those loans with more
difficulties. Even with assuming the subject of the
collateral, the sale will be more difficult as the market
value of the collateral is lower and the number of the
potential buyers is significantly lower,
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Lower prices of shares. Among other factors the
withdrawal of the potential portfolio investors
additionally influences the decline in the prices of
securities. As with real estates, problems are even
greater for those who financed the purchase of shares
with loans. Problems consequently arose for banks
which may collect those loans with more difficulties.
Even with the taking over the subject of the collateral,
the payment will be more difficult not only due to
lower price of shares, but also due to significantly less
number of potential buyers.

Imports reduction-ess FDIinflow will certainly influence
the decline in imports, which will positively influence
the developments in the current account deficit.
However, in the previous period, high visible imports
was one of the factors of filling the budget. Negative
rate of imports will most probably mean the appearance
of the budgetary deficit.

Less deposit inflow- less FDIinflow will directly reflect
on the slowing down of deposits inflow. A part of the
FDI entered the banking system in the form of termed
savings in the previous period, especially through the
real estate sale. The break of this channel will directly
influence less potential of banks to grant loans.

Banks take loans abroad more expensively and
with more difficulty, i.e. they take loans by higherinterest
rates. The consequences are:

3)

Higher lending interest rates. That means more expensive
loans, as well as probably growth of instalments for
those who indebted according to variable interest
rates.

Higher deposit interest rates, as banks in this way will
tend to attract free money resources in order toincrease
their credit potential, and higher deposit interest rates
also reflect in higher lending interest rates.

Less offer of loans- will additionally influence the
decline in prices of real estates and shares, and the
production financing will be more difficult to companies.
Adverse effect on the liquidity of the economy is also
possible.

Growth in non-performing assets- it is certain that a
number of companies will not be able to repay theirloans
due to more difficult conditions for operations, which
will lead to the growth in non-performing assets.

3. Less revenues from tourism. It is possible to reduce
the number of foreign tourists. The consequences are:

3)

Reduction in the surplus of services, i.e. increase in
the current account deficit on this basis. Hotels and
restaurants will be directly affected, as well as small
(and micro-small) businesses operating in tourism.
Indirect influence. Their suppliers will be affected ie.
sectors related (transport, agriculture, trade) to the
tourism sector. Also, the government will be affected
indirectly, due to fewer revenues, with all further effects,
as described in the text above.

4. Other branches to be adversely affected:

3)

Lower price and/or less demand for aluminium. This
means lower revenues for the Aluminium Plant in
Podgorica, convincingly the greatest individual
Montenegrin exporter of goods. This entails: higher
visible deficit, ie current account deficit on this basis,
possible dismissal (or lower salaries) of employees in
the Aluminium Plantand in companies in chain with the
Aluminium Plant and less revenues of the government,
with all further effects, as described in the text above.
However, on the other hand, the production decrease
in the Aluminium Plant will lead to the reduction in
the need for electricity.

Construction sector- will significantly affect the decline
in prices and the level of demand.

Exports sector- bearing in mind that all prognoses
point that our most important exports market, ie the
EU market will be struck by recession, then it will be
more difficult to sell the domestic products, as foreign
demand will be significantly reduced. This will adversely
affect the current account deficit.

5. Other negative impacts:

3)

Growth of unemployment- as a consequence of problems
alarge number of companies will face with. Probably,
the first affected will be foreign labour force and
temporary employed persons.

Budgetary deficit as a consequence of all aforementioned,
bearing in mind the fact that with the growth rate less
than 6% of GDP we enter into the deficit, and, observed
in real terms, a 6% growth will be very difficult to
reach.

Expanding the non-liquidity problem in an economy- due



to the reduced offer of loans, difficult sale of products
and other specified effects, the problem of the liquidity
of the economy will sharpen. In this situation, a number
of enterprises will not probably be able to return loans
to banks, so that we can expect the growth in non-
performing assets.

Certain positive effects are also possible: lower prices of products
that Montenegro imports, which is an enormous part. The most
significant one is oil, which as energy product, in addition to the

direct, also have a strong indirect impact on the price level. The
reduction in personal consumption, i.e. imports of consumer
goods will more and more influence the improvement in the
current account deficit. Also, specific positive effects may be
expected when the inflation is in question, primarily as a result
of the decline in prices of energy products, food and some
consumer products.

Allinterdependences to which the crisis may lead can be shown
in the following scheme:

Productivity and |
Y

Better protection
from risks

employment in
construction, industry
and tourism

Decline in prices
of energy products
and other related
prices

Real sector

Y

Caution Lending
with borrowings interest —
tes \ | Recapitalisation of banks
A Prudential measures
Interest
Deposit rates -
interest RE}SO!V'_“Q Prevention of transmitting
rates Banking sector liquidity | problems in the banking system,
Stimulating of savings (growth) Y problems freezing of the economy of
and maintaining Foreign in the banking aggregate demand,
conﬁqence in the interest rates sector / slowing down of economic
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Less available funds for

Measures of restricting
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the economy

More expensive

Slowing down of
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growth and the
growth of
foreign debt

Restrictive fiscal policy

Y

Reduction of
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Balance
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Box 11- Movement of GDP per’ capita

Recently, the Eurostat has published the data on GDP per capita? measured by the purchasing power of the EU
member states and of countries in the process of the EU accession. The largest GDP per capita, representing 267%
of the EU 27 average for 2007, was that of Louxembourg. Of the new member states, the highest level was that of
Slovenia 89% of the EU 27 average. Concerning the region, the highest level was that of Croatia, then of Montenegro
and Romania. GDP per capita in Montenegro represented 41% of the EU 27 and compared to 2005 it rose by 10
percentage points, which is the largest growth. This may be a good indicator of fulfilling the part of economic
Copenhagen criteria requiring the existence of the efficient market economy and the ability of producers to fight
with the pressure of competitiveness and market forces within the EU.

Table 1- GDP per capita against the purchasing power, EU 27=100

| 2005 | 2006 | 2007
EU 27 100 100 100
Eurozone 110 110 110

Selected “old" EU members
Luxembourg? 254 267 267
Ireland 144 157 150
Netherlands 131 131 131
Great Britain 122 120 119
Germany 17 116 15
France m 109 109
Greece 93 94 95

Selected “new” EU members
Slovenia 87 88 89
Czech Republic 76 77 80
Estonia 61 65 68
Hungary 63 64 63
Poland 51 52 53

South-East Europe

Croatia 50 52 54
Montenegro 31 35 414
Romania 35 38 41
Bulgaria 34 37 37
Serbia 32 33 33
Macedonia 28 29 30
Bosnia and Herzegovina 25 27 29
Albania 22 23 24

Source: Eurostat News release, 176/2008

" Eurostat news release 176-2008, December 2008

2 The estimation was based on GDP values calculated in accordance with the international standards for the calculation of the system of
national accounts, taking into account the new methodology of calculating the services of financial mediators (FISIM), which was not
implemented in Turkey, Montenegro, Macedonia, Croatia, Serbia, Albania and Bosnia and Herzegovina

3 The reason for a high rate for Luxembourg lies in the fact that Luxembourg has large import labour force (non residents in Luxembourg)
which was not taken into account during GDP calculation per capita.

“Value of GDP per capita for Montenegro was based on projections for 2007



Alogical question is what to do in the following year. Bearing in
mind the exceptionally high level of uncertainty, it is sure that
Montenegro must not remain neutral and that it must carefully
follow what s happening. In case the global crisis does not have
greater impact on Montenegro, we should continue the ordinary
economic policy and reforms planned for this year. However, such
scenario looks little possible in this moment. Also, Montenegro
should have ready “arsenal of measures” that may appear in
case of recession, although in this moment its occurrence looks
little likely. This means that probably somewhat higher degree
ofinterventionism will be necessary in the upcoming period than
inthe previous. It will be necessary to carefully follow the trends
in the economy and to adjust the economic policy measures to
the current situation in very short intervals.

Of course, the draft program of the Government containing a
wide spectrum of measures the total value of which is about
10% of GDP for this year which should improve the liquidity of
the company as well as facilitate the social standing of the most
threatened categories may be estimated as positive.

Inthe fiscal policy domain, itis important that the planned budget
is based on larger share of investments in the infrastructure, ie
increase in the share of the capital budget. During the selection
of the infrastructural project, the priority should be given to
those projects in which the local construction operational staff
will significantly participate. However, in case of exceptionally
unfavourable developments, the implementation of some larger
capital projects (for example, the construction of the highway)
should be delayed.

It would be of great importance to activate at least one large
foreign investment (Velika Plaza, Valdanos, Jaz and alike), as
it may run the whole economy. When the privatization is in
question, we should adopt very careful approach and if some
individual companies cannot get adequate offers, then probably
better option is to delay their privatization for a certain period
of time.

The promotion of the tourist offer should be “strengthened”, and
the Government should increasets share in co-financing of large
cultural and sports manifestations in order to attract additional
tourists. In order to stimulate employment, reliefs for the new
employees should be of special importance.

As a result of good policies from previous years, there are
significant resources saved, and if a need appears, they should
be putinto function of improving the liquidity of the economy.
Montenegro is low indebted country and there is a large space
to provide additional financial resources to support the economy
from additional indebtedness. There are numerous credit lines
to withdraw from the international financial institutions and it
would be best to place them to the economy through the banking
system. This would be of great importance, as the first problem
to attack the Montenegrin economy in the upcoming year s its
reduced liquidity, which may give rise to the creation of the non-
liquidity chainin case of the extremely unfavourable scenario. Of
course, the level of indebtedness should not exceed the upper
limit of 60% of GDP planned by the Maastricht.

In case of exceptionally unfavourable scenario, the Government
may create the budgetary surplus, i.e. by increasing the aggregated
demand it may try to foster the economy. However, we should
tend to bring the budgetary deficit in compliance with the
Maastricht criteria, i.e. by the 3% of GDP.

Finally, the economy must not remain neutral expecting the
Government to resolve all problems. It is certain that some
corrections of prices are necessary in certain fields, as well as
restructuring towards other products and services, in order to
overcome the recession pressures coming from the developed
markets more easily. Also, at the micro level, companies must
pay special attention to savings, increased efficiency and the
rationalization of all expenditures. It is clear that the burden of
the current crisis must be divided between the economy and
the Government.
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Box 1.2 - Government programs for the financial sector support

Inalmost all countries central banks and governments undertake measures in order to mitigate the liquidity problem
caused by the world financial crisis. Here is the presentation of the government program for the USA financial sector
supportinselected European states. The difference between the American interventions compared to the European
is that in the USA the primarily reaction was that of the FED, and other institutions were involved later. In Europe
governments adopted sets of measures.

The USAadopted the program of assistance worth EUR 700 billion. Of the total amount, EUR 250 billion was planned
for the purchase of banks’ shares, which will be transferred to the government ownership, and $540 billion was
planned for the purchase of commercial securities. In the upcoming three years the Vault will guarantee all new
debts of banks in order to foster the interbank crediting. The USA guarantees all non-interest deposits (mainly
MSP), and the limit was raised from $ 100 000 to 250 000 for other deposits.

France prepared an package of assistance worth EUR 360 billion. Some EUR 40 billion was planned for government
companies to take over sectors in problem banks, while EUR 320 billion was planned for guarantees for new loans
with the maturity date of up to 5 years. In addition, the French Government announced the payment of EUR 10.5
billion to the group of six largest national banks (Credi Agricol EUR 3 billion, BNP Pariba EUR 2.55 billion, Societe
Generale EUR 1.7 billion, Credit Mutual EUR 1.2 billion, Kas Deparnje EUR 1.1 billion, Bank Populer EUR 950 billion)
in order to overcome the effects of the financial crisis. As conditions for the government assistance restrictions of
top managers’ salaries as well as their bonuses were planned.

Germany prepared a package of assistance worth EUR 500 billion. Some EUR 400 billion was planned for guaranteeing
of banks’ indebtedness, EUR 70 billion for the “cleaning of contaminated” balance-sheets of banks, EUR 20 billion
for the coverage of potential losses on the basis of already issued guarantees and EUR 10 billion for taking over of
problem assets. As a condition for government assistance amaximum manager salary of EUR 500,000 was planned
as well as the restriction of bonuses. The government guarantees all deposits (previously by EUR 20,000).

Spain prepared the program of assistance worth EUR 100 billion. The whole amount was planned for guaranteeing
of interbank loans in 2008. This program is expected to be expanded in 2009. The possibility that the government
purchase the banks’ shares was also planned. Level of guaranteed deposits was raised from EUR 20,000 to EUR
100,000.

Italy prepared the program of assistance worth EUR 20 billion. The concrete purpose of funds was not specified,
and the possibility for increasing the amount of approved funds was remained if necessary, which was done in
November on the total amount of EUR 80 billion, not only as an assistance to the financial system, but also to the
economy and households. It was emphasized that the Government will most likely implement the recapitalisation
of the UniCredit Bank, unless otherwise recapitalisation is not possible. A space for increasing of this amount was
remained if necessary.

Austria prepared the program of assistance worth EUR 100 billion. Of the total amount, EUR 85 million was planned
for guarantees forinterbank loans, and EUR 15 billion for the recapitalisation of banks. Level of guaranteed deposits
was raised from EUR 20 000 to EUR 100 000.



1.3. Activities

1.3.1. Industrial output

In the first nine months this year the industrial output was
3.9% higher compared to the same period of the previous year.
The increase in the volume of industrial output was primarily
influenced by the growth in the production of electricity, gas
and water supply (52%) and mining and quarrying (29.6%).
Compared to the same period of the previous year, reduced
production volume was registered only in manufacturing industry
by 7.6%.

The production decline was recorded in twelve branches of
the manufacturing industry, which make 67.1% of the
total industrial production. Lower production was recorded
in the sub-sector of base metals and metal products (-8.5%);
chemical products and fibres (-30.3%); products of other non-
metal minerals (-2.3%); machines and devices, other (-6.2%);
paper, issuing and printing (-11.1%). What concerns is the decline
in production of base metals (-6.9%), as with its share in the
total industrial production (45.7%) it may decisively influence
the production developmentin the manufacturing industry. The
production decline in this area was connected to insufficient and
non-profitable production in the Aluminium Plant. The remaining
four sub-sectors in which the production decline was registered
(processing of wood and wood products, rubber and plastic
masses, mechanical devices and household apparatuses as well as
production of means of transport) could not significantly influence
the decline in the manufacturing industry. The growth was
recorded in four sub-sectors of manufacturing industry ranging
between 10.1% in the subsector “food products, beverages and
tobacco” and 39.6% in the subsector “manufacturing industry-
other”. Observed by months from the beginning of the year, an
increase of production was registered in all months except in
August and Septemberin the production of food and beverages,
which resulted in a 17% growth in nine- month period of this
year in relation to the previous. An evident growth in this field
was not unexpected, as the Ministry of Agriculture, forestry and
water supply runs a range of activities in this area. Namely, in
this period a Draft Law on Agriculture and Rural Development
requlating the development of agriculture and rural areas was
submitted, aiming at better organization and affirmation of
agricultural or food production.

Graph 1.1- Industrial output
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For the first nine months this year, the production of electricity,
gas and water supply was 52% higher than in the previous
period. In addition to the exceptional growth of production
registered in February and June, the production increase was
registered in Auqust (4%) and September (65%). In August,
the Thermal Power Plant “Pljevlja” registered the record monthly
output, which contributed to a4% growth in Augustin this field,
whereas, due to the reqular annual repair, the Hydro Power- Plant
“Perucica” was out of operation from 5 August to half- September.
Atthe beginning of August an Action Plan for the Improvement of
the Development of Small Hydro Power Plants in Montenegro was
signed. The decision to construct small hydro-power plants, on
the basis of socio-economic and the environmental protection
criteria represents the new development potential in the economy
of Montenegro, which will help to provide the additional capacity
of electricity in more payable and economically responsible
manner.

In this period were continued activities related to the construction
of the second block of the Thermal Power Plant “Pljevlja”,
which construction would resolve the electricity deficit which
is constantly present in Montenegro to the highest possible
extent. The Board of Directors of the Electric Company chose this
model of the public-private partnership for the construction of the
second block of the Thermal Power Plant Pljevlja. In addition to
ownership, this model implies the organizational transformation
of energy complex TEP-RUP. In this period, the selection of the
most favourable bidder for the preparation of the Idea Project and
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Graph 1.2- Industrial output by sectors, Q 2000=100
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the Study of Justification of the construction of “Thermal Power
Plant “Pljevlja Il” was performed, and the planned deadline for
the preparation of project documentation is seven months.

The procedure for recapitalisation of the Electric Company which
intends to provide certain financial resources for financing of the
most significant investment projects in the Electric Company
(construction of the new and the revitalisation of the existing
objects) was initiated. An Action plan for implementation of
Energy development strateqy of Montenegro by 2025 was
prepared for the period from 2008 to 2012, and an important
segmentin the Plan refers to the field of energy efficiency. An
Operational Plan for energy efficiency was determined (2008-
2009), which implementation starts with the project “Year of
Energy Efficiency”.

Following the developments in industrial production (Graph
1.3) we can say thatin a very long-term, there s a positive trend

Graph 1.3- Industrial output- linear
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from the attitude of an index, so that the annual growth at the
monthly level was 0.29 index points on average.



1.3.2. Tourism

Although there were opposite opinions on the success of the
tourist season in this year, the data show that the growing trend
when tourists” arrivals and overnights as the main statistical
indicators are in question was evident.

Thus, according to Monstat data, in the first nine months
Montenegro was visited by 1,119 of tourists, which was 4.9%
more than in the same period of the previous year. Number of local
tourists' arrivals increased by 5.6%, and the foreign ones by 4.8%,
whereas the local tourists registered somewhat less overnights
for nine months of this year, compared to the same period
of the previous (-3.1%), while the foreign tourists registered
more overnights by 7%. If the structure of tourists” arrivals by
locations is observed, 91% of total registered overnights related
to seaside resorts, while number of arrivals to mountain resorts
decreased by 0.26% compared to the same period of the previous
year. For the first nine months, seaside resorts were visited by
4.8% of tourists more than in the same period of the previous
year, and the number of overnights in seaside resorts already
increased by 6.1%.

In the observed period 7,446.4 thousand of overnights were
recorded, which is the growth of 5.8% compared to the same
period of the previous year. The increase was registered in the
number of tourist overnights from Austria (4.6%), Belgium
(10.49%), Denmark (14.3%), Norway (14.8%), Germany (13.2%)
and Poland (16.6%). Registered number of overnights from
neighbour countries was on the uptrend, so that a growth in the
number of tourist overnights from Croatia (89.3%), Macedonia
(41.7%), Serbia (8.4%), and Bosnia and Herzegovina (6.7%)
was registered, while there were less overnights of tourists
from Slovenia (-13.5%). In recent years, tourists from Russia
traditionally registered positive statistics when overnights are
in question (14.4%), and the number of tourist overnights from
Estonia and Latvia also rose. Arrival of larger number of tourists
was contributed by the number of flights on the existing lines and
opening of new lines during the tourist season, like London-Tivat,
Milano-Tivat and Zagreb-Podgorica. Increased number of visitors
was also contributed by the organization of the concert of the
worldly famous pop-star in September this year, who additionally
promoted Montenegro as a destination worth visiting.

Graph 1.4- Tourists’ arrivals in period
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As in previous quarter, activities which make Montenegro
recognized and quality tourist destination were continued. In
September this year, the National Tourist Organization represented
Montenegro and its various tourist offer at the fair in Paris.
At the largest world cycling fair, which was held from 4 to
7 September in Germany, Montenegro represented activities
on the implementation of the project “Hiking and Biking”. At
the same time, it was the only country invited to present the
national development program of this project. The promotional
map with five top bike paths and one tour around Montenegro
about 1,276 kilometres long was presented at the fair. This is of
exceptional importance, as Euro bike is the leading event in the

¢yclingindustry gathering both the producers and representatives
of service companies and organizations and institutions from
the field of cycling tourism, which should get more importance
in Montenegro. For the third year in a row, the National Tourist
Organization also represented Montenegro at the RDA fair (fair
of automobile tourism) which was held in Colon from 5 to 7
August. This year the fair gathered 1300 of exhibitors from over
30 countries. The representation at this type of the fair opens
the possibility of concluding agreements of round bus tours and
organizing of group travels in cooperation with different tourist
agencies from Montenegro.

Box 1.3- WTTC- Economic research of travel and tourism for 2008

According to the latest estimations of the World Travel and Tourism Council (WTTC) for 2008 and forecasts by 2018,
Montenegro was classified among the leading destinations in the world according to prognoses of the travel and
tourism sector. According to the WTTC estimations, indicators showing the growth in this sector in 2008 are:

« Real growth of GDP in the tourism as economic activity by 15.8%
« Real GDP growth of wider tourism-generated economy by 15.5%

« Growth in capital investments by 29.5%
+ Increase in business travels by 10.8%

+ Increase of employment in tourism as economic activity by 14.5%
+ Increase of employment in the total tourism-generated economy by 14.3%.

According to the WTTC projections, the tourism sector would employ 16 thousand of people in 2008, which would
make 10% of the total number of employees in Montenegro. According to the official statistical data from the
third quarter of the current year, an average number of employees for these three months was 16,002 of persons
in the Hotels and restaurants sector, which makes 9.5% of the total average number of employees from the third
quarter. Official data point to the good projection when the employment in the tourism sector or in the hotels and
restaurants sector is in question. According to the WTTC projections, number of employees by 2018 should reach
the figure of 25.8 thousand or 14.7% of the total number of employees.

This tourist season was followed by certain negativities like
unfinished construction works on certain road sections,
insufficient number of parking spaces, water supply problems etc.
Quality water supply is one of the main prerequisites for further
tourism development, so that the Government of Montenegro
dlassified the project of constructing the regional water supply
problem inits priorities, to be implemented by planned dynamics.
To that end, an operational team for monitoring the construction

regional water supply system was formed. Planned date for the
completion of construction works on the water supply system
is 1 June of the following year, and putting the system into
function is expected in September 2009. During the season,
tourist inspection strengthened activities directed towards the
registration and legalisation of private accommodation, which
influence the reducing of grey economy in the tourism sector
year by year.



In this period, the Law on Mountain Paths was adopted, requlating
conditions and the way of determining the network of mountain
paths, their classification, categorization and the range of other
issues significant for their use. This is about the introduction of the
Bed&Bike quality standards and services of this tourist product,
representing an important marketing instrument for all types
of accommodation capacities. These activities may contribute
Montenegro to reach the leading position in the Mediterranean
in mountain-climbing and “mountain biking”.

The following year will bear numerous challenges when tourism
isin question. Itis certain that the influence of the Global crisis
will result in the employment decrease and reduction of salaries
atthe global level. Therefore, the natural reaction of individuals
to the reduced living standard is first to “deprive themselves” of
what least threatens their standard. In such conditions tourists’
travels are usually “first to be affected”, so that itis exceptionally
important to strengthen the tourist promotion for the upcoming
season, and for the government to consider large cultural and
sports manifestations that may attract significant number of
tourists, but the part of the adaptation burden must be taken
over by the tourist companies themselves. Price level of tourist
services in Montenegro is higher than in some competitive
destinations and the real reaction in such conditions would
normally imply the reduction in price level.

1.3.3. Forestry

In the first nine months this year 189.9 thousand of m’ wood
products were produced, which was 2.42% less than in the
same period of the previous year. The reason for somewhat
lower production may be the delay in allowing concessions for
the exploitation of forests in the regional unit Pljevlja. Namely,
the Forest Administration recovered (cancelled from July) the
open competition for this area in August and forests in three
household units were offered to seven years.

In the Il quarter activities related to the creation of more
favourable conditions for the forestry sector development were
continued. The range of international projects were continued
(Forestry Development in MN- FODEMO project; strengthening
of staff potential and the economy in forestry- FOPER project;
reconstruction of eroded surfaces in the basins of Tara and Lim
rivers; the development of the hunting tourism and alike).

1.3.4. Construction

The value of performed construction works in the first three
quarters this year was EUR 209.8 million, and it was 65.2% higher
compared to the same period of the previous year; measured
by effective working hours it increased by 25.6%. According to
Monstat data, the value of new contracts on buildings amounted
to EUR66.7 million, which was by 100.4% more than in the same
period of the previous year, and the value of new contracts on
other buildings was EUR 87.6 million, or 74.6% more.

The Law on Space Planning and the Construction of Facilities
comprising the Law on Construction Land, the Law on Space
Planning, the Law on Construction of Facilities and the Law on
Town Development and Construction Inspection were adopted.
This set of laws should provide the stability of the construction
conditions, as well as the simplification of the procedure related
to the construction of facilities, which may be an incentive to
new investments.

In half-September this seminar was organized for the
representatives of the Montenegrin municipalities, having the
presentation and betterimplementation of the new Law on the
Space Planning and the Construction of Facilities as a goal.

In addition to the exceptionally high growth in the current year,
the construction was one of the branches which will suffer
negative effects in the upcoming year. The housing construction
will be especially affected, as the number of constructed facilities
was too large, and some construction companies are highly
indebted. We can state freely that under the influence of large
difference between the cost price and the selling price per m2
large number of individuals and companies, who performed this
activity earlier, started the construction of residential facilities,
without any serious research whether the specified facilities can
be sold. Less demand for apartments in the next year will be
influenced by large number of factors:

« Less offer of loans and the increase in interest rates
will influence less individuals will be credit worthy to
obtain the residential loans

« Less foreigners will decide to purchase the real estates
in Montenegro, and

« The real estate sale to foreigners at the seaside will be
significantly reduced, and on that basis, the real estate
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purchase in Podgorica and in other parts of the country
as well.

The construction sector should look for its opportunity in reducing
the selling price in the upcoming year, which can be attainable
bearing in mind that there is a significant difference between
the selling and the cost price. Also, itis necessary to perform the
reorientation of the residential construction to the reconstruction
of tourist facilities, as well as to enable the participation in
projects related to the infrastructural improvement. In these
fields, the significant share was that of the foreign construction
operational staffin previous years. Also, the government should
take care when the infrastructural projects are in question, that
the priority should be given to those facilities on which local
companies can be employed

1.3.5. Transport

In the first nine months this year, 13.7% less passengers were
transported in road transport than in the same period of the
previous year. The reason for the reduction in number of
transported passengers was reconstruction of certain roads
and recovery of sections on certain road directions, which
were not finished by the beginning of the tourist season which
conditioned the reorientation of passengers to railway and air
transport. As for the transport of goods, an increase of 60.2%
was registered in road transport. According to Monstat data
the railway transport of passengers rose by 9.5% (measured
by passenger kilometres), while the transport of goods was
reduced by 54% (measured by tonne kilometres). These data
point to the reorientation in the transport of the part of goods
from railway to road transport.

Therepresentatives of the European Investment Bank, Montenegrin
Government and the Railway Company signed the contract on
the implementation of the project of urgent reconstruction of
the railway infrastructure, worth EUR 7 million.

Positive results were registered in air transport and in the first
nine months 951 thousand of passengers were transported,
which was by 10.2% more than in the same period of the
previous year. Establishing of new reqular air lines, as well as
increased frequency on the existing ones due to summer tourist
season, influenced the growth of the turnover in this area. The

Graph 1.7- Transport of passengers in road
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improvement of the turnover in air transport was contributed by
the procurement of the new plane, and the contract on purchase
of the plane Embraer 195 was signed in September. In the
first nine months, 18.24% more goods were transported in air
transport compared to the same period of the previous year.

In maritime transport, the transport of goods decreased by 14.2%.
For the first nine months, the total turnover in ports was 1,464.3
thousand of tonnes, which was 7.7% less if compared to the first
nine months of the previous year. In relation to the total turnover,
34.9% related to exports, and it was reduced by 16.3%, whereas
63.4% referred to imports, and it decreased by 4.15%.

In July, the Montenegrin Government adopted the Transport
Development Strategy for which implementation about EUR



1.97 billion will be needed in the upcoming ten years according
to estimations. The document aims at improving the safety
and security, increased quality of transport services, fostering
of economic development through more efficient and cheaper
transport, minimizing of negative influence of transport
development and its infrastructure on the environment and
the society asawhole, as well as the integration in the European
Union through the connection to the European transport network.
Medium-Term Development and Maintenance Program for State
Roads from 2008 to 2011 were adopted. By this Strateqgy, or
middle-term program the Government moves from the reqular
investment maintenance to the set of strategic programs (roads
construction).

The Strategy predicts the continuation of activities on the
construction of Bar-Boljare and the Adriatic-lonian highways,
then the reconstruction of the Bar-Belgrade railway and the
completion of Podgorica-Niksic railway modernization. Also, the
recovery and modernization of the railway Podgorica- Skadar
was planned, as well as the construction of the terminal for the
combined transport on railway stations Bar, Podgorica and Bijelo
Polje as well as the continuation of activities directed towards
construction and reconstruction of the infrastructural projects
in the Port of Bar, Marina Bar as well as the revitalisation of the
Port of Virpazar.

The reconstruction of roads from the seaside towards the border
with Serbia, from Niksic towards Bosnia and Herzegovinian
border over Scepan Polje and the construction of the highway
Cetinje-Niksic as well as the implementation of the rapid highway
project were planned.

1.4. Prices

Measured by the costs of living, prices rose by 6.4% in September
of the current year compared to the previous year-end. Prices of
services increased by 7%, while those of goods rose by 6.4%. The
largest annual growth was registered in June this year (11.4%),
after which there was the gradual decrease in the annual inflation,
so thatin September the annual growth in the costs of living was
8.5%. For the first nine months, the inflation, measured by the
Consumer Price Index, increased by 6.5%, and it amounted to
8.4% at the annual level.

Graph 1.9 -Costs of living
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A 6.4% growth in the costs of living was equally influenced by
the prices of goods and those of services. Prices of food products
increased by 6.5% and registered a share of 51.35% in total
inflation. Food prices increased significantly. Prices of bread flour
type 500 increased by 11.8%, fresh and processed fruit 8.7%,
fresh and processed meat 7%, fresh and processed milk 10.4%,
and prices of grease rose by 26.2%. In addition to expenditures
for food, the total growth in the costs of living was influenced
by the increase in prices of electricity by 20.85%, which share in
total inflation was 19.7%, prices ofliquid fuels and lubricants by
11.7%, those from the category “education, culture” by 3.8% and
from the category “transport and PTT" by 10.21%. The increase
in prices from the category “transport and PTT" was mostly
influenced by the growth in prices of passengers transport by
23.2%, as well as the increase in prices of expenditures for the
maintenance of vehicles by 33.9%.

The annual rate of core inflation was 7.83% in September, and it
was 0.69 percentage points lower than the total annual inflation
registered in the same month. This points to the fact that the
inflation was not caused only by external factors (increase in oil
price), but that it was largely generated by internal factors.

Since January when it was 88.35 USD/barrel prices of OPEC
reference basket was on a constant uptrend from July when it was
131.22USD/barrel. The decline in the price of reference basket was
registered in August by 14.3% compared to the previous month,
while the price of the reference basket in September declined
by 96.85 USD/barrel. In the first nine months, the average price
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Table 1.2- Share of individual categories in total inflation

Weight % Growth rate | Contribution Shﬁ:ﬁ;;;ﬁtal
TOTAL 10.000 106,42 6,42 6,42 100,00
Food 5.046 106,53 6,53 3,30 51,35
Tobacco and beverages 694 103,08 3,08 0,21 333
Clothes and footwear 845 101,12 112 0,09 1,47
Housing 1.259 112,14 12,14 1,53 23,82
Electricity 605 120,85 20,85 1,26 19,66
Hygiene and health 712 100,31 0,31 0,02 0,34
Education, culture 460 103,83 3,83 0,18 2,75
Transport and PTT services 984 110,21 10,21 1,00 15,66
Liquid fuels and lubricants 400 mn 11,71 047 7,30
Transport and PTT services 414 105,30 5,30 0,22 342
Goods 8.994 106,35 6,35 5,71 89,00
Services 1.006 107,02 7,02 0,71 11,00
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Source: Monstat and the CBM estimations

of Brent oil was 111.04 USD/barrel, and its highest price was
registered in July amounting to 133.19 USD/barrel. The key
factors which influenced the growth in oil prices were tensions
between Iran and the West, military conflicts in Georgia as well as
different speculative activities. Price fluctuation, in one moment,
was contributed by closing of American refinery capacities due
to strong hurricane which affected certain parts of the USA. The
decline was due to weakening of the American economy and
the decreased demand for that product in leading consumer
countries, mainly under the influence of the global crisis.
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The comparison of the growth rate of the costs of living in the
first nine months this year pointed to the fact that the prices
of goods and services equally contributed to a 6.4% growth
rate compared to the same period of the previous year, while
an increase in prices of services was more significant than that
in prices of goods in the previous year. In the first nine months
this year, the growth in prices of food products registered a
significantincrease compared to the same period of the previous
two years. Prices of goods increased by 6.3%, while those of
services rose by 7%.

Table 1.3- Costs of living (percentage change)

IX'06 | IX'07 | IX'08
XII"05 | XI1'06 | XIl'07

TOTAL 1,7 55 6,4
Food 2.2 4,0 6,5
Tobacco and beverages 04 03 3,1
Clothes and footwear 0,2 1,0 1,1
Flat 3,3 3,7 2,8
Fuel and lightning 1,0 253 18,5
Furniture 04 0,7 14
Hygiene and health 0,5 0,6 03
Education, culture 2,2 2,8 38
Transport and PTT 29 13,1 10,2
Goods 1,8 4,8 6,3
Services 1,2 11,9 7,0

Source: Monstat



Box 1.4- Inflation movement and food prices in Montenegro and in the
environment

Graph 1- Annual growth (June 2008/June 2007)

Inaddition to the increase in prices of energy
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Somewhat more expressed increasein prices
started from September of the previous year
(caused by the drought and the increase
149 in energy products), so that the growth
continued in the first half of this year.
High growth in food prices was registered
in Serbia, Macedonia, Hungary, Slovenia,
Croatia and it would be twice higher than
the total increase in consumer prices.

The increasing tendency in food prices was
presentin all observed countries, especially

in Serbia. However, after the second quarter

September 2007)

Graph 2- Annual growth in % (September 2008/

there was a sensible decrease in the annual
rate related to food which can be seen in
Graph 2.
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Herzegovina

a stabilization in food prices (and oil prices
registered a sensible decline at the third
quarter-end), they are still exceptionally
high and exert a significant pressure on
the inflation. Higher annual growth rate
(in September) than the one registered
in Montenegro, when food is in question,
had Macedonia, Bosnia and Herzegovina
and Serbia. However, the growth rate of
food prices in Montenegro was below the
regional average.

Serbia

On the Graph 1.11 the published HCPI data were used as an
inflation indicator (harmonized consumer price index) as well
asthose of the CPI (consumer price index). There was the decline
in the annual rate of inflation in most countries in September.
The annual inflation in the Eurozone was 3.6% in September,
and the components with the highest annual growth were food
(5.7%), residence (6.2%), and transport (5.8%). Higher inflation

than the one registered in Montenegro (8.4%) was in Bosnia and
Herzegovina, Estonia, Serbia, Lithuania, Bulgaria and Latvia.

Retail prices rose by 7.9% during the first nine months, due to
a71% growth in industrial production, as well as the increase in
prices of services which were 13% higher. Within the category of
industrial production the prices of industrial and food products
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Graph 1.11 - Annual inflation in selected
countries, September 2008
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registered an 8.6% growth. In addition to food prices, high
growth rate was also influenced by the prices of electricity
(20.87%), liquid fuels and lubricants (12.6%) as well as prices
from the category “transport and PTT services” which rose by
15.7%. The annual growth of retail prices in September was
9.8%.

Producers’ prices of manufactured productsrose by 13.9%
during the first nine months. Prices from the category “mining
and quarrying” grew by 18.9% in the first nine months, those
in manufacturing industry rose by 15.8%, whereas the prices of
electricity, gas and water supply increased by 7.9%. The annual
growth rate in June was 17.1%.

1.5. Labour market

In the reporting period, number of employees was 165.314 on
average, and itwas by 6.1% higher than in the comparative period.
The largest growth in the number of employees was registered
in the construction sector by 34.1%, hotels and restaurants
by 30%, fishery by 16.2%, financial intermediation 11.9%,
transport, warehouse and communications by 11.8%, production
of electricity, gas and water supply by 8.8%. The decline in the
number of employees was registered in the manufacturing
industry by 5.9%, and the mining and quarrying by 1.6%.

Graph 1.12 - Number of employees
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Graph 1.13 - Structure of employees
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Observing the structure of employees, in relation to their average
number in the first nine months of the current year through the
three main sectors (production, services and the public sector) it
canbe observed that most employees were in the services sector
(42%), than in the public sector (31%) and in the production
sector (27%).

Number of registered unemployed persons was 29.861 on
average in the first nine months this year, or 15.5% less than
in the same period of the previous year. According to data of
the Employment Agency there were 28.276 persons looking
for employment on its records in September. In September, the
Government of Montenegro represented the project “Stimulating
of Employment in Montenegro, with the Accent on the North



Region” and announced the beginning of the campaign under
the parole “Job for You". As one of the strategic development
branches in Montenegro, the agriculture, which represented
a significant potential for the new employment and regional
development, and especially the livestock production, are still
significantly based on the application of traditional methods.
This imposes the need, nat only for credit investment in a certain
entrepreneur idea, but also in an additional education with a
view to its more successful implementation. The education in
the field of agriculture will be organized and implemented by
the Employment Agency of Montenegro in cooperation with the
Ministry of Agriculture, Forestry and Water Supply and it will be
the necessary precondition for obtaining the credit support.

Salaries

In the first nine months, an average salary in Montenegro
amounted to EUR 601 and it was by 24.43% higher compared
to the same period of the previous year. An average salary
without taxes and contributions was EUR 410, which is a 25%
growth compared to the same period of the previous year. The
largest salaries without taxes and contributions were registered
in financial intermediation, EUR 853, while the smallest salary
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was recorded in fishery, EUR 140. The largest growth of salaries
without taxes and contributions was registered in education sector
38.7%, health and social work 37.8%, government administration
and social insurance 33.5%, which is the consequence of the
exceptionally low base registered in the first half of the previous
year, as more significantincrease of salaries in these sectors were
registered in the second half of 2007,

Box 1.5- Average salaries by countries of former Yugoslavia, August 2008

By netamount of average salary Slovenia rates as first, while Croatia is second by average. In the observed countries,
salaries mainly increased nominally, while the real growth, or the decline, was different by countries. In August,
Montenegro registered the largest real growth compared to the same month of the previous year by 15.1%, Serbia
by 5.5%, Macedonia by 0.8%, while in Croatia was registered the decline of 0.9% .

Table1- Salaries in countries of former Yugoslavia, in EUR (rating according to the gross

amount)
Country Net salaries Gross salaries
Slovenia 909 1405
Croatia 720 1041
Montenegro 426 625
Serbia 431 601
Bosnia and Herzegovina 391 578
Macedonia 259 421

Source: Statistics agencies and central banks of given countries
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1.6. Results of processing of financial reports of legal persons in Montenegro

In 2008, the Central Bank of Montenegro continued the project
of processing the annual financial reports of legal persons in
Montenegro, subject to the obligation of submitting these reports
to the Commercial Court in Podgorica, according to provisions of
the Law on Companies and the Law on Accounting and Audit.
By 15 September 2008, 12.893 oflegal persons submitted these
reports to the Commercial Court in Podgorica for 2007. Of these,
the Central Bank of Montenegro processed 12.853 of these
reports. With that, a mere 40 reports were not processed due
to their submission on irreqular or non-adequately filled forms.
This number was significantly lower than in the previous years,
which points to the more consistent respect of the main rules
for completion of financial reports. With respect to the fact that
the percentage of processed reports was less in relation to the
total number of registered legal persons obliged to deliver them,
the aggregate indicators obtained by processing of submitted
adequately filled reports can be considered as conditionally
representative for the Montenegrin economy.

1.6.1. Methodological remarks

Economic subjects in Montenegro compose reports according
to the International Accounting Standards (IAS) or International
Financial Reporting Standards (IFRS). The annual financial
statements of economic subjects were classified and aggregated
according to the legal and international rules of financial and
statistical reporting to the following levels: area of economics,
branch of the economy, economic group, economic sub-group.
Also, in addition to the specified vertical level, all balance sheet
micro-aggregates were classified at the horizontal level to the
economic level of Montenegro and its municipalities.

1.6.2. General results of processing of the
main financial reports - General
remarks

Arange of balance sheet aggregates was obtained by processing
of the main financial reports, which, together with the specified
restriction, can be considered as microaggregates representative

for the Montenegrin economy. The balance-sheet microaggregates
of economic subjects of Montenegro were obtained from the
main, legally binding forms-models prescribed by the Institute
of Accountants and Auditors of Montenegro. 0f 12.853 processed
reports, 12.334 related to companies, 285 to non-government
organizations, 143 to establishments and institutions, 56 to banks,
insurance and reinsurance companies and brokers, 27 to stock
exchanges and brokers and 8 to investment funds. On the basis
of the processed reports, balance sheets or income statements
were prepared according to the specified groups as well as at the
aqggregate level. Except for the microaggregates specified, several
types ofindicators on the success of operations by processing of
the main financial reports from the balance sheet and income
statement were reached.

1.6.3. Balance sheet of economic activities

(0f12.334 of the main financial reports related to companies, the
aggregate balance sheet of the Montenegrin economy was formed
for 2007 (Table 1.4). General conclusion is that all assets items
increased. So that the total assets of companies in Montenegro
as of 31 December 2007 was EUR 10.27 million, which was by
50.4% more than in 2006 (EUR 7,266.4 million).?

The fixed property was expressed to the amount of EUR 7,635.4
million or 69.9% of total liabilities. Compared to the previous year
itincreased by 49.2%. The working property amounted to EUR
3,292.1 million or 53.1% more than in the previous year.

The value of real estates, plants and equipment was EUR 6,521.6
million or 59.7% (63.3% in the previous year) of total assets.
The value of this balance sheet item, consisted of land, forests,
several-year plants, main livestock, construction facilities, current
investments, equipment and other material and non-material
property increased by 41.7%, compared to 31 December 2006.
Increased value of this balance sheet item was registered in all
sectors, and the largest growth was in the real estate business
(152.6%), construction (134.3%) retail and wholesale trade
(71.5%) and hotels and restaurants (41.2%).

> The fact that 2826 more main financial reports of companies were submitted in 2007 than in the previous year must be taken into account,
which makes comparisons more difficult, as it is not possible to determine which of the companies existed previously, and how many of

them did not register their financial reports.



Receivables from buyers were specified to the amount of EUR
1,332.0 million, which was by 38.1% more than in the previous
year. These receivables make up 12.2% of total assets, and
the largest portion (74.5%) of their value was expressed by
sectors: retail and wholesale trade (EUR 489.9 million or 36.8%),
manufacturing industry (EUR 180.1 million or 13.5%), real estate
business (EUR 172.5 million or 12.9%) and the construction
sector (EUR 150.5 million or 11.3%).

The value of stocks (goods, materials, raw materials, spare parts,
small inventories, unfinished production, ready-made products,
fuels, package etc.) amounted to EUR 935.9 million at the end of
the reporting period (8.7% of total assets) and it increased by
50% compared to the previous year. Of the total value of stocks
79.5% related to the following sectors: retail and wholesale
trade (EUR 442.4 million or 46.4%), construction (EUR 166.5
million or 17.4%) and the manufacturing industry (EUR 149.7
million or 15.7%).

As of 31 December 2007, companies in Montenegro expressed
EUR 515.2 million of cash and its equivalents, or 84.7% more
thanin the same period of the previous year. Sight deposits were
recorded on this balance sheet item, as well as assets in the vault
and on accounts with banks and other financial institutions and
other cash equivalents.

Total financial placements of companies in Montenegro amounted
to EUR 757.5 million, or 2.3 times more than in the previous
year. Long-term financial placements (total receivables of the
economy for bills, claims for financial leasing, receivables on
the basis of long-term securities, share in the capital of other
companies and other financial receivables with the maturity
date over one year) accounted for EUR 541.7 million or 71.5% of
the total financial placements. Short-term financial placements
(total receivables on the basis of performed placements which
maturity date is up to 12 months) were EUR 215.8 million and
they increased by 74.1%.

Non-material assets (licences, franchises, patents, « goodwill »
and other non-material assets) was expressed to the amount of
EUR 327.8 million (3% of the total assets) which was by 61.2%
more compared to the previous year.

Unpaid subscribed capital, fixed property intended for sale,
long-term receivables, delayed liabilities, costs paid in advance,

calculated unpaid revenues and other returning property
accounted for about EUR 519.4 million, or 4.7% of total assets.

In the structure of total liabilities of companies in Montenegro,
expressed as of 31 December 2007, the largest part (48.3%)
related to capital and reserves, which amounted to EUR 5,274.1
million, which was by 33.7% less than in the previous year (EUR
3,945.5 million).

Total long-term liabilities were specified to the amount of EUR
2,568.1 million and they rose by 88.9% inrelation to the previous
year, while total short-term liabilities amounted to EUR 3,085.3
million and they grew by 57.3%.

The most part (43.7%) of expressed liabilities of companies in
Montenegro in 2007 consists of the subscribed capital which
included the equity capital, shares in companies, investments,
government and other forms of capital. As of 31 December 2007
it was EUR 4,777.6 million, which was by 20.7% more than in
the previous year. About 54% of the subscribed capital was
expressed in the sector of production of electricity, gas and water
supply (EUR 1,056.1 million or 22.1%), transport, warehousing
and communications (EUR 915.5 million or 19.2%), and the
manufacturing industry (EUR 619.0 million or 12.9%).

Revalorization reserves, which include revalorization effects of
certain forms of property of the Montenegrin companies in 2007,
were EUR 842.4 million (68.7% more than in the previous year)
and made up 7.7% of total liabilities of companies.

Long-term liabilities of companies in Montenegro (long-term
liabilities against related legal persons, matured bills, liabilities
from financial leasing, long-term borrowings and other long-
term liabilities, with the maturity date over 12 months compared
to the balance sheet date) increased by 96.5% in relation to the
previous year. They were expressed to the amount of EUR 2,089.7
million, and their share in total liabilities of companies was 19.1%
(inthe previous year it was 14.6%). Such developments of long-
term liabilities was conditioned by the increase in sectors in
which their largest part was expressed (84.0%), those were:
real estate businesses (3.7 times), retail and wholesale trade (2.6
times), transport, warehousing and communications (2.1 times)
and hotels and restaurants (49.1%). The decreasing tendency in
long-term liabilities was registered in the sectors of agriculture,
forestry and water supply (by 1.1 million or 21.1% compared
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Table 1.4- Aggregate balance sheet of companies of Montenegro 31 December 2007

Condition as of

Condition as of
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Number Item 31 December 31 December % of growth
2007 2006
ASSETS
| FIXED PROPERTY 7,635,410,876 5,116,723,963 49,22
1 Unpaid subscribed capital 30,895,298 29,653,134 4,19
2 Non-material assets 327,783,079 203,287,400 61,24
3 Real estates, plants and equipment 6,521,638,809 4,602,967,358 41,68
4 Fixed property intended for sale 129,030,713 23,908,792 439,68
5 Long-term receivables 59,320,472 45,396,921 30,67
6 Long-term financial placements 541,717,715 199,455,795 171,60
7 Deferred taxes 25,024,790 12,054,563 107,60
Il WORKING PROPERTY 3,292,085,509 2,149,666,570 53,14
8 Stocks 953,854,417 635,939,759 49,99
Receivables from buyers 1,331,970,893 964,472,498 38,10
10 Short-term financial placements 215,794,736 123,973,158 74,07
11 Cash and cash equivalents 515,202,809 278,937980 84,70
12 Charges prepaid 132,398,766 62,544,103 111,69
13 Calculated unpaid revenue 70,858,586 58,029,483 22,11
14 Other working property 72,005,302 25,769,589 17942
I TOTAL ASSETS 10,927,496,385 7,266,390,533 50,38
LIABILITIES

v CAPITAL AND RESERVES 5,274,096,107 3,945,471,928 33,67
15 Subscribed capital 4,777567974 3,959,263,745 20,67
16 [ssue premium 19,690,479 17,395,813 13,19
17 Revalorization of reserves 842,379,087 499,239,225 68,73
18 Other reserves 71,962,790 70,939,525 1,44
19 Undistributed profit/loss -444,750,402 -602,330,953 -26,16
20 Minority interest 7,246,179 964,573 651,23
Vv LONG-TERM LIABILITIES 2,568,062,801 1,359,650,348 88,88
21 Long-term liabilities 2,089,693,557 1,063,216,361 96,54
22 Deferred taxes 70,519,605 53,449,101 3194
23 Long-term provisions 119,151,385 112,439,835 597
24 Other long-term liabilities 157,266,778 84,892,541 85,25
25 Deferred revenue 131,431,476 45,652,510 18790
Vi SHORT-TERM LIABILITIES 3,085,337,477 1,961,268,257 57,31
26 Short-term liabilities from operations 1,818,850,355 1,295,294,920 40,42
27 Short-term financial liabilities 903,676,660 382,331,442 136,36
28 Current part of long-term loans 73,650,130 26,691,541 175,93
29 Liabilities for taxes 165,256,501 141,742,846 16,59
30 Liabilities for dividends 2,778,466 6,436,169 -56,83
31 Short-term provisions 25,964,089 26,088,646 -0,48
32 Calculated liabilities 95,161,276 82,682,693 15,09
VI TOTAL LIABILITIES 10,927,496,385 7,266,390,533 50,38




to the previous year) and the production of electricity, gas and
water supply (by EUR 91.2 million, or 76.0%).

Short-term liabilities from operations (to suppliers, on the basis
of salaries, compensations and other personal income, to the
members of the Board of Directors, for advances, membership
and fees and other) amounted to EUR 1.818, 9 million, which
was by 40.4% more compared to the previous year and made
16.6% of the total liabilities of companies. Such developments,
to a significant extent, was conditioned by the increase of
these liabilities in the sectors of construction (93.8%), real
estate businesses (79.3%), and the retail and wholesale trade
(44.5%), which made up 67.4% of the total short-term liabilities
from operations. Reduction in these liabilities was registered in
three subsectors: mining and quarrying (36.9%), agriculture,
forestry and water supply (8.9%) and the manufacturing industry
(5.8%).

Short-term financial liabilities (on the basis of loans received,
interests, dividends, issued securities and other financial liabilities,
with the maturity date of up to 12 months compared to the
balance sheet) were specified to the amount of EUR 903.7 million,

which was more than 2.3 times than in the previous year. The
largest part (80.5%) of these liabilities was in the sector of
the wholesale and retail trade (EUR 290.3 million), real estate
businesses (EUR 216.6 million), construction (EUR 128 4 million)
and the manufacturing industry (EUR 92.2 million).

As of 31 December 2007, companies in Montenegro expressed
liabilities to the amount of EUR 165.3 million, which was by 16.6%
more than in the previous year. About 65% of these liabilities
was in the manufacturing industry (EUR 56.5 million), retail and
wholesale trade (EUR 33.6 million) and hotels and restaurants
(EUR 174 million). Liabilities for dividends amounted to EUR 2.8
million (EUR 6.4 million in the previous year).

1.6.4. Income statement of companies in
Montenegro for 2007

From 1 January to 31 December 2007 income statement of
companies in Montenegro was prepared according to the nature
of costs method (Table 1.5).

Table 1.5- Aggregate balance sheet of companies in Montenegro 31 December 2007 (in EUR)

Number Item I-X112007 I-XI1 2006
1 Revenue 5.771.058494  4.219.165.772
2 Other profit from business 339.065.344 294.492.929
3 Performed and capitalised work by companies for own purposes 6.427.276 10.267.900
4 Changes in stocks of final products and unfinished production -20.947.184 351.549

Raw materials spent during the period (trade companies

> purchased goods and operating supplies during the period) 3991232729 -2.886.259718
6 Costs of employees -664.810.732 -521.977978
7 Amortization -246.541.368 -218.905.202
8 Reduced value of real estates, plants and equipment -21.808.254 -21.624.665
9 Other business expenditures -916.540.930 -723.141.737
| PROFIT/LOSS FROM BUSINESS ACTIVITIES 254.669.917  152.368.850
10 Net financial expenditure -76.694.650 -37.748.306
11 Share in profit of associated legal persons -217.633 -153.229
12 Income tax -34.772.890 -20.886.264
13 Net profit/loss from discontinued operations -376.724 -9.002.355
Il I NET PROFIT/LOSS FOR THE ACCOUNTING PERIOD 142.608.020 84.578.696
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In 2007, Montenegrin economy registered total revenues to the
amount of EUR 6,116.6 million, which was by 35.2% more than
inthe previous period (EUR 4,524.3 million). Total expenditures
were expressed to the amount of EUR 5,973.9 million, i.e. they
increased by 34.6% in relation to the comparative year (EUR
4,439.7 million).

In the structure of total operational revenues, the largest part
(94.3%) referred to revenues from placed products and services on
thelocal and foreign market, to the amount of EUR 5,771.1 million,
or 36.8% more than in the previous year. Such developmentsin
revenues from sale on the local and foreign market significantly
influenced their increase in the following sectors: retail and
wholesale trade (41.7%), manufacturing industry (19.7%) and
transport, warehousing and communications (23.0%) in which
84.4% of these revenues were registered.

Revenues from sale on the local and foreign market were
registered in the sectors of the wholesale and retail trade to
the amount of EUR 2,602.2 million or 45.1% of total revenues,
manufacturing industry by EUR 852.3 million or 14.8%, transport,
warehousing and communications EUR 697.7 million or 12.1%,
construction EUR 422.1 million or 7.3%, real estate business EUR
406.1 million or 7.0%, production of electricity, gas and water
supply EUR 278.4 million or 4.8%, hotels and restaurants EUR
1794 million or 3.1%, mining and quarrying EUR 66.9 million
or 1.2%, agriculture, forestry and water supply EUR 50.7 million
or 0.9% etc.

Expenditures from operations of companies in Montenegro were
expressed to the amount of EUR 5,861.9 million and they rose by
34.1%inrelation to the previous year. The largest part (68.1%) of
operational expenditures was made of raw materials spent during
this period, expressed to the amount of EUR 3,991.2 million, or
38.3% more than in the previous year. Retail and wholesale
trade accounted for (goods purchased and operating supplies)
52.7% of the total raw materials spent.

Costs of employees amounted to EUR 664.8 million or 11.3%,
and the amortization was EUR 246.5 million or 4.2% of the total
operational revenues.

QOther business expenditures were high and amounted to EUR
916.5 million, or about 16% of the total operational expenditures.
It cannot be seen from the aforementioned microaggregate
whether this expenditure arose on the basis of writing off of
long-term placements, loss from fixed assets, deficits, expenses
for suspicious and contested claims.

As in the previous year, companies in Montenegro expressed
negative financial result with the net financial operations,
profit tax, share in the profit of associated legal persons and
discontinued operations, to the amount of EUR 112.1 million.
Almost a whole (99.4%) of these financial expenditures related
tothe net financial expenditure (EUR 76.7 million or 68.4%) and
current and deferred profit taxes (EUR 34.8 million or 31.0%).

1.6.5. Sector analysis of operational result of
companies in Montenegro in 2007

In 2007, Montenegrin economy registered the gross profit from
operational activities to the amount of EUR 254.7 million, which
was by 67.1% more than in the previous year, whereas the
net profit for the accounting period was EUR 142.6 million
and increased by 68.6%. Observed by sectors, companies in
Montenegro registered the following results in their operations
in 2007 (Table 1.6).

The sector analysis show that the most part (83.3%) of net profit
for the accounting period was registered in retail and wholesale
trade (EUR 118.9 million), in which an increase of about 65.23%
was recorded. High growth in net profit was recorded in the
construction sector, financial intermediation and real estate
businesses, which pointed to the main bearers of sources of
growth of the Montenegrin economy in 2007. On the other hand,
what concerns is a loss registered in manufacturing industry to
the amount of EUR 53.1 million in which a positive result was
recorded in the previous year.



Table 1.6- Net profit by sectors in 2007, EUR million

Number Activities Net Profit 2007 | Net Profit 2006 | % Growth
1 Agriculture, forestry and water supply 2,082 2,733 -23,82
2 Fishing -0,584 0,02 -3020,00
3 Mining and quarrying -14,649 -13,225 (10,77)°
4 Manufacturing industry -53,085 5,096 -1141,70
5 Production of electricity, gas and water -8,649 -24,348 (-64,48)
6 Construction 18,831 0,234 794744
7 Retail and wholesale trade 1189 71,962 65,23
8 Hotels and restaurants -14,67 -29946 (-51,01)
9 Transport, warehousing and communications 71,655 25,649 179,37
10 Financial mediators 9,74 3,238 200,80
11 Real estate business 13,938 15,774 -11,64

1.6.6. Analysis of operational result of
companies in Montenegro for 2007-
municipal level

Observed from the territorial aspect, in 2007 companies registered
the balance sheet macroaggregates (profit/loss for the accounting
period) presented in Table 1.7.

It can be concluded from this review that the main “profit centres”
are: Podgorica with EUR 150.1, Budva with 21.5, Kotor with 8.6,
Barwith 7.6 and Herceg Novi with EUR 3.5 million. Itis important
to say that in 2007 companies in Budva municipality registered
higher profit, for more than four times, than in the previous year
(EUR 5.0 million). Also, significant positive results were recorded
in municipalities which registered losses in 2006 Bar: (EUR 16.9
million), Kotor (EUR 6.5 million), Savnik (EUR 146 thousand) and
Andrijevica (EUR 63 thousand). On the other hand, municipality
of Herceg Novi registered the decrease in the net profit by EUR
5.5 million compared to the previous year.

For the most part, losses (95.9%) were registered by companies
with the head-office in the municipalities of Niksic (EUR 37.7
million or 75.9%), Cetinje (EUR 4.0 million or 8.1%), Bijelo Polje
(EUR 1.8 million or 3.7%), Ulcinj (EUR 1.7 million or 3.3%),
Pljevlja (EUR 1.2 million or 2.5%), and Berane (EUR 1.2 million

Table 1.7- Net profit by municipalities in 2007,
EUR 000

Number Name Profit | Loss

1 Podgorica 150.108

2 Budva 21488

3 Kotor 8.554

4 Bar 7.584

5 Herceg Novi 3.466

6 Danilovgrad 994

7 Andrijevica 71

8 Savnik 25

9 Niksic¢ 37724

10 Cetinje 4.012

11 Bijelo Polje 1.824

12 Ulcinj 1.663

13 Plievlja 1.238

14 Berane 1.175

15 Tivat 529

16 PluZine 410

17 Kolasin 341

18 Mojkovac 277

19 Zabljak 238

20 Plav 178

21 Rozaje 72
TOTAL 192.290 49.682
Net profit for the 142,608

accounting period

6 The bracket indicates the growth (positive sign) or loss reduction (negative sign)
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or 2.4%). Similar explanation as for the previous year is valid for
2007 also. Namely, large companies in this year registered the
greatest losses (Iron and Steel Company of Montenegro, Obod
Cetinje, Bauxite Mines Niksic, etc) were located in municipalities
which operated at a loss in this year.

1.6.7. Profitability and liquidity indicators of
companies in Montenegro

Bearing in mind that the CBM disposes with data on the main
financial reports of companies in Montenegro related to 2005,
2006, and 2007 thatrepresents a sufficient source of data for the
comparative overview of indicators of companies’ operationsin
Montenegro, aiming at the determining the pace and direction
of their activity with respect to the efficiency and effectiveness
of operations, as well as their liquidity. Thus, bearing in mind
the financial crisis which was moved to real flows reflecting the
total illiquidity in the economy of the most developed countries,
the issue of determining of whether the Montenegrin economy
efficiently disposes with its assets and whether there are any
liquidity problems is of general interest. Therefore, four indicators
were prepared: net profit margin, rate of return on total assets,
general liquidity ratio, as well as two-level liquidity ratio (so
called Acid Test).

The profit/loss net rate of the Montenegrin economy, represented as
the profit/loss ratio had the value of 2.33 in 2007 after the taxation
and total revenues. This indicator is on the uptrend. Montenegrin
economy operated far more efficiently than in 2006.

As an indicator of the overall efficiency of property of the
Montenegrin economy the rate of return on total assets was also
on the uptrend, ie Montenegrin companies used their property
more effectively than in the previous year.

Theliquidity of the Montenegrin economy was estimated through
the general liquidity coefficient, which represented the returning
assets/short-term liabilities ratio. The aim of this indicator is to
determine whether companies can “cover” short-term liabilities
with their working property at the aggregate level. It should be
higher than 1 (in the branches of the economy with large daily
turnovers, in trade, for example, this indicator should be higher
than 3) and in that direction an improvementin relation to 2006
can be seen. Another liquidity indicator, so called the second
level liquidity coefficient (“quick ratio”) excludes stocks from
the working property as its most non-liquid form. This indicator
also should be higher than 1. On the basis of this criterion, there
was some liquidity improvement in 2007, but it still was not at
the satisfactory level. In that direction, the conclusion is that
companies in Montenegro have problems with financing of
short-term liabilities with the short-term property, although to
a less extent than in the previous years.

The general conclusion on operations of companiesis that in 2007
they made a large improvement from both aspects: its growth
reflected through the increase in assets and capital, and efficiency
of operations registering the significant growth in net profit at
the aggregate level. Observed from the aggregate perspective,
the main risk is a significant growth in the indebtedness of the

Table 1.8- Net profit margin of the Montenegrin economy

Net profit rate 2007 2006 2005

1. Net profit/loss
2. Total revenues
Indicator (1:2)

142.608.020 60.662.266 211176478
6.116.551.114 4.637.607.748 3.462.358.251
2,33 1,31 -6,10

Table 1.9- Rate of return on total assets of the Montenegrin economy

Rate of interest on total assets 2007 2006 2005
1. Net profit/loss 142.608.020 60.662.266 -211.176.478
2. Total assets 10.927.669.385 7.348.143.455 5.864.139.932
Indicator (1:2) 1,30 0,83 -3,61




economy, which increased the uncertainty of their operations in
conditions of the Global financial crisis, as well as the fact that
the Montenegrin economy is getting more and more directed
towards the services sectors (telecommunications, real estate
turnover, financial services) while what concerns is the drastic

decline in the financial result in the sector of manufacturing
industry, fishery, agriculture and forestry, and also obvious
deepening of disparity of financial results of companies at the
municipal level.

Tabela br. 1.10 - Koeficijenat likvidnosti Il nivoa (pokric¢e kratkoro¢nih obaveza likvidnim

sredstvima i potrazivanjima)

Il level liquidity coefficient (coverage of short-term

liabilities by liquid assets and receivables)

2007 2006 2005

1. Working capital

2. Stocks
Short-term liabilities
Indicator (1-2) : 3

3.292.085.509  2.183.076.008  1.595.302.068
953.854.417 647.562.650 486.456.689
3.085.337477 2.065984.683 1552107376
0,76 0,74 0,71

Table 1.11- lll level liquid coefficient (general liquidity coefficient)

Il level liquidity coefficient (general liquidity coefficient) 2007 2006 2005

1. Working property
2. Short-term liabilities
Indicator (1:2)

3292.085509 2183.076.008  1.595.302.068
3085337477 2065984683  1.552.107.376
1,07 1,06 1,03

REAL SECTOR







MONETARY
DEVELOPMENTS







The first three quarters of the current year were characterised
by a positive trend in all main macroeconomic indicators (Table
21).

Table 2.1- Selected monetary indicators

IX2008 | 1X2008
X112007 | 1X2007

Description/Period

Money supply M21 +88% +187%
Banks assets +18,0%  +38,7%
Total loans +270% +575%
Loans to the economy +23,7%  +554%
Loans to households +321%  +61,2%
Total deposits +11,2% +27,8%
Deposits of the economy -33%  +16,3%
Household deposits +93% +20,7%

Allocated reserve

- +11,0% +12,1%
requirements

Itis necessary to emphasize that during the first three quarters this
year monetary developments are analyzed in period of significant
changes on the European and the Montenegrin market. The
changes were primarily reflected in the adoption of the program
for mitigating the effects of the Global crisis and the change in
reference interest rates.

For the first nine months this year, assets of all banks increased,
lending activity was slowed and, within the framework of the
restrictions set by the Central Bank, the deposits increase was
slower, as from the growth in loans so as from the growth in
deposits in the same period of the previous year.

Lending interest rates insignificantly oscillated in the observed
period. Bearing in mind that many central banks decreased the
reference interest rates as a measure for reducing the negative
influences of the Global crisis, it is real to expect the decrease
in interest rates on the interbank market in Europe in the
following period, which could reflect on interest rates of banks
in Montenegro. However, in addition to a decrease in interest
rates it is necessary to have in mind the limited offer of credit
instruments on the financial market, as well as significant growth
in the risk premium which, on the other side, will actasa , brake”
to the interest rates reduction.

In addition to the growth in the observed period, deposit interest
rates were really negative. Their further growth can be expected
inthe upcoming period, which will represent one of the measures
of banks directed towards deposits attraction.

By the end of the first half of 2009, a further, already visible
change in household preferences can be expected. Namely,
negative trends on the capital market, more expensive and
more hardly available sources of financing, announcements of
the negative development trends in the European countries and
alike will influence the reduction in the household preferences
and increase the orientation towards more secure forms of
investments. In that sense, changes in main indicators of banks’
operations were expected.

MONETARY DEVELOPMENTS




CHIEF ECONOMIST REPORT - JANUARY-SEPTEMBER 2008

2.1. Money supply

Money supply (monetary aggregate M21) amounted to EUR
2,968 million at the third quarter-end of 2008. For the first
nine months this year it increased by 8.8%, while the annual
growth was 18.7%.

2.2, Banks liquidity

In mid- September this year the Central Bank of Montenegro
adopted the new Decision on Minimal Standards for Liquidity Risk
Management in Banks?. The new Decision prescribes minimum
standards for quantitative liquidity risk management through
the obligation of banks to maintain the minimum liquidity
coefficients (liquid assets/due liabilities ratio) on a daily and
decade basis. Adopted decisions will enable better insight into
the liquidity of a bank, or the possibility of banks to fulfil their

overdue liabilities in each moment, as well as their better liquidity
management.

According to the main liquidity indicators®, in the first nine
months 2008, the banking system maintained the liquidity
above the prescribed minimum. In the first three quarters 2008,
total banks’ assets available for payments amounted to EUR 453
million on average, while the executed payments of banks were
EUR 46.4 million on average. On the basis of developments in
available assets and executed payments, which were constantly
significantly lower than assets available for payments, a surplus
to the average amount of EUR 406.6 million was registered
(Table 2.3).

Available assets for paymentsin the country and abroad at end-
September 2008 amounted to EUR 486.9 million. Ofthat amount,
57.5% related to assets available for payments in the country,
and 42.5% to assets available for payments abroad.

Table 2.2- Money supply’, EUR million, end of the month

2007 2008
Description/Period
1] \ IX Xl 1 \ IX
M1 1.165,7 1.324,7 14044 1.535,3 14210 1.450,1 1412,2
MM 1.200,2 1.358,0 1436,3 1.557,0 1.461,6 14895 1.450,3
M2 1.721,4 2.028,7 2.283,3 2.606,3 2.589,7 2.7259 2.7339
M21 1.834,3 2.194,0 2.500,2 2.728,2 2.755,6 2.920,1 2.968,0

Table 2.3- Average of available liquid assets and executed payments of banks, in EUR thousand

2007 2008

Description/Period

Iquarter||lquarter|IIIquarter IV quarter Iquarter|IIquarter|IIIquarter

Average of available assets for 114887 435808

payments
Average of executed payments ~ 38.437 51.020
Average: surplus 376450 384.788

517250 515904 469.590 441300 446.519

48.966 48126  41.033 49.221 49.238
468284 467778 428557 392079  397.281

7 Monetary aggregate M1 consists of MO (banks deposits with the CBM: off-set account with banks and allocated reserve requirements
of banks, and the estimated amount of cash in circulation), sight deposits of the non-banking sector with banks and the CBM, in Euros
and other currencies, excluding deposits of the central government. Monetary aggregate M11 consists of M1 increased by sight deposits
of the central Government, in Euros and other currencies. Monetary aggregate M2 consists of M1 and time deposits of the non-banking
sector with banks and the CBM, in Euros and other currencies, excluding deposits of the central Government. Monetary aggregate M21
consists of M11 increased by time deposits of the non-banking sector including the deposits of the central Government, in Euros and other

currencies.

¥ Decision on Minimal Standards for Liquidity Risk Management in Banks (,0G MNE, 60/08)

? Notwithstanding the liquidity management aspect.



Liquid assets of banks'® amounted to EUR 453.8 million at end-
September 2008. The share of liquid in total assets amounted
10 12.93% and it was lower compared to end-2007 (18.06%)
and September of the previous year (20.54%).

The loans/deposits ratio was 1.23 at end-September this year,
and it was deteriorated as in relation to end-2007 (1.07), so as

compared to the same month of the previous year (1.00).

During the first three quarters 2008, there was no use of reserve
requirements for liquidity.

Graph 2.1- Available assets and executed

payments of banks, end of month, EUR 000
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Data from decade reports on banks' liquidity show that during
the first nine months 2008 level of money assets compared to
short-term sources, for the banking system as a whole, was
constantly above the decade level (20%) prescribed for banks
having higher amount of loans than the total amount of deposits,
as well as and/or high share of non-performing loans in the
total loan portfolio.

Graph 2.2- Liquid assets and short-term

liabilities of banks (EUR 000) and their
relationship
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Box 2.1- Measures for resolving problems in the financial system

By timely interventions in the financial system (among financial institutions and their clients) desirable corrections
are possible-stabilizing, decrease of negative influences on real economy and support to the new investments. To
this end, the IMF recommends the different spectre of interventions.

General principles of interventions

Experience from the previous financial crises speaks in favour of the fact that efficiency of prices depends on four

key elements:

19The sum of monetary assets and deposits with depositary institutions, securities for trade and those available for sale and securities
purchased by the repurchase agreement reduced by 50% of the amount of allocated reserve requirements.

" Decision on Minimal Standards for Liquidity Risk Management in Banks (“0G RoM” 58/05) which was effective since October this year.

12 Source: World Economic Outlook, Financial Stress, Downturns, and Recoveries, October 2008
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« The existence of the quality basis that would enable the financial stability to act preventively and stop the
financial crises It includes the following: 1) Sanctioning of badly capitalised institutions which may impact the
stability of the system prior the problems arise, 2) legal and institutional mechanism which would efficiently
resolve the issues of the weak financial institutions, 3) clear procedure about the closing and accelerated
reopening of banks and 4) efficient deposit insurance system

« Therapidity of the reaction is the key factor. Namely, it often proved that the delay in the reaction to problems
would later lead to their multiplication.

+ The impacts of the crisis on real economy can be decreased by approving facilities to companies and
households.

+ Expenditures and the abuse of these measures must be limited. The shareholders must first take over the part
of the loss. In cases these losses are large the creditors are recommended to reduce their receivables. If the
government provides assistance it must be given to those institutions which are worth saving and mitigate
their negative impact on the system.

Specific measures

Thereis a wide spectre of measures to be applied: extraordinary (preventing the crisis) and restructuring (establishing
normal functioning of lending).

The extraordinary measures are: 1) restriction in assets growth 2) extraordinary assistance for liquidity 3) government
deposit guarantee and 4) suspending the raising of deposits. All these measures have inherentimpacts on lending
and economic activity, but the adequacy of measures depend on whether the crisis was caused by the loss of
confidence in banks, as a consequence of the non-solvency of the institution or the impact of volatility on assets
(for example: currency rate or prices of houses).

Restructuring measures include: 1) recapitalisation of financial institutions, 2) use of Usually a combination of
measures is used, which often results in a significant fiscal expenses.

Recapitalisation: This measure increases the capital base and enables banks to enter restructuring. Government
assistance for recapitalisation must not be abused. Good illustrations were examples in the USA (since 1933) and
Japan (1998 and 1999). Programs of assistance in the USA mostly implied the purchase of the preference shares in
order to increase banks’ capital, and simultaneously enable the monitoring of banks’ operations. In its program
for 1998, Japan purchased subordinated debt and borrowings in small amounts, so thatin 1999 it used much larger
funds for purchasing of preferential shares and included the rigorous benchmarking in the target participation.

Asset management companies: The main goal of establishing of these companies, which should be government
owned, is to accelerate the financial restructuring process by taking over the non-performing assets from banks. A
good example are Swedish companies Securum and Retrieva which were founded in 1992 to assist in the Nordbanken
and Gota Bank. Both companies succeeded to return the most part of assets they invested which was contributed
by the efficient judiciary in Sweden (which forced non-solvent banks into the bankruptcy), nature of their assets
enabling them more easily restructuring and quality management). However, this model is not applicable in all
countries due to weaknesses in legal, requlatory and political institutions.

Release of debts: The main advantage of this measure is its speed and simplicity. If a bank estimates that the loan
is non-performing, than it releases it. The potential danger lies within the possibilities for abuse of this measure.
Also, this measure could reduce the confidence in monetary institutions and the rule of law. However, whether this
measure will be important or not, depends on the frequency of its use and the nature of the financial crisis. Due to
risk of moral hazard, this measure should serve as a last resort.



2.3. Aggregated Balance Sheet of Banks

The assets of banks amounted to EUR 3,509.7 million at the third
quarter-end. In relation to the same period of the previous year,
theassetsincreased by 38.7%. Anincrease in assets of banks for
the first nine months of this year amounted to 18%.

Total assets of banks at end-September was above the level of
planned GDP for 2008", so that the indicator of relationships
between the level of assets at end-September and the planned
GDP amounted to 1.16, while the relationships of registered
assets for the first three quarters of this year and recorded GDP
in the same period amounted to 0.23%. *

The ROA ratio amounted to 0.319% at the third quarter-end and
inrelation to the same period of the previous year it decreased
by 0.72 percentage points, while compared to the end of the
previous year it was reduced by 0.41 percentage points. Return
on average eaming assets amounted to 0.36% at the end of the
third quarter of this year (Table 2.4).

Earning assets made up 87.6% of total assets at end-September
of the current year, which is more in relation to the previous
year-end (83.7%).

Assets quality is at the satisfactory level. Performing assets (A)
made up 57.4%, and non-performing assets (C, D, E) 3.88% of
total assets, that is 35.48% of capital increased for provisions on
losses at end-September 2008.

Observed by banks, for the first nine months of this year the
assets of all banks increased, an increase ranging between
3.8% and 122.9%.

2.3.1. Concentration in the Banking Sector

Atend-September 2008, in relation to end September 2007 and
end-2007, concentration indicators of the Montenegrin banking
system, against assets and loans were not significantly different,
while the concentration growth against deposits is notable.

Hirshman-Herfindahl concentration index (HH index) against
assets amounted to 1.929 points at end-September 2008 and
does not show any significant change in relation to 1.918 points
atend-2007, thatis, 1.985 points at end-September 2007 (Table
2.5). The market share ratio of four largest banks (C4) against
assets at end-September 2008 amounted to 78.1%, at the end
of the previous year 77.7% and at end-September 2007 75.1%.
(oncentration indicators against loans and assets show similar
values, which can be considered as reasonable, bearing in mind
the fact that the largest part of banks” assets refers to loans.

The market share ratio of four largest banks ((4) against deposits
amounted to 81.6% at end-September 2008, which is more than
at the end-December (79.6%) and end-September (79.4%) of
the previous year. HH index against deposits shows even higher
deposits concentration (Table 2.5).

Banking sector of Montenegro is highly concentrated in
comparison with other countries in the region as well. According
to last available data, HHindex against assets in Serbia, Croatia and
Slovenia amounted to 621, 1,294 and 1,301 points, respectively.
Size of Montenegrin banking market (small market) significantly
influences high concentration.

Table 2.4 — Return on average and earning assets, %

2007.

Description/Period

Return on average assets

2008.
Il quarter | IV quarter | | quarter | Il quarter | lll quarter
1,03 0,72 0,23 0,59 0,31
1,26 0,87 0,26 0,68 0,36

Return on earning assets

13BDP Estimation of Ministry of Finance in 2008 amounts to EUR 3.025 million.
M Performing assets represents an increase of assets in the first nine months of this year (assets amount at end-September reduced for the
amount recorded at the previous year-end). According to the data of the Secretariat for Development, recorded GDP for the first three

quarters of this year amounted to EUR 2.328,2 million.

MONETARY DEVELOPMENTS




CHIEF ECONOMIST REPORT - JANUARY-SEPTEMBER 2008

Table 2.5 - HH concentration index, period-end

HH index 2003. | 2004. | 2005. | 2006. | 1X 2007 | 2007. | 1X 2008
Against assets 1.531 1.641 2.296 2.042 1.985 1918 1.929
Against deposits 1.892 1.991 2.898 2.350 2.339 2.298 2407
Against loans 1.526 1.699 2.336 2126 1.979 1917 1.935

2.3.2. Lending activity of banks

(BMmeasures aimed at credit growth reduction and consequently,
reduction of pressure on consumption, thatis, on inflation resulted
as efficientin the first nine months of this year. This period was
characterized by more moderate credit growth.

Atend-September, loans amounted to EUR 2,852.3 million which
represents an increase of 27% for the first nine months of this
year, while the annual growth amounted to 57.5%. Growth of
loans was slower than in the same period of the previous year
(Table 2.6).

Observed by banks, for the first nine months of this year all
banks registered increase in loans, while this growth, which
ranged between 8.4% and 38.3%, was within the limits of
growth expected by undertaken measures of the Central Bank
for slowing down of credit growth.

Table 2.6 — Increase in loans, %

Maturity structure of total loans shows the dominant share of
long-term loans of 71.7% at end-September 2008 (Table 2.7)

Observed by sectors, most loans were disbursed to households
(36.5%), while 25.2% of total loans were granted for trade,
construction (8.9%), services, tourism and catering 8.0% (Graph
23).

In the currency structure of loans, 3.8% referred to foreign currency
loans. Bearing in mind that foreign currency deposits made up
2.9% of total deposits, we can conclude that Montenegrin banks
have minor FX risk.

The quality of credit demand is satisfactory. At end-September
this year, non- performing loans (C, D, E) made up 4.47%, while
past due loans made up 7.72% of total loans (Table 2.8).

1X 2007 1X 2007 1X2008 I1X 2008

IX 2006 XI12006 1X2007 XI12007
Financial institutions 1978 71,5 136,7 478
Corporate sector 204,1 130,3 55,5 23,7
Households 181,0 109,2 61,2 321
General Government -10,6 -3,7 -5,0 171
Other 48,7 41, 131 39,2
Total 1773 13,7 575 27,0

Table 2.7 — Maturity structure of total loans, end of the month, %

1X 2007 DECEMBER 2007 1X2008
To three months 8,1 8,6 94
From three months to one year 19,3 20,7 18,9
From one to three years 229 21,7 213
Over three years 49,7 49,0 504
Total 100,0 100,0 100,0




Graph 2.3 - Structure of loans by sectors, end September 2008, %
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Table 2.8 - Key indicators of lending activity of banks, %

Description/Period 2007. 2008.
IX Xl IX
Non-performing loans (C,D,E) / Total loans 3,27 3,16 4,47
Past due loans/Total loans 515 3,71 772
Provisions for loans losses/Total loans 2,25 2,33 2,84

2.3.3. Deposits

Total banks’ deposits amounted to EUR 2,325.9 million at end-  Of total amount of deposits, 91.7% related to interest-bearing
September, which is 11.2% higher than at the previous year-  deposits, while the rest referred to non-interest bearing deposits.
end, that is, 27.8% higher than at the end of the same period  Despite the slower credit growth, deposits increased slower than
of the previous year. loans during the first three quarters of this year.

Graph 2.4 - Structure of deposits by sectors, %, end-September 2008
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Observed by sectors, most deposits refer to household sector -
479% which cannot be considered as satisfactory, observing from
the aspect of banks’ exposure to certain sectors (Graph 2.4).

Maturity structure of total deposits improved in favour of time
deposits in one-year period. The share of time deposits in total
deposits increased by 11.5 percentage points in a year, and at
end-September of the current year, time deposits made up 62.9%
of total deposits (Table 2.9).

Table 2.9 - Maturity structure of deposits, %

The credit/deposit ratio was unfavourable amounting to 1.23
at end-September of this year. Mismatch problem of deposits
and loans is expressed in deposits and loans with the maturity
over one year, this particularly being the case with the maturity
over five years- the ratio was 12.63 at end-September of this
year (Table 2.10).

In comparison with the surrounding countries, Montenegro

was characterized by the most unfavourable loans/deposits
ratio (Table 2.11).

Table 2.11 - Loans to deposits ratio

Description/Period 2007 2008
escription/Perio
p X Xl X 1X 2008
- Bosnia and Herzegovina 11
Demand deposits 486 460 371
: ) Montenegro 1,23
Time deposits Croatia 097
To 3 months 14.8 13.7 12.6 Macedonia 089
From 3 months to 1 year 207 223 263 Slovenia 0,96
From 1 to 3 years 152 169 202 Serbia 1,10
Over 3 years 0.7 1.1 3.8

In the structure of time deposits, the largest share was recorded
by deposits with the maturity from three months to one year
(41.86% of time deposits) and those with the maturity from one
to three years (32.4%). Despite the increase of time deposits,
maturity mismatch of deposits and loans is present.

Table 2.10 - Loans to deposits ratio

Due to the maturity mismatch of loans and deposits, missing
banks' assets were obtained from abroad, mostly by their parent
banks in order to meet the demands for long-term loans. Despite
the unfavourable loans to deposits ratio, loans to deposits ratio
increased by total taken borrowings is more favourable, although
not completely satisfying.

8-15 16-30 31-90 | 91-180 | 181-365 1-5 Over 5
1-7 days Total
days days days days days years years
XI12007 0,13 0,38 0,54 0,67 0,76 1,00 1,98 4,53 1,07
I1X2008 0,22 0,52 0,67 0,79 0,82 0,88 1,86 12,63 1,23
Table 2.12 - Loans/deposits ratio (deposits increased by taken borrowings)
8-15 16-30 | 31-90 | 91-180 | 181-365| 1-5 Over 5
1-7 days Total
days days days days days years years
X1 2007 013 0,38 0,51 0,57 0,69 090 1,23 1,77 0,85
IX 2008 0,21 0,47 0,37 0,72 0,75 0,82 1,16 2,23 0,92




Box 2.2 — Deposits guarantees

N order to reduce the negative influence of the global crisis on financial market, large number of countries increased

the amount of guaranteed deposits with banks, such as:

- USA, from 100,000 US dollars to 250,000 US dollars for all deposits with the validity from 03 October 2008

to 31 December 2009.

- Denmark, from 300.000 DKK to the total deposits amount, for all deposits, with 2 years of validity.
- Ireland, from EUR 20,000 to the total deposits amount, for all deposits, with the validity from 30 September

2008 to September 2010.

- Germany, from EUR 20,000 to the total deposits amount, for the households’ deposits, as of 06 October

2008.

- Sweden, from 250,000 SKK to 500,000 SKK, for all deposits as of 06 October 2008.

- Greece, from EUR 20,000 to the total deposits amount, for all deposits.

- Austria, from EUR 20,000 to EUR 100,000, for all households’ deposits as of 07 October 2008.

- Iceland, from 2.7 ISK (EUR (20,000) to the total deposits amount, for all deposits with national banks, as of

06 October 2008.

- Spain, from EUR 20,000 to EUR 100,000 as of 07 October 2008.

- England, from 2,000 GBP (35,000 GBP) to 50,000 GBP, as of 07 October 2008.

- Lithuania, from EUR 22,000 to EUR 100,000 to all deposits as of 08 October for the one-year period.
- Slovakia, from EUR 20,000 to the total deposits amount, for all deposits as of 08 October 2008.

- (zech Republic, to EUR 25,000 for all deposits as of 06 October 2008.

- Norway, from EUR 20,000 to EUR 100,000 as of 07 October 2008.

- Latvia, from EUR 20,000 to EUR 100,000 as of 08 October 2008.

- Portugal, from EUR 25,000 to EUR 100,000 as of October 2008.

- Finland, from EUR 25,000 to EUR 50,000 from 08 October 2008 to 31 December 2009.

- France, to EUR 70,000 as of 05 October 2008.

- Estonia, from EUR 20,000 to EUR 50,000 as of 09 October 2008.

- Bulgaria, from EUR 20,000 to EUR 50,000 for all private deposits as of 10 October 2008.

- Romania, from EUR 20,000 to EUR 50,000 for all private deposits as of 13 October 2008.

- (Croatia, from 100,000 HRK to 400,000 HRK (EUR 56,000) for all private deposits.

- Montenegro, from EUR 5,000 to the total deposits amount, for households and legal entities deposits from

October 2008 to 31 December 2009.

2.3.4. Household sector

Deposits by household sector oscillated during the first three
quarters of this year. The average monthly growth for the period
of nine months of 2008 amounted to only 1%, which is below
the average monthly growth recorded in the same period of the
previous year (7.1%). Lower level of household deposits with
banks in 2008 was influenced by the decrease of households’
revenues from real estates sale and securities turnover, maturity
of Lombard loans and cost of living growth.

Atend-September, the household sector deposits amounted to
EUR 1,114.1 million. For the first nine months they increased by
9.3%, and over one year by 20.7%.

Maturity structure of household deposits is still dominated by
short-term deposits, despite the increase of share of deposits
with maturity over 1 year. Short-term deposits made up 84.1%
ofhousehold deposits at end-September 2008. Demand deposits
made up 36.9% of deposits, deposits with maturity to three
months (14.9%) and those with maturity from three months to 1
year made up 32.3% of total household deposits (Table 2.13).

MONETARY DEVELOPMENTS




Table 2.13 - Maturity structure of household deposits, %

CHIEF ECONOMIST REPORT - JANUARY-SEPTEMBER 2008

Ti it
Period/ Demand IMe EPOsTEs
Description deposits To three From 3 months | From 1to3 Over 3 years Total
months to 1 year years
IX 2008 369 14,9 323 13,8 2,1 100
XII 2007 45,7 14,3 273 11,9 08 100
IX 2007 519 13,6 25,0 94 0,1 100
Loans to household sector recorded monthly aye@gg mqease of Felna S Ereer reresie Bl e,
3.2% over the first three quarters of 2008, which is significantly %, as at month-end
lower than the average monthly growth recorded in the same
period of the previous year (8.6%). At end-September, households'
N 70
debt to banks amounted to EUR 1,049.4 million and was 32.1% 615
4 4 . 60 :
higher than at the end of the previous year. In one-year period, o 522  1X2007 BXIF2007 WX 2008
loans to households increased by 61.2%.
40
. . 30 255, 4
Maturity structure of loans shows the dominant share of long- . 350 105
term loans - 87% at the end of the third quarter of this year. In 0081104 308"
o . . 10 :
addition, loans with maturity from 1to 3 years made up 18.7%,
. . ) 0
while loans with maturity over 3 years accounted for 68.3% of o g 28 28 3
. © (o)} & 2 o =t
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accounted for 56.9%% of earmarked loans to households, and 5 g
20.2% of these loans were earmarked for adaptations of housing 2
or business premises at the third quarter-end of the current year
(Graph 2.5).
Table 2.14 - Maturity structure of household loans, %, as at end-month
To 3 months From3months | From 1103 Over 3 years Total
to 1 year years
IX 2008 43 8,6 18,7 68,3 100
X1l 2007 4,2 10,6 214 63,9 100
IX 2007 36 11,4 24,2 60,8 100
Table 2.15 - Earmarked structure of household loans, %, as at end-month
Loans to households IX 2007 X1 2007 IX 2008
Non-earmarked 39,8 36,4 36,4
Earmarked 459 46,7 470
Mortgage loans 13,8 16,4 16,1
Lease operations 0,6 0,5 0,5




Despite the slight decline in deposits in the last month of the
third quarter of this year, the household sector maintained the
position of the net depositorin the banking system. Net savings
by households amounted to EUR 64.7 million at the third quarter-
end of this year. Loans/deposits ratio for this sector amounted to
0.94 at end-September, which is more than at end-September
(0.71) and December of the previous year (0.78).

2.3.5. Corporate sector

The corporate sector deposits amounted to EUR 641.6 million
at the third quarter-end of this year. In relation to the previous
year-end they decreased by 3.3%, while, observed annually,
they increased by 16.3%.

In the maturity structure of corporate sector deposits, short-term
deposits are dominant (62.2%) at the third quarter-end of the
current year. Within time deposits, the dominant are deposits
with maturity to 3 years.

Loans to this sector amounted to EUR 1,6874 million at end-
September. For the first nine months of this year they increased by
23.7% while the annual growth amounted to 55.4%. Within the
same period of the previous year, nine-month growth amounted
10 130.3%, while the annual growth amounted to 204.1%.

The corporate sector mostly borrowed in long-term: 63.5% of
debt was from long-term loans (Table 2.16).

The loan/deposit ratio of the corporate sector amounted to 2.63
at the third quarter-end, while at the end of the same period
of the previous year it amounted to 1.97. The corporate sector
represents the net debtor in relation to banks, in amount of EUR
1,045.8 million.

2.3.6. Foreign assets and liabilities of banks

Foreign assets of banks' amounted to EUR 312.1 million at end-
September 2008 and it declined in relation to end-2007 by 8.8%
and the same period of 2007 by 12.1%. In the structure of foreign
assets at end-September 2008, deposits of banks abroad are the
dominant with the share of 65%, while the cash in vaults made
up 21.6% and loans to non-residents 13.4% (Table 2.17).

Foreign liabilities of banks'® at end-September 2008 amounted
to EUR 1,200.2 million, which is by 89% more in relation to
September 2007 and 50.2% more in relation to end-2007. In
the structure of foreign liabilities at end-September 2008, the
dominant are loans (borrowings) from foreign banks (62.4%)
and deposits of non-residents (37.2%), while insignificant part
refers to liabilities from issued debt securities (Table 2.18).

Table 2.16 - Maturity structure of corporate loans, %, as at end-month

IX 2007 X1 2007 1X'2008
To three months 9.2 109 1.7
Rom 3 months to 1 year 24.1 26.2 24.8
From 1 to 3 years 22.5 21.8 232
Over 3 years 441 41, 403
Total 100.0 100.0 100.0

Table 2.17 - Foreign assets, period-end, EUR 000 000

Period/Description

2002. | 2003. | 2004. | 2005. | 2006. | IX 2007. | 2007. | IX 2008.

Foreign assets, total 87,2 56,9 620 1659 2847 3551 3420 312,1
Deposits 76,0 39,1 442 1359 2314 2757 2434 2029
Cash (EUR and other currencies) 1,2 17,8 16,6 279 44,6 682 715 67,5
Loans 0,0 0,0 1,1 2,2 32 78 271 41,6
Securities, without shares -- -- -- -- 55 35 -- --

15 Banks’ receivables to non-residents.
16Banks’ liabilities to non-residents.
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Table 2.18 - Foreign liabilities, period-end, EUR 000 000

Period/Description

2002. | 2003. | 2004. | 2005. | 2006. | 1X2007 | 2007. | 1X2008

Foreign liabilities, total 193 43,5
Loans 12,0 34,0
Deposits 73 9,6

Securities, without shares --

80,6 1237 3155 6349
523 721 1565 3906
284 516 1590 2397
- - - 46

7989  1.200,2
513,2 748,7
2811 4469

4,6 4,6

Net foreign assets”” amounted to EUR -888.1 million at end-
September 2008. The decrease of net foreign assets, which
was expressed also in 2007, was additionally deepened over
the first nine months of 2008. Share of foreign liabilities in
total balance sheet shows that non-residents finance 34.2% of
banks’ assets. On the other hand, 8.9% of assets refer to non-
residents receivables. This gap between share of foreign assets
and liabilities in total banks’ assets (25.3 structural points)
became very expressed for the first time after years of relative
balance'® (Graph 2.6).

Such situation (faster increase of foreign liabilities than foreign
assets) was primarily influenced by the expressed demand for
loans, on one hand, and constant lack of Montenegrin economy
capital, on the other hand. In other words, banks’ indebtedness
abroad was necessary since deposit potential of banks could not
compensate needs for loans (capital) of national economy. This
situation was followed by the interest of banks to place cheaply
provided money from abroad, (from their parent banks) at
Montenegrin market, thus recording profit from the difference
between lending and deposit interest rates.

Graph 2.6 - Share of foreign assets and

liabilities of banking assets
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If we compare the situation with the former Yugoslav countries,
it could be noticed that banking systems of all of these countries,
except the Macedonian one are net debtors to non-residents.
However, with 25.3% of net debt to non-residents in relation to
balance sheet, Montenegrin banking system is leading in relation
to all other former Yugoslav countries, but it should be born in

Table 2.19 — Net foreign assets as percentage of banks’ assets, former Yugoslav countries

Country 2004. 2005. 2006. 2007. IX'2008
Bosnia and Herzegovina -79 -12,3 -11,6 -8,1 -129
Montenegro -4,2 6,1 2,1 -15,3 25,3
Croatia -7,8 -124 -12,2 -5,6 -4,3
Macedonia 18,0 13,4 11 72 4.0 (VI12008)
Slovenia -1 -16,8 -17,6 -14,1 -174
Serbia -3,0 -13,6 -19,8 -11,2 -10,7

Source: Central banks of mentioned countries

7 Difference between foreign assets and liabilities.

18 Qver 2007, difference in share of foreign assets and liabilities in total banks” assets ranged between 1.8 and 15.4 percentage points.



mind that some central banks introduced significant limitations
fro the inter-bank lending from abroad (Table 2.19).

Banks recorded the highest debt to non-residents on the basis of
loans. Loans to foreign banks amounted to EUR 748.7 million at
end-September 2008. For the first nine months of this year, this
debt increased by 45.9%, while the annual debt amounted to
91.7%. Maturity structure shows the dominant share of long-term
borrowings — 88.4% at end-September 2008, which indicates
favourable structure of this debt.

Foreign borrowings recorded the average monthly growth of
4.3% during the first nine months of this year, which, despite
the high growth in relation to September and end of the previous
year, represents a slow down if compared to the same period of
the previous year, when the average monthly growth amounted
0 11%.

Foreign borrowings filled the lack of national assets for financing
of the growing demand for loans (Graph 2.7). In addition, non-
adequate maturity structure of national assets additionally
influenced the growth of foreign borrowings, primarily long-
term ones.

Loans to deposits ratio, which amounted to 1.23 at end-September
2008, shows that loans were not financed only from deposits,
but from foreign borrowings as well. At the same time, loans to
deposits and foreign borrowings ratio amounted to 0.92.

Graph 2.7 - Foregin borrowings, loans and

deposits, EUR mil.
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Eight banks used foreign borrowings, mostly from their parent
banks. The borrowing was performed according to fiscal and
variable interest rates. Fiscal interest rates ranged between
4% and 7.66%, while variable interest rates were related to the
quarterly and semi-annual EURIBOR with fixed part ranging
from 1.3% to 3.9%, that is, 4.5-annual swop with fixed part
of 417%.

2.3.7. Capital of banks

Total capital of banks amounted to EUR 283.0 million at the
third quarter-end of this year. In relation to the previous year-
enditincreased by 19.4%, while the annual increase amounted
10 34.2%.

Box 2.3 — Statement of the European Commission on increase in banks’
capital

On 05 December 2008, the European Commission issued the statement on increase in banks’ capital in the light of
current global financial crisis, which once again confirms the importance of the increase in capital as one of key
measures for keeping and free functioning of the financial markets. Until the above mentioned date, the Commission
approved increase in capital schemes in three member countries, as well as increase in capital of some individual
banks. However, bearing in mind that nature, volume and conditions for the increase in capital differ from case
to case, three member countries and individual banks (potential candidates for the increase in capital) requested
from the Commission the guidelines of the possibilities for the increase in capital.

The most important goals of the increase in capital are the following: rebuilding of financial stability, thrust, free
lending of real economy, as well as prevention of systemic negative effects influenced by insolvency of individual
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banks. On the other hand, in the light of the increase in capital, there are potential dangers for the banking system
competitiveness, observed from three different levels, such as: First: increase in capital f banks in one member
state must not mean the advantage over banks in other member states; Second: within one member country, one
bank cannot have unjustified advantage over other banks; Third: increase in capital cannot place banks which are
trying to borrow at the market in the less competitive position, that is, state increase of capital should as less as
possible suppress the private sector.

The term “unjustified” from the previous paragraph refers to increase in capital risks. Basically, in order to obtain
the increase in capital, risky bank has to pay to the state a higher yield rate, that is, higher price of capital. When
considering the increase in capital risk, the Commission shall take in consideration especially the following: assessment
of national supervisory body of a bank on solvency and capital adequacy (poor indicators will imply higher price of
increase in capital), volume of the increase in capital (relatively higher increase in capital will imply higher price of
theincrease in capital), (DS spread (CSD spread above the average conditions higher price of the increase in capital).
In general, the Commission thinks that the price of the increase in capital should be close to the current market
prices, bearing in mind that this would be the best way to maintain the competitiveness of the EU banks.

In order to create the adequate increase in capital package for the specific bank, it is necessary to set the price of
increase in capital (in addition to the aforementioned financial position of a bank), and afterwards, to set other
elements as well: stimulations for repurchase of the state debt (so that the state would be active in terms of
ownership, and state capital replaced with private as soon as possible), protection from the abuse of the increase in
capital assistance, protection from the distortion of competitive relations; setting the regular reporting of member
states to the Commission, on the application of implemented measures. The Commission makes the difference
between the following cases:

1. Increase in capital by the current market prices. This is, conditionally speaking, “the simplest” case. When the
state intervenes together with the significant share of the private sector (and this share is considered to be
over 30%), the Commission will accept the price of the increase in capital requested by the private sector in
the specific case (contract). Bearing in mind that in this case there is less danger from distortion of competitive
relations, there is need neither for the preventive protection, nor for the stimulation for the repurchase of the
debt.

2. Increase in capital of fundamentally strong banks. Considering the price of the increase in capital, it cannot be
high as it is the current market price, because this cannot be considered as normal market conditions. On the
other hand, price of the increase in capital should not differ much from the market price, but should:<0} 1) Take
in consideration that, before the crisis, the risks were underestimated, 2) reflect the uncertainty in relation to
new balance level and the moment when the balance will be set, 3) provide stimulus for the repurchase of the
state debt, and 4) minimize risk of negative influence on competitors’ relations. Specifically, the Commission
considers the ECB recommendations (as of 20 November) as adequate for setting the price of the increase in
capital. ECB recommends so called “price corridor” with the requested yield on subordinated debt threshold
and the requested yield on ordinary shares upper limit. Average corridor ranging from 7% to 9.3% is currently
obtained at the market by using the ECB methodology, and it represents the indicator (the base) for calculation
of the price of the increase in capital, which differs from case to case. Observing the stimulus for the repurchase
of the state debt, the simplest stimulus would be to calculate higher price of the increase in capital for a certain
premium. Besides the higher price, repurchase options, restrictive dividend policy and other mechanisms for
attracting the private capital can be functional as well. Observing the protection from the abuse, the Commission
requests the state assistance to be as minimal as possible, and that the banks should not be involved in aggressive
loan/investment strategies after the increase in capital, bearing in mind that this would be contrary to main
increase in capital goals. The Commission considers that higher price of the increase in capital would discourage



such abuses. In addition, higher price of the increase in capital is considered to be the basic protection from
the distortion of competitors’ relations. Finally, the increase in capital should be reported on a regular basis.
Member states must send the report to the Commission six months after the taken measures.

3. The increase in capital of “other” banks. The more severe requests are set towards the banks which are in
difficult position. Bearing in mind the price of the increase in capital, it is clear that it will increase because of
the higher risk. These banks could be assisted only by the detailed and long-term restructuring plan, change
of management and of the corporate governance system, where necessary. Until the repurchase of the state
debt, the following steps could be requested: restrictive dividend policy, limitation of salaries and bonuses for
the executive managers, resetting the requested solvency ratio, defining of the calendar for the state debt
repurchase and the like.

Positive financial result at the system level amounted toEUR 74~ Table 2.20 - Solvency ratio, end-month
million at the end of the third quarter of this year.

) o 007. | 2008.
Solvency ratio for the whole system amounted to 15.64%, which SRR [Pely X Xl IX
was lower than in the same period and end of the previous year S ——— 1644% 1712% 15,64%
(Table 2.20).

Observed by banks, solvency ratio ranged from 11.08% to  Total capital made up 8.1% of total banks’ assets, while, observed
126.05%. by banks, this ratio ranged between 5.0% and 79.3%.

ROE ratio amounted to 3.47% for the whole system and was
reduced in relation to September of the previous year, when it
amounted to 8.38%.

Box 2.4 — Capital adequacy measurement

Current global crisis largely influenced the market uncertainty regarding the corresponding measurements of the
capital adequacy of banks.

Banking sector regulators and market participants emphasize that the gradual growth of large exposures occurred
while the banks still largely operated on the basis of Basel |, and that Basel [l will better adjust the required capital
and risks, but it could not prevent the current result. Regulators will now implement the necessary measures for
the improvement of the risk measurement which refer to the structural instruments risks, off-balance items and
potential liquidity risks. This will improve minimal requests for the capital prescribed by the pillar I as well as
supervisory assessment of the risk management practice in banks according to pillar 1. More severe requests for
the increase of the regulatory capital will be the net result.
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However, many market participants react to the dilemma regarding the market valorisation by monitoring the
already calculated measures for the capital adequacy, including the share capital/assets ratio. Besides, market
observers and rating agencies put a special accent on the loss bearing capital in the form of ordinary share capital
against hybrid capital. Under the given circumstances, indebtedness ratio is useful, but still simple measure which
is not precise enough to be primary measure of the solvency risk, that is, measure of securing enough protection
from the loss based on the risk assets.

Key lesson is that solvency risks cannot be adequately analysed by using only one-dimension statistics. In general,
risk based capital ratios are superior measures of the capital adequacy, but its exactness largely depends on the
adequate assessment of assets based risk. In the existing environment, bearing in mind the uncertainty regarding
the assets valorisation, a simple share capital/assets ratio could be useful additional measure. Observing the multiple
capital/liquidity ratio (regardless whether the formal limits are set or not), alongside with strict stress testing, can
help financial institutions to stay resistant to numerous shocks.

2.4. Banks’ Reserve Requirement

Table 2.22 - Effective rate of the reserve

Implementation of the new Decision on Reserve Requirement of requirement in the region, September 2008
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Banks to be held with CBM?" was the major characteristic of the
first nine months of 2008. Over the observed period, deposits,
which made up the base for the reserve requirements calculation,
inaverage amounted to EUR 1.818,5 million, while deposits which
do not enter in the base for the reserve requirement calculation
averagely amounted to 351.5 million.

Total deposits at end-September amounted to EUR 2,325.9 million,
thus the effective rate of the reserve requirement amounted to
124%. According to data from Table 2.21, effective rate of the
reserve requirement was not significantly oscillating over the
first three quarters of 2008.

Effective rate of the

Conin sy reserve requirement,%
Bosnia and Herzegovina 29,6
Montenegro 12,4
Croatia 13,5
Serbia 7.2

Source: Central banks of the observed countries

Out of the total amount of the reserve requirement at end-
September, 47.2% was allocated at the account in the country,
while 52.8% was allocated at CBM accounts abroad.

Table 2.21 - Allocated reserve requirements and total deposits, end of the month

_ 2007. 2008.
Description/Year
I vi [k [oxa | om [ v | i
Allocated reserve requirement (EUR mill) 196 228 256 259 279 283 288
Total deposits (EUR mill) 1.300 1.581 1.820 2.091 2.140 2.275 2.326
Effective rate of the reserve requirement % 15,1 14,4 14,1 12,4 13,0 12,5 12,4

2 Decision on Reserve Requirement of Banks to be held with CBM (“0G RoM" no. 9/07)



(BM calculated interest at a rate of 1% annually on 50% of liquidity in the observed period, while a lower level of allocated
allocated reserve requirement held at the account of the reserve  reserve requirement than prescribed one was recorded with
requirement with (BM and paid EUR 1.067.569 in the period  three banks for three days.

January-September 2008. Reserve requirement was not used for

Box 2.5 — Preventive measures of central banks related to the reserve
requirement instrument

Inorder to protect the banking sector from the consequences of the global financial crisis, the Law on Measures for
the Protection of the Banking System was enacted in October 2008 (Official Gazette RoM No. 64/08). According to
this Law, CBM adopted the Decision on use of reserve requirement held with CBM for the period longer than one day
(Official Gazette RoM No. 65/08), which prescribes conditions and procedures for using the reserve requirement assets
allocated with CBM. According to this Decision, CBM can grant the use of 59% of allocated reserve requirement ona
daily basis, for a period longer than one day, and for 7 working days over one month maximum, to the bank which
has liquidity problems caused by the global financial crisis. The Decision prescribes that the bank pays monthly
interest of 5% at the annual level on the used amount of the allocated reserve requirement. The bank which used
reserve requirement assets for maintaining liquidity is obliged to pay the monthly interest of 11% at the annual
level on the amount of used assets which it did not return upon the expiry of the granted period.

Besides CBM, Central Bank of Bosnia and Herzegovina, National Bank of Croatia and National Bank of Serbia
implemented preventive measures by changing the reserve requirement instruments.

In October 2008, Central Bank of Bosnia and Herzegovina decreased the reserve requirement rate from 18% to
14% which enabled additional liquidity in amount of BAM 727 million. N addition, as of 01. November 2008 all
new credit lines withdrawn from abroad by commercial banks will not enter in the base for the calculation of the
reserve requirement. His way the CBBH tries to stimulate the capital inflow into the national banking sector and
provide additional stimulus to the lending activities of commercial banks.

In October 2008 National Bank of Croatia enacted the Decision on the marginal reserve requirement by which
National Bank enables commercial banks to use about EUR 355 million and USD 129 million. Acting so, National
Bank of Croatia secures additional liquidity of banks and free fulfilment of obligations to their clients. It should
be pointed out that the Decision on the marginal reserve requirement aimed to reduce foreign debt of banks and
was implemented for the period of four years. In addition, in December 2008, Central Bank of Croatia enacted new
Decision on reserve requirement by which the reserve requirement rate decreased from 17% to 14%, by which the
banks obtained additional liquidity of KN 8.4 billion.

National Bank of Serbia changed the Decision on reserve requirement of banks to be held with NBS, and the reserve
requirement rate did not change. Change by which NBS provides additional foreign exchange liquidity to banks
reflected in the increase of the percentage of the calculated reserve requirement held in dinars from 20% to 40%.
This calculation of the reserve requirement will be implemented by mid-2009. The main goal is that surplus of free
foreign exchange liquidity remains in the banking sector, which will be realized through prohibition to banks to
perform early repayment of loans to parent banks. In addition, NBS enacted the decision to reduce net open position
of banks from 20% to 10%, so that the banks would be less exposed to the foreign exchange movement risk.
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Box 2.6 — Reserve requirement instrument in countries from the region

Albania

Base for the calculation

Deposits and debt securities issued by commercial banks.

Excluded from calculation

Interbank liabilities, repurchase contracts and deposits with
maturity over 2 years.

Reserve requirement rate

Bank of Albania determines the reserve requirement rate before
the first period of maintaining in which new rate is implemented.
Rates for the assets in national and foreign currencies are the
same.

Currency of allocation

National, for the allocation on the national currency base.
Dollar and Euro, for the allocation on the foreign currencies base.

Remuneration rate

On national currency reserves: 70% of the REPO rate of the Bank
of Albania

On reserves in dollars: 70% of the monthly LIBOR in dollars

On euro reserves: 70% of the monthly EURIBOR

Bosnia and Herzegovina

Base for the calculation

Banks' liabilities in national and foreign currencies.

Excluded from calculation

In addition, as of 01. November 2008 all new credit lines
withdrawn from abroad by commercial banks will not enter in
the base for the calculation of the reserve requirement.

Reserve requirement rate

14%

Currency of allocation

National currency.

Remuneration rate

1%

Montenegro

Base for the calculation

Public sector deposits regardless maturity,

Demand and time deposits of other sectors with the maturity for
the reserve requirement calculation days shorter than 108 days;
Time deposits with the maturity for the reserve requirement
calculation days longer than 180 days but shorter than two years.
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Excluded from calculation

Demand and term deposits of other sectors with maturity over
2 years

Reserve requirement rate

Differential: 19% and 2%

Currency of allocation

Euro

Remuneration rate

1% on 50% of the allocated reserve requirement

Croatia

Base for the calculation

Banks' liabilities in national and foreign currencies.

Excluded from calculation

Interbank obligations and obligations to National Bank of Croatia

Reserve requirement rate

14%

Currency of allocation

National, for the allocation on the national currency base, as well
as on 50% of allocation on the foreign currency base.
Dollar and Euro, for the allocation on the foreign currencies base.

Remuneration rate

On national currency reserves: 0.75%
On dollar reserves: 50% of US Federal Funds Target Rate
On euro reserves: 50% of ECB Minimum Bid Refinance Rate




Macedonia

Base for the calculation Banks' liabilities in national and foreign currencies.
Deposits and taken loans
Debt securities and other liabilities

Excluded from calculation  Liabilities to National Bank and other banks
Liabilities on subordinated deposits according to condition for
the additional capital pursuant to capital adequacy regulations.

Reserve requirement rate 10% on the national currency base: 10%
10% on the foreign currency base

Currency of allocation National currency and euro

Remuneration rate On national currency reserves: 2%0n euro reserves: 0%
Serbia

Base for the calculation Banks' liabilities in national and foreign currencies.

Excluded from calculation  Interbank liabilities and liabilities to National Bank of Serbia.
Deposits from bonds trading issued for the regulation of the
public debt on the basis of foreign savings of citizens, and on the
amount of earmarked deposits of enterprises and entrepreneurs
dealing with exchange operations.

Reserve requirement rate On dinar base by the rate of 10%
- On time deposits with maturity over one month 5%
- Ondinar deposits indexed by foreign currency rovision
and on liabilities in dinars on the basis of foreign deposits
and loans 45%
On foreign exchange base 45%
- On foreign exchange base placed with banks 40%
- On foreign exchange subordinated liabilities 20%
- On foreign exchange lease assets 100%

Currency of allocation National, for the allocation on the national currency base.
Dollar and Euro, for the allocation on the foreign currencies base.
Remuneration rate On national currency reserves: 2,5%

On foreign exchange reserves. 0%

2.5. Micro Credit Financial Institution

Total assets of MFIs amounted to EUR 69.9 million at end-
September 2008, which was by 28.5% above the level recorded
atend-2007, i.e. 43% morein relation to the same period of the
previous year. (Table 2.23)

Atend-September 2008, ROA for MFl amounted to 4.55% which
is by 1.36 percentage points less in relation to the same period of
the previous year, thatis, 1.25 percentage points less in relation
to end-2007.

At the same time, return on average earning assets amounted
t0 4.76% or 1.93 percentage points less in relation to the same
period of the previous year, that is, 1.54 percentage points less
in relation to end-2007.

Earning assets made up 95.3% of total MFIs assets at end-
September of the current year, which is 0.5 percentage points
less in relation to the previous year-end.
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Table 2.23 - MFlIs total assets, as of month-end, in EUR 000

, - 2007. 2008
Period/Description
mo | owv | i Il I VI IX
Total 4416 46341 48918 54446 62034 69432 69974

Non-performing assets (C, D, £) made up 1.2% of total MFls
assets or 4.29% of the capital increased by provisions for losses
at end-September 2008.

Observed by MFIs, for the first nine months this year the assets
of all MFls increased, an increase ranging between 23.7% and
59.6%.

MFIs loans grew at an average monthly rate of 2.9% over the
first nine months of this year, which is by 4.1% lower than the
average monthly growth recorded in the same period of the
previous year. At end-September, total MFIs loans amounted to
EUR 68.9 million or 30.4% more in relation to end-2007, while
the annual growth amounted to 52.2% (Table 2.24).

In the structure of MFIs loan portfolio by sectors, loans granted
for agriculture were dominant — 57.5% at end-September 2008.
(Table 2.25)

Long-term loans were dominant in the maturity structure of
MEFIs loans (94.6%). Past due loans made up 2.43% of total MFIs
loans at end-September 2008, which is significantly more than at
end-September (0.98%), that is, December of the previous year
(1.24%). Provisions for loan losses mad up 1.8% of total loans.

Monetary assets of MFIs (EUR 1.1 million) made up 1.5% of total
assets, while fixed and other assets made up 1.7% of total MFls
assets at end-September 2008.

In MFs liabilities, total liabilities? amounted to EUR 51.2 million
or 73.1% of total MFs liabilities. Source of MFIs funds is mostly
foreign capital which s via microcredit lines directed to agricultural
producers, entrepreneurs in services, small production, trade
sector and the like.

Table 2.24 - MFIs total loans as of month-end, in EUR 000

2007. 2008
Period/Description
11 \ IX Xl 1l \ IX
Total 37.801 42962 45.317 52.901 58.163 65.782 68.990
Table 2.25 - MFIs total loans, by sectors, as of month-end, in EUR 000
2007. 2008.
Period/Description
0l Vi IX X 1l Vi IX
Trade 3.978 4.656 4.799 5.847 6.611 7.224 7.690
Services 5.868 7168 6.881 9.034 12.492 14.123 14.562
Production 873 998 913 1.021 1.146 1.507 1.969
Agriculture 26.152 28.849 31.061 33.394 35.242 38.327 39.647
Other 930 1.291 1.663 3.605 2672 4.602 5112
Total 37.801 42962 45.317 52.901 58.163 65.783 68.990

22 Liabilities on taken loans and borrowings, conditional grants, subordinated debts and other liabilities



At end-September 2008, total MFIs capital amounted to EUR
18.8 million or 26.8% of total MFIs liabilities. ROE amounted
10 15.56%.

Ofthe total amount, EUR 10.7 million or 56.9% referred to capital
from donations, EUR 0.6 million or 3.4% to donations, while
undistributed profit amounted to EUR 74 million or 39.6% of
total capital. At end-September 2008, MFIs recorded positive
result in the total amount of EUR 2.1 million.

MFIs Interest Rates

In September 2008, interest rates amounted to 14.17% (weighted
average nominal interest rate) and 27.04% (weighted average
effective interest rate) at the level of the system. In September
2008, WAEIR was 1.07 percentage points lower in relation to
September 2007, that is, 0.8 percentage points lower in relation
to end-2007 (Graph 2.8).

Observed by maturity, WAEIR on short-term loans amounted to
33.49% or 6.78 percentage points higher than the corresponding
interest rate on long-term loans (Table 2.26).

WANIR on loans granted to legal entities amounted to 16.25%,
and corresponding effective interest rates to 26.94%. WAEIR on
short-term loans (30.07%) was 3.8 percentage points higher
than the corresponding interest rate on long-term loans to legal
entities which amounted to 26.26% (Table 2.27).

Table 2.26—WALIR on total MFls loans, %

Graph 2.8 - WAELIR on total MFI loans, %

30 2817 2784 2778 274 2704
25

20

5 B \WANLIR ®WAELIR

WANIR on MFIs loans granted to private individuals amounted
to 14.14% while WAEIR amounted to 27.04%. Observed by
maturity, WAEIR on short-term loans amounted to 33.71% or
6.99 percentage points higher than the corresponding interest
rate on long-term loans (Table 2.28).

Interest rates for MFIs loans are significantly higher than the
interest rates of banks. Thus, WAEIR of banks amounted t0 9.31%,
while WAEIR of MFIs amounted to 27.04% at end-September
2008 (Graph 2.9).

2007 2008
IX Xl 1l VI IX
Short-term | Long-term | Short-term | Long-term | Short-term | Long-term | Short-term | Long-term | Short-term | Long-term
WANIR 15,95 13,83 15,73 13,95 17,51 14,3 18,11 14,1 16,49 14,06
WAEIR 35,38 27,59 34,45 274 34,17 2732 34,52 269 33,49 26,71

Table 2.27 - WALIR on MFIs loans to legal entities, %

2007

2008

IX Xl

1] Vi IX

Short-term | Long-term

Short-term | Long-term

Short-term | Long-term

Short-term | Long-term

Short-term | Long-term

WANIR
WAEIR

14.64 15,3
3417 32,63

12,78 13,61
31,59 26,76

15,2 16,22
31,86 26,14

16,18 16,29
31,18 26,08

15,73 16,37
30,07 26,26
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Table 2.28 - WALIR on MFlIs loans to private individuals, %

2007 2008
IX Wl 1l Vi IX

Short-term | Long-term | Short-term | Long-term | Short-term | Long-term | Short-term | Long-term | Short-term | Long-term
WANIR 15,97 13,8 15,88 13,95 17,64 14,49 18,22 14,07 16,54 14,02
WAEIR 354 2757 34,6 274 343 2778 34,72 2691 33,71 26,72

Graph 2.9 - Interest rates of banks and

points in relation to 7.38% in December 2007, and it is the
MFls, %

highest level of WAEIR on loans to state sector since October
2006. WAEIR on loans to non-residents amounted to 8.19%
2704 and recorded decline of 0.67 percentage points in the period

30] 2778

(=)

w

278 274
25 December 2007 — September 2008. However, bearing in mind
20l mBANKS that relatively low percentage of loans belongs to this sector,
B = MFI interest rates on loans to non-residents sectors were exposed
to stronger oscillations, and they require prudency in analysing
101 929 9,16 9,23 931 _
their movements (Graph 2.11).
0 , , , Observed by division on private individuals and legal entities,

WAEIR on loans to private individuals amounted to 10.78%
at end-September 2008, which represents decline of 0.08
percentage points in relation to December 2007, while WAEIR
on loans to legal entities amounted to 8.46% which represents
an increase of 0.03 percentage points in relation to December
2007 (Graph 2.12).

X1l 07 11108 VI 08 [X08

2.6. Lending Interest Rates

In general, this year was characterized by the stagnation of the

lending interest rate, primarily because of the global financial T | Weiahted A

crisis. In September, WAEIR amounted to 9.31%, while at end- raph 2.10 - Annua e'|gote verage
. ) 2 Lending Interest Rates, in %

December of the previous year it amounted to 9.29%.* Thus,

we can conclude that global financial crisis influenced slowing

down of the declining interest rates tendency, but, bearing in E
mind that EMU interest rates grew, the tendency of decreasing 1
the differences in interest rates continued (Graph 2.10). 101
9l
Observed by sectors (private, state, foreign), level and movement 81
of interest rates on loans granted to private sector are very 71\ errective
similar to those in interest rates on total loans, bearing in mind 61
that loans granted to private sector make up the largest partof XIMZI||”|m||v|v|vw|||>{xixk‘ A A
granted loans. Interestrates on loans to state sector are growing: 200 2006 2007 2008

7.86% in September represents the increase of 0.48 percentage

2 Data on interest rates do not refer only to newly granted loans in the reporting month, but to all loans (cumulatively) which are granted by
the end of the reporting month. Movement of interest rates in analysed here within this context.



Graph 2.11 - Annual WAELIR on loans, by Graph 2.12 - Annual WAELIR on loans to
sector, in % private individuals and legal entities, %
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Table 2.27 - WALIR on loans to legal entities, by sectors, annual level, %

2005. | 2006. 2007. 2008.
Sector rate
xit [ o v [ [oxe [ om | ow | ix
) . . Nom. 749 652 658 6,82 709 692 7,03 726 742
1. Agriculture, hunting, fishing
Eff. 762 688 6,89 yavs 742 725 736 764 8,00

Nom. 1171 781 830 791 775 747 750 761 765
Eff 1281 729 809 821 787 832 778 797 798
Nom. 1068 825 770 711 743 771 783 793 790
Eff 170 889 845 792 799 849 849 853 851
Nom. 1045 827 758 792 740 702 724 733 717
Eff, 1417 890 816 843 822 765 802 796 78]
Nom. 11,97 833 785 745 772 774 791 797 806
Eff. 1272 906 942 832 836 869 852 858 867
Nom. 1104 857 779 778 779 766 768 772 782
Eff 1224 953 844 832 831 806 831 832 833
Nom. 978 757 773 728 834 834 796 793 802
Eff. 1106 855 790 784 843 939 841 845 853
8. Transport, warehousing, Nom. 978 852 803 800 797 773 775 795 807
post and telecommunications | gff 1081 937 878 863 844 837 831 849 880
Nom. 585 712 668 591 692 719 733 720 820
Eff. 611 785 715 747 722 821 776 768 871
Nom. 1174 842 783 744 772 774 779 79 804
Eff. 1304 951 846 849 835 872 840 858 869
11 Administration and other  |Nom. 928 797 758 731 746 748 769 793 820
public services Eff 1105 851 823 778 763 779 787 826 860
Nom. 1024 727 753 477 681 730 644 705 722
Eff 1081 478 532 723 745 961 695 744 715

2. mining

3. Production

4. Energy

Construction

6. Trade

7. Services, tourism, catering

9. Finances

10. Real-estate trade
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Observed by maturity, in September 2008 interest rates on Graph 2.13 - Annual WAELIR on total loans
long-term loans (9.1%) were slightly lower than interest rates by maturity, in %

on short-term loans (9.34%) — Graph 2.13.
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Box 2.7 — Movements of interest rates in region countries

Global economic crisis, influenced by the crisis at the subprime market of housing loans in USA during 2007, additionally
deepened by the end of the third quarter of 2008, spreading to the market outside USA even more than before.
Credit crisis also transferred to the European market, which is well demonstrated by the EURIBOR movements,
interest rates benchmark, by which leading European banks borrow from each other in euros. For example, in we
observe period January 2007 — September

Graph 1 - 3-month EURIBOR, January 2007- 2008, three-month EURIBOR?* amounted

September 2008 to minimum 3.725% at the beginning of
this period, and at the end of the period

5.50 it amounted to maximum 5.277%, thus

5.001 recording the growth of 1.552 percentage

4501 points or 41.7 index points.

4,001

The crisis bypassed financial systems of
the Western Balkan in the sense of losses,
problems of liquidity and bankruptcy of
2.501 banks, as it was the case in USA and some
2.00 developed economiesin Western Europe. The

3.501
3.001

% % % % % % é % § % § crisis circumvented these banking systems

g S g g g g S S g g g primarily due to lack of banks’ placementsin

5 3 85 8 = 3 38 8 5 3 problematicsubprime mortgage securities.
However, bearing in mind that banking

Source: Reuters (European banking federation) systems of the Western Balkan countries
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#3-month EURIBOR is the rate which, in addition to a certain fixed margin, is most frequent in borrowings of Montenegrin banks from
abroad.




are very connected with other European markets through their parent banks (owner banks) and through the need
for capital of Western Balkan economies, crisis, among other, reflects the levels of interest rates in these economise,
and its stronger effect can be expected over the next year.

He following segment contains graph display of some of key average lending interest rates of the banking systems
of Bosnia and Herzegovina, Croatia, Macedonia and Serbia in the period January 2007 - September 2008.% Although
there are different interest rates movements by countries in the observed period (interest rates in Macedonia are
even somewhat lower at the period-end, while in Bosnia and Herzegovina, with certain variations, they were at the
similar level during the whole period), the influence of the crisis can be sensed through the interest rates. Of four
observed countries, Serbia recorded the highest increase of the lending interest rates in the observed period.

Graph 2 - Selected interest rates in Bosnia and Herzegovina, January 2007 -
September 2008

12,0

80 { ===

N

6,0 1
——— Lending interest rates in KM, short-term retail loans
409 —— Lending Interest Rates in KM, long-term retail loans
204 —— Lending interest rates in KM with currency clause, short-term corporate loans
—— Lending interest rates in KM with currency clause, long-term corporate loans
0,0

Lol v Ty T [ fvan] i
2008

L T [y T [ v f i [ T [
2007

Source: Central Bank of Bosnia and Herzegovina

Graph 3 - Selecter interest rates in Croatia, January 2007 - August 2008.

12,0
10,0 1 W
8,07
———
6,07
4,01 Lending interest rates in HRK without currency clause
20 Lending interest rates in HRK with currency clause
' lending interest rates in EUR

0,0

I | Il | HI|IV|\/ |VI |\/II|VIH|IX | X |><I|XII \ | Il | III||\/ |V |\/I |VII|VHI

2007 2008

Source: Croatian National Bank

S 1tis graphic but not tabular description, bearing in mind the emphasis on the movement trend of the interest rates and not concrete data,
since different methodological descriptions of the interest rates statistics by central banks disable comparisons of interest rates between
countries.
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Graph 4 - Lending interest rates in Macedonia,
January 2007- September 2008.
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Source: National Bank of the Republic of Macedonia

Graph 5 - Interest Rates in Serbia, January
2007-September 2008.
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Box 2.8 — EURIBOR movements after reporting period

Although by the end of the third quarter EURIBOR was characterized by the growth, in the fourth quarter (up to 5
December), this interest rate significantly decreased. Graph 1

Concerning the commercial banks operating in Montenegro, the movement of three-month and six-month EURIBOR
is very important, since those are rates by which banks borrow from abroad and by which the banks grant loans in
Montenegro by interest rates related to these rates. These two rates also record the declining trend.



As a response to the crisis, central banks
Graph 1 - Movement of 3-month and 6- decreased their reference interest rates,
month EURIBOR 2008 which is, among other, influenced the
06 reduction of reference interest rates by
' which the banks borrow. In the forthcoming
5.0001 period, continuation of the declining trend
40001 of reference interest rates is expected
S (Graph 2).
2.0001 However, Euribor does not have the
1000+ —3m —6m importanceit had before the crisis occurred,
sinceinterbank market still does not function
0.000 T T e E . )
QX R X B R N R RN © X normally because of the increased risk. Thus,
SO © ©O O O O o o o <9 o ©<© a
g & 98 & g 89 J 98 & Q the past relation between movement of
g g ggggeg g s g s . . .
S 35S TS o RS s s =3 interest rates and Euribor or Libor weakens,
since significantly increased risk premiumis
added. Graph 3 testifies the existence of the

risk premium. It shows that interest margin
continuously grows which is influenced by
the increase of the risk. Graph shows five-

Graph 2 - ECB reference interest rate,

. 26 . .
three-month EURIBOR and EONIA year investment CDX*° credit spread in
America and Europe. It rapidly increased
6.0 6.0 since June of the previous year when the
55 155 ial crisi
— EONIA swap curve (12/1/08) global financial crisis escalated.
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Graph 3 - Five-year CDX investment credit
spread

300
— USA

250 | —— Europe
200
150
100

50

Jan-07 Apr-07Jul-07 Oct-07Jan-08 Apr-08Jul-08 Oct-08

2.7. Deposit Interest Rates

Over the third quarter of 2008, slight increase of deposit interest
rates continued: WADEIR amounted to 3.97% or 0.61 percentage
points more in relation to December 2007.

The increase of deposit interest rates was influenced, among
other, by the global financial crisis: as the borrowing from abroad
became difficult, banks are trying to attract new deposits by
offering higher interest rates to potential depositors, who, on
the other hand, prefer to keep cash or demand deposits.

Slight decrease of lending and increase of deposit interest rates
influenced reduction of interest margin: difference between
lending and depositinterestrates (spread) at the end of the third
quarter amounted to 5.34 percentage points (5.5 percentage
points at the end of the first, that is, second quarter of this
year).

WADEIR on deposits of private individuals amounted to 4.01%
(increase of 0.66 percentage points in relation to December
2007), while on deposits of legal entities it amounted to 3.93%
(increase of 0.57 percentage points in relation to December 2007).
In September, interest rates spread on loans granted to private
individuals amounted to 6.77 percentage points, while on loans
granted to legal entities it was significantly lower, amounting to
4.53 percentage points.

Observed by maturity, WADEIR in September amounted to 0.69%
on demand deposits, 5.36% on deposits with maturity to three
months, 5.67% on deposits with maturity from three months
to one year, 6.39% on deposits with maturity from one to three
years, 7.02% on deposits with maturity from three to five years
and 5.89% on deposits with maturity over five years.



Box 2.9 — European Action Plan: roots of the financial crisis, taken and
future measures?’

Current financial crisis originates from the stability period. Led by long-term World growth period and stability, market
participants searched higher profit without the adequate risk analysis. Complexity of the financial products, often
related with the lack of transparency, poor supervision and risk management, exaggerated increase of positions and
weakness of the insurance standards made the system “stumble”. In addition, requlators and supervisors of some of
developed countries did not succeed to follow financial innovations and did not properly calculated accumulating
market risks. We should mention also inconsistent and insufficiently matched macroeconomic policies, inadequate
structural reforms which together influenced the unsustainable macroeconomic outcome, as well as inadequate
ratings assigned by international rating agencies.

The response of central banks reflected in reduction of interest rates, injection of liquidity assets and currency
swaps. Governments guaranteed deposits, purchased the property, nationalized and injected capital. Other
supporting measures to the financial markets were restrictions in so called «short selling» of shares, increased
deposits protection and changes in accountancy.

European action plan cover three areas:

1. Building up of a new financial architecture at the Union level,
2. Fiscal policy and SGP (stability and growth pact)
3. Structural reforms and Lisbon Strategy

1. In order to overcome the crisis, ECB will help other central banks, fasten the implementation of foreseen
assistance to financial markets and take decisive measures in order to limit further expansion of the crisisin
EU member states. The plan foresees enactment of new regulations which will increase transparency, assist
and reinforce independent mechanism of risk control, reinforce provisions on capital adequacy, expand the
existing authority at financial derivates and hedge funds markets and reduction of pro-cyclicality (Basel II).
The plan foresees the more adequate supervision by introducing the early warning on potential problem
system, creation of the intervention plan, reinforcement of prudential measures and slowing down of the
integrated supervision system at the Union level.

2. Fiscal policy will set wide automatic stabilizers. However, the problem in many countries is that the discretion
stimulus has small power of manoeuvre because of budgetary problems. The plan will set more flexible SGP
and act at the national level.

3. Structural reforms refer to the aggregate demand support, purchase power of consumers, employment and
competitiveness problems. Use of public finances has to be more efficient and public sector operations more
productive.

MONETARY DEVELOPMENTS
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Internal market deficiencies such as slow institutional reforms,
poor legal outbuilding of the existing regulations, significant slow
down of the privatization process, poor corporate management
and overestimated values of securities from the past period are
key reasons for the market “decline”. Negative movements at
the capital market started long before the escalation of the
global financial crisis, but termination of the crisis period at
Montenegrin stock exchanges will be related to the recovery of
the world economy from the financial crisis.

In the third quarter of 2008, financial markets did not record
significant inflow of investments. Prices of securities are still
decreasing, and majority declined above the nominal value.
Montenegrin financial market “suffers” the first large recession.
Market recovery cannot be foreseen in the light of the global
problems of the financial sector, especially bearing in mind the
internal market weaknesses. However, each crisis leads to some
chances. The market “ejects” those who are not competitive,
the capable ones survive, and those who are “liquid” invest. It
seems as the right moment for institutional and legal-requlatory
reinforcement of the market and its preparation for new future
investment cycle. Financial systems of developed countries
also face problems related to reconstruction of the financial-
requlatory systems.

Over the first nine months of this year, Montenegrin stock
exchange markets recorded EUR 137.3 million of turnover, which
is by 77.5% under the total realized turnover in the same period
of the previous year. In relation to the same period of 2006,
turnover was 25.2% lower. The average monthly turnover in
the first nine months of this year amounted to EUR 15.3 million,
whichis significantly under the average monthly turnover at the
same period in 2007, when it amounted to EUR 60.6 million.
The largest part of turnover was realized through secondary
trade, while the primary trade recorded only 0.9% of turnover.
Total turnover was realized through 42.6 transactions or 78.2%
(152.5 thousand) transactions less than at the same period of
the previous year.

Observed by quarters, stock exchange markets recorded
continuous decline over the five quarters. The decrease of turnover
by 21% was recorded in the third quarter of 2008 in relation to
the previous quarter, while in relation to the third quarter of
2007 it decreased by 72.8%.

Most of the turnover and transactions were realized at Montenegro
stock exchange (53.1% of total turnover and 63% of total realized
transactions) and small part of transactions was realized through
Nex Montenegro stock exchange (46.9% of total turnover and
37.0% of transactions).

Table 3.1 — Comparative relation of turnover at
Montenegrin stock exchanges (relative changes)

I-1X2008 | 1-1X 2008 |1-1X 2008
[-1X 2005 | I-1X 2006 | I-1X 2007

Period

Total turnover
at Montenegrin 9,5% -25,2% -77,5%
stock exchanges

(BM calculations

Graph 3.1 - Turnover at Montenegrin stock

exchanges in the first nine months of 2005,
2006, 2007 and 2008
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Source: Montenegro stock exchange and Nex Montenegro
stock exchange
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Turnover structure

In the trade structure in the observed period, dominant was
share of the of companies” shares turnover (73.5%), followed by
jointinvestment funds shares (18.5%), while the share of various
bonds in the total turnover amounted to 8.0%.

In the turnover structure over the first nine months of 2008 in
relation to the reference period from the previous year, the decline
of companies’ shares turnover was recorded (5.8 percentage
points), the share of turnover of joint investment funds remained
the same while bonds turnover increased by 6.9 percentage
points, which is the usual change in the trade structure when the
market declines (market decline is influenced by the investors’
portfolio movement towards safe investments.

Total turnover with shares of Montenegrin companies in amount
of EUR 100.9 million in the first nine of current year was realized
through 29.9 thousand transactions or 70.3% of total realized
transactions. Realized turnover with companies’ shares was by
80.7% lower than in the first nine months of the previous year.
Number of realized operations in the comparative period was
lower by 125 thousand transactions.

Turnover with joint investment funds’ shares amounted to EUR
25.5million or 9.7 thousand transactions in the first nine months
of 2008. Realized turnover with these shares was 77.5% lower
thanin the same period of 2007, while the number of transactions
decreased by 74.9%.

Funds recorded the decline of market capitalization influenced
by the significant decrease of prices of shares.

Graph 3.2 - Turnover structure at

Montenegrin stock exchanges in the nine
months of 2008

8.0%

B shares
M JIF shares

W bonds

Source: Montenegro stock exchange and Nex Montenegro
stock exchange

Graph 3.3 - Turnover and number of

companies’ shares transactions in the first
nine months of 2007 and 2008
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Source: Montenegro stock exchange and Nex Montenegro
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Table 3.2 - Total turnover and its structure in the first nine months of 2005, 2006, 2007

UUTTIEIE] I-IX 2005 I-IX 2006 I-IX 2007 I-IX 2008
structure
1-IX 2008 Absolute | % of total | Absolute | % of total | Absolute | % of total | Absolute | % of total
amount | turnover | amount | turnover | amount | turnover | amount | turnover
Shares 106,730,423 85.1 137,742,716 75.0 484,286,590 79.3 100,919,182 735
JIF shares 7,739,646 6.2 32,968,492 18.0 113,145,152 18,5 25451191 18.5
Bonds 10,892,932 8.7 12,861,090 70 13,023,362 2110957590 8.0
Total 125,363,001 100.0 183,572,298 1000 610,455,105 100.0 137327963 100.0

Source: Montenegro stock exchange and Nex Montenegro stock exchange



Graph 3.4 - Turnover and transactions with

JIF shares at Montenegrin stock exchanges,

first nine months of 2008
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Source: Montenegro stock exchange and Nex Montenegro
stock exchange

Out of the total bonds” turnover (EUR 10.9 million), the largest
partreferred to restitution bonds (89.3%), frozen foreign currency
deposits' bonds (7.1%), municipalities bonds (2.3%) and bonds
of pension and disability insurance beneficiaries (1.3%%%), while
there was no road reconstruction bonds turnover. The Decision
of the Ministry of Finances of Montenegro®, which enables to
the debtors (private individuals and legal entities) to pay their
liabilities to the state (tax, debts) through bonds of frozen foreign

Graph 3.5 - Turnover and transactions with

bonds at Montenegrin stock exchanges,
first nine months of 2008
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Source: Montenegro stock exchange and Nex Montenegro
stock exchange

currency deposits and restitution bonds, influenced high share
of restitution bonds turnover. Growth of bonds turnover in the
observed period was significantly influenced by the turnover
with bonds of pension insurance beneficiaries (PO9P, POID,
P10P, P10D, P11P). Bearing in mind unfavourable living standard,
significant part of pension insurance beneficiaries decided to sell
bond immediately after their acquisition in order to improve
their living standard.

Table 3.3 - Price of JIF shares, comparative overview

JIF name

Maximum price of JIF shares,

Rice of JIF shares in September

| half of 2007 2008
ATMO 040 € 013 €
EURF 0,68 € 016 €
MONF 040 € 011 €
HLTA 0,29 € 0,09 €
MIGF 048 € 012 €
TREN 0,60€ 0,14 €

Source: Montenegro stock exchange and Nex Montenegro stock exchange

%8 Ministry of Finance of Montenegro issued restitution bonds for pension and disability insurance beneficiaries in total amount of EUR
105.000.000,00. Bonds become due in 6 different stages starting as of 20 October 2008. godine. The Law on Restitution of Pension and
Disability Insurance Beneficiaries (0G RoM, no. 40/08) prescribes that retired persons can use this right to pay electricity bills, tax, for
purchase of state companies’ shares and shares of companies owned by Development Fund of Montenegro which are in the privatization
process, as well as for the purchase of residential spaces, land and other state property. Nominal value of one bond is EUR 1.

% Decision on conditions and procedure of repurchase of receivables of Montenegro by frozen foreign deposits bonds of citizens and by
bonds of ex owners on the basis of restitution of confiscated ownership rights (0G RoM 17, 11 March 2008
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Indices

Market correction is clearly reflected in the decline of stock
exchange indices.

All three indices continuously declined from the beginning of
the year. In relation to end-2007, Moste index recorded decline
0f 61%, while NEX20 and NEX PIF indices were lower by 55.2%
and 66.4% respectively.

Indices were significantly under the level recorded at end-
September 2007. Observed annually, Moste recorded decline

Graph 3.6 - Movement of indices at
Montenegro stock exchange and Nex

Montenegro stock exchange (NEX20 and
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Source: Montenegro stock exchange and Nex Montenegro
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Table 3.3 — General data on indices

of 66.8% while NEX20 and NEXPIF declined by 61.1% and
70.2%, respectively.

In relation to their historical maximum values (reached in 2007),
indices at end-September 2008 were lower: Moste by 74.1%,
NEX PIF by 74.0% and NEX20 by 68.5%.

Block trade
There was no block trade in the third quarter.
(apitalization

At end-September 2008, realized capitalization at Nex
Montenegro stock exchange market amounted to EUR 1.8
billion and was 48.3% lower in relation to December of the
previous year, while, observed annually, it recorded decrease
of 54.6%. In relation to the maximum market capitalization
recorded in August 2007, it decreased by 57.9%. Capitalization
atthe Montenegro stock exchange market amounted to EUR 2.4
billion which represents annual decrease of 37.5%. In relation
to the end of the previous year it was by 33.7% lower, while if
compared to the maximum realized capitalization (in August
2007) it was by 41.4% lower.

In September 2008, liquidity measured by the funds turnover
ratio was 6.6% higher at the Nex Montenegro stock exchange,
while it recorded growth of 45.4% at Montenegro stock exchange
in relation to end-December 2007. Observed annually, liquidity
declined by 43.9% at Nex Montenegro stock exchange and by
57.7% at Montenegro stock exchange.

MOSTE NEX20 NEXPIF
Value as of 30 September 2008 634,74 15.309,36 13.193,78
Absolute changes in the first nine
months of 2008 -993,0 -18.859,3 -26.035,4
Starting index value 100,0 1000,00 1000,00

Maximum value for the first nine

1.613,04 09.01.2008. 34.168,63 09.01.2008. 39.229,17 09.01.2008

months of 2008
Maximum historical value 24554  07.05.2007. 48.61788 07.05.2007. 50.780,54 17.08.2007
Maximum historical value 94,8 23.06.2004. 918,57 14.04.2003. 959,53 02.04.2003

Growth (decline) from 31 December

2007 to 30 September 2008 610

-55.2 -66.4

Source: Montenegro stock exchange and Nex Montenegro stock exchange



Graph 3.7 - Capitalizations at Montenegrin

stock exchanges, EUR million
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Past quarter was characterized by the increase in capital of
several larger banks, insurance companies, issue of bonds of
the most interesting municipality — Budva, observed from the
investors point of view, dividend payment of the Montenegrin
telecommunication company, cessation of “freezing” of some
broker companies, negotiations on strategic partnership of
Zagrebacka and Nex Montenegro stock exchanges, international
conference organized by Montenegro stock exchange.

Graph 3.8 - Funds’ turnover ratio
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There are numerous indicators of bad situation at Montenegrin
stock exchange markets: unfavourable circumstances an capital
markets in the environment, reduced inflow of assets at the real
estate markets, decreased credit expansion, business barriers®
and incomplete regulations®', insolvency of the economy, poor
offer, lack of investments from large foreign funds, slow procedure
of enactment of the Law on Property-Legal Relations as well
as insufficient authorization of the Securities and Exchange
Commission in the process of implementation of penalty
provision for business operations violators (referring to market
manipulations and insider trading) at the capital market*.

30 Redundant and non-functional requlations, shortening of timelines in which state bodies act upon the clients’ requests, procedure costs,
issue of licences for performing operations, work legislation, real estates, taxes, planning and space management, custom and non-custom

barriers.

31 In relation to operations of open investment funds and voluntary pension funds
32 Commission actively implements its requlations, but itis ultimately restricted in imposing administrative sanctions. It must rely on
Administrative and Criminal courts for the sentencing of requlated as well as non-requlated persons. “From the IMF report on the

Securities and Exchange Commission operations”
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Box 3.1 — Regional stock exchange markets, some indicators of business
operations

Most of stock exchanges in the region face continuation of negative trends influenced by the negative global
financial flows. The decrease of turnover, capitalization, indices and number of realized transactions characterize
operations of all region stock exchanges in the previous period.

Table 1 - Turnover and transactions at regional stock exchanges

Stockexchange Relative turnover ratio Relatiye ratio in number of
I-1X' 2008/ |-IX 2007 transactions I-1X 2008/I-1X 2007
Belgrade stock exchange -61,7 -53,1
Zagreb stock exchange -489 69,4
Macedonian stock exchange -70,1 -71,7
Ljubljanska stock exchange -39,8 -14,7
Nex Montenegro stock exchange -69,0 -74.9
Montenegro stock exchange -819 -79,7

Source: Reports of regional stock exchanges

Data in the table show that realized turnover in the first nine months of this year at all stock exchanges was
significantly below the turnover realized in the comparative period in 2007. The largest decline was recorded at
the following stock exchanges: Macedonian (70.1%) and two Montenegrin stock exchanges (Montenegro stock
exchange 81.9% and Nex Montenegro stock exchange 69.0%). Observed by the number of realized transactions,
only Zagreb stock exchange recorded growth (69.4% more than in the first nine months of 2007).

Poor performances in the past period were expressed by all reference stock exchange indices. In the first nine months
0f 2008, the average decline rate of the selected indices amounted to 50.6%, while at the annual level the decline
amounted to 55.6%. If we observe indices at the annual level, the highest decline in the region was recorded at the
Montenegrin stock exchanges (61.1% and 66.8%) and Beograd stock exchange (64.4%).

Table 2 - Changes of selected indices at regional stock exchanges

Index value % of change
Stock exchange Index

d IX2008 | XI12007 | 1X2007 | (2008 | X 2008
Belgrade stock exchange BELEX15  1003.77 231827 2.820,57 -56,7 -64.4
Zagreb stock exchange CROBEX 299097 5,239.03 5.0372 -429 -40,6
Macedonian stock exchange MBIO  4448,87  7740.79  9283,00 -42.5 -52.1
Ljubljanska stock exchange SBI20  6,188.15 11.369,58 12,085.10 -456 -48,6
Nex Montenegro stock exchange NEX20 15.309,36 34,168.63 39.393,33 -55,2 -61,1
Montenegro stock exchange MOSTE 634,74 162769 1914,52 -61,0 -66,8

Source: Reports of regional stock exchanges
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Relations of the market capitalizations of the stock exchanges are similar.

Table 3 — Comparison of market capitalization of regional stock exchanges

Stock exchange 1X'2008 1X2008

Xl 2007 1X2007
Belgrade stock exchange 223 -299
Zagreb stock exchange -36,1 -29,7
Macedonian stock exchange -375 -44.2
Ljubljanska stock exchange -371 -36.4
Nex Montenegro stock exchange -48,3 -54,6
Montenegro stock exchange -33,7 -375

Source: Web sites of regional stock exchanges

Box 3.2 — Broker companies, establishment, change of the name, increase
of capital, temporary cessation of operations, liquidation

Multi annual growth cycle at the financial markets terminated in mid-2007. The following period was characterized
by decline of turnover, capitalization and indices. Increase of negative trend was recorded month over month. The
“decline” of the financial markets was so high that, in one point of time, market participants considered the option
of closing down of stock exchanges in order to save companies’ property and protect property owners. The crisis is
the period for consolidation but for sustainability and survival tests as well. Past ten months at Montenegrin stock
exchanges proved that this claim s true. Only one broker-dealer company was established. It is questionable whether
itselected the right moment. Three broker companies changed the name. N one broker company, change of the name
was influenced by the change in ownership structure. Six broker companies increased capital which was influenced
by the lack of assets for payment of operational costs. Total assets allocated by broker companies for the increase in
capital amounted to EUR 555.000%, Three broker companies did not survive despite the increase of capital. Seven
broker companies started the process of temporary cessation of operations or permanent liquidation.

3 According to (DA data, total capital of 34 broker companies amounted to EUR 4.4 million as of 18 November 2008.
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4.1. Consolidated Public Expenditure

According to Ministry of Finance* data, in the period January-
September 2008, total current public revenues® amounted to
EUR 1.099,1 million or 36.3% of the estimated GDP for 2008. In
comparison with the same period of the previous year, public
revenues recorded increase by 23.7%.

In the structure of public revenues, the most important tax
revenues amounted to EUR 687.6 million and were 23.7% higher
in relation to the same period of the previous year as well as
contribution revenues which increased by 16.8% and amounted
to EUR 231.1 million. Revenues from fees amounted to EUR 21.8
million or 4.4% more, revenues from compensations amounted
to EUR 93.5 million or 70% more, while other revenues amounted
to EUR 52.6 million and were by 20.5% higherin relation to the
same period of the previous year. Revenues from loan repayments
amounted to EUR 6.2 million or 29% lower in relation to the
same period of the previous year.

Consolidated public expenditures in the period January-
September 2008 amounted to EUR 974.3 million or 32.2% of the
estimated GDP. I relation to the same period of the previous year,

they were by 39.1% higher, as a result of the increase of current
expenditures (33.7%), transfers for social care and transfers to
institutions, individuals, non-government and public sectors
(31%), capital expenditures (81%), granted borrowings and
loans (170.2%) and reserves (42.5%).

In the period January-September 2008, public revenues were
by EUR 124.8 million higher than public expenditures (Appendix
C, Table 13).

4.2. Montenegrin Budget and State
Funds

According to Ministry of Finance data, current budget revenues,
which pursuant to the amendments to the Law on Budget™, as
of January 2008, include Montenegrin budget and state funds,
in the period January-September 2008 amounted to EUR 942.2
million or 31.2% of GDP. In relation to the same period of 2007,
currentrevenues increased by 20.1% as aresult of the tax revenues
growth, contributions and other budget revenues (different fees,
taxes and payment of back taxes).

Box 4.1 — Structure of budget revenues

In the structure of current revenues, revenues from taxes recorded the highest share (66.4%) and were by 23.1%

higher in relation to the same period of the previous year.

Structure of tax revenues changed in relation to the previous period. Thus, despite the reduction of tax rates on
revenues of legal entities and private individuals, revenues from direct taxation significantly increased, which
indicates reduction of non-observed economy. Increase of tax revenues is a result of increased revenues from
VAT by 17.3%, excises by 34.1%, personal income taxes 40.4%, corporate profit taxes 57%, taxes on international
trade and transactions (custom) by 15.4% and other taxes by 34.3%. Revenues from VAT amounted to EUR 335.9
million and in current revenues they participated with 35.6% and in tax revenues with 53.7%, while excises made
up 9.5% in current budget revenues. Growth of these revenues was influenced by increased economic activities in

3 Source: Ministry of Finance Bulletin; estimated GDP for 2008 amounts to EUR 3,025.00 million.
% Total current public revenues incorporate budget revenues, revenues of state funds and local government.

360G RoM' no. 12/07

FISCAL DEVELOPMENTS




CHIEF ECONOMIST REPORT - JANUARY-SEPTEMBER 2008

construction, tourism and trade sectors, which resulted in increase of import as in improved financial discipline.
Negative trend and reduction of 36% were recorded by tax revenues from real estates’ turnover, because of the

decline in selling of real estates.

Revenues from contributions made up 24.5% of the current revenues structure or 16.6% more in relation to the
same period of the previous year, with the evident growth in all categories.

The rest part of current revenues (9.1%) referred to fees, compensations, repayment of loans and other revenues.
Positive trend in the first three quarters of 2008 was recorded by fees revenues which increased by 25% and
compensations by 45.2% while other revenues were lower by 9.6% and repayment of loans by 10%.

Table 4.1 - Current revenues of Montenegrin Budget and state funds

% of realized in

Type of revenue Re?>l<|22%%én - Re?)l(lzzez)%;n "1 2008 in relation
to 2007
TAXES 625,82 508,53 23,06
Personal income tax 77,24 55,00 40,44
Tax on legal entities’ income 50,79 32,35 57
Real estates turnover tax 8,80 13,66 -35,58
VAT tax 335,88 286,46 17,25
Excise duties 89,86 67,03 34,06
Tax on international trade and transactions 56,94 49,33 15,43
Other republic taxes 6,31 4,70 34,26
CONTRIBUTIONS 231,06 197,84 16,79
Pension and disability insurance 144,83 111,06 3041
Health insurance 79,68 82,20 -3,07
Unemployment insurance 6,55 4,58 43,01
FEES 20,56 16,44 25,06
Administrative fees 13,04 6,95 87,63
Court fees 591 6,35 -6,93
Residential fees 048 0,45 6,67
Other fees 113 2,69 -5799
COMPENSATIONS 24,01 16,54 45,16
Public goods utilization 2,37 2,73 -13,19
Natural resources utilization 1,79 2,18 -17.89
Ecology 7,34 1,45 406,21
Games of chance 392 3,17 23,66
Roads 553 4,77 15,93
Other compensations 3,06 2,24 36,61
OTHER REVENUES 34,56 38,25 -9,65
Revenues from capital 9,82 14,70 -33,2
Pecuniary penalties 715 700 2,14
Revenues from the public bodies operations 10,01 9,53 504
OTHER REVENUES 758 7,02 798
Revenues from loan repayments 6,20 6,90 -10,14
Total current revenues 942,21 784,50 20,1

Source: Ministry of Finance



Graph 4.1 - Structure of current revenues According to Ministry of Finance data, consolidated budget
of Montenegrin Budget and state funds in

revenues” in the first nine months of 2008 amounted to EUR
817.7 million or 27% of the estimated GDP. Budget expenditures
were 35.7% higher in relation to the first nine months of 2007.

the period 01 January-30 September 2008

m Taxes 66.4%

m Contributions 24.5%
Duties 2.2%
Fees 2.5%

m Other revenues 3.7%

m Revenues from
Loan repayment 0.7%

Box 4.2 — Structure of budget expenditures

In the structure of budget expenditures, current expenditures have the highest share of 50.4%, which represents
growth of 35.7% in relation to the same period of 2007. Expenditures from social care transfers made up 27.8%,
while transfers to institution, individuals, non-government and public sector accounted for 11.3% in the budget
expenditures. Capital expenditures (current capital expenditures and capital budget of Montenegro) amounted to
EUR 7.9% million which is significantly more in relation to the same period of the previous year. EUR 1.7% million
or 152% more funds were allocated for granted borrowings and loans, while EUR 43% million or 0.9% more was
allocated to the budget reserve.

The largest portion of funds in current budgetary expenditures was spent for gross earnings and contributions
on behalf of the employer (EUR 231.2 million) or 36.5% more in relation to the same period of 2007. Gross wages
represented 28.3% of expenditures with the share of 7.6% in GDP. Other categories of current expenditures (other
revenues, expenses for the material and services, other expenditures, current maintenance, rent, subventions and
interests) burdened the budget cumulatively with EUR 180.6 million or 22.1%.

Graph 4.2 - Structure of consolidated

expenditures of Montenegrin Budget and Observing the surplus/deficit amount as the difference
state funds, 01 January-30 September 2008 between revenues and expenditures, and bearing in mind that

, revenues are decreased for borrowings, transfers, donations and é

: Eggﬁ;:ép;;od't“r“ 304% revenues from property sale and that expenditures are decreased §
- (apna,exp'endmes 39% for principal repayment in country and abroad on the basis of =
Capital budget MN 4,0% the debt arising from taken loans and issuing of securities, over w
by 2 e 7 the period 01 January 2008 — 30 September 2008 Montenegrin =

wi

=

m Repayment of guarantees 0,0%

m Transfers for social security 27,8%

m Transfers to institutions,
individuals, non-governmental
and public sector 11,3%

budget® recorded surplus of EUR 124.6 million®.

37 Total expenditures decreased by debt repayment.
% Montengrin budget and state funds
% Methodology for calculation of surplus/deficit,”0G RoM”, no.71/05.




Table 4.2 - Consolidated expenditures of Montenegrin Budget and state funds, 01 January-30

September 2008, in EUR 000 000

% of realized in
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DESCRIPTION Rﬁﬁg‘é‘gé“ Rl‘ff)'(iz%%;” 2008 in relation
to 2007

Gross wages and contributions by the employer 231,24 169,36 36,54
Net wages 131,83 99,34 32,71
Tax on wages 24,23 18,84 28,61
Contributions paid by employee 37,52 26,46 41,8
Contributions paid by employer 34,32 22,22 54,46
Surtax on tax 3,34 2,50 33,6
Other personal income 22,08 20,38 8,34
Expenditures for material and services 10793 75,09 43,73
Current maintenance 15,40 14,38 7,09
Interests 14,55 1790 -18,72
Rent 492 3,80 2947
Subsidies 11,97 523 128,87
Other expenditures 3,75 2,67 40,45
Transfers for social protection 226,91 205,12 10,62
Social protection rights 31,14 28,07 10,94
Redundancies 28,41 8,36 239,83
Pension and disability insurance rights 149,80 156,38 -4,21
Other rights in health protection 11,89 7,6 56,45
Other rights in health insurance 5,67 4,71 20,38
lrriag;fs[)s“tcoslgcs:gfuons, individuals, non-governmental 92,64 4290 11594
Transfers to public institutions 7091 25,52 177,86
Transfers to NGOs 3,54 4,96 -28,63
Transfers to individuals 16,81 12,13 38,58
Transfers to municipalities 1,38 -100
Transfers to public institutions 0,29 -100
Capital expenditures 32,41 35,08 -7,61
Capital budget of RM 32,47 -100
Borrowings and loans 1393 5,53 1519
Repayment of guarantees 0,04 0,00

Reserves 743 519 43,16
Current expenditures 411,84 308,81 33,36
Consolidated expenditures of the Budget of Montenegro 81767 602,63 3568

and State Funds

Source: Ministry of Finance



Box 4.3 — Revision of the Budget

1. Base for the revision

In end-July 2008, Montenegrin Parliament enacted the Law on Amendments to the Law on Budget of Montenegro
2008 (0G RoM, no. 46/08).

Enactment of this Law was influenced by:

the change of the structure and increase of current budget revenues above planned,

implementation of new legal solutions which regulate the manner and calculation of wages and otherincomes
of state, public officers and court and constitutional officers,

increase of expenditures in current budget,

increase and change of the Montenegrin capital budget structure,

increase of transfer to Pension and Disability Fund after the enactment of the Law on Compensation of Pension
and Disability Insurance Beneficiaries and

increase of transfers to the Employment Agency according to the Law on Amendments to the Law on
Employment.

2. Plan for 2008 according to the revision of the budget

By the revision of the budget, total revenues of the budget and state funds were planned in the amount of EUR 1.351
million which is by EUR 130 million or 10.7% higher than the amount planned by the Law on Budget for 2008.

According to the revision of the budget, current revenues of the budget and state funds were planned in the amount
of EUR 1.258,5 million and were by EUR 130 million or 11.5% higher in relations to funds planned by the Law on
Budget for 2008, which represents an increase of 4.3% of the estimated GDP. Thus, revision of the budget planned
higher enforcement of tax revenues (12.1%), contributions (10.1%), fees (62.8%), other revenues (2.4%) and lower
revenues from duties (7.4%) and repayment of loans (25%). Borrowings and loans from abroad, donations and revenues
from privatization remained the same. However, higher enforcement of source budget revenuesin 2008 in relation
to what was planned is a result of increased economic activity in construction, tourism, trade and transportation
sectors which influenced the increase of import, number of employees, wages and total economic activity.

According to the revision of the budget, total expenditures of the current budget were planned in the amount of EUR
752.6 million, expenditures of state funds in amount of EUR 483.4 and expenditures of capital budget of Montenegro
in amount of EUR 85.7 million which is by 11.4% more than planned according to the Law on Budget for 2008.

Consolidated expenditures of budget and state funds (total planned expenditures decreased for loan repayment)
amount to EUR 1.232,2 million after the amendments to the budget and they are 9.8% higher. Thus, planned budget
surplus according to the new plan amounts to 0.9% of GDP. According to the new plan, current budget expenditures
are increased by 6.6% and gross wages of employees make up the largest expenditure item increased by 6.2%,
expenditures for material and services by 11.8% and subsidies by 2.2%, while interests, rents and other expenditures
remained the same. Social protection transfers increased by 15.2% which was influenced by the increase in number
of beneficiaries, by which expenditures for redundancies in privatized companies significantly increased. Capital
expenditures of the current and capital budget of Montenegro increased by 22.6% in total with the aim of faster
realization of started priority projects. Budget reserve funds increased by 39.5% and are allocated for unforeseen
expenditures by the end-2008. According to new plan, funds for loans repayment significantly increased (68%),
especially funds for payment of backward pensions and frozen foreign currency deposits (by 123%).
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Table 1- Plan of Montenegrin budget and state funds for 2008 and amendments (revision)

Description Plan for | % of |Revision| % of Diff_erence
2008 the 2008 the |Revision/Plan| In %
EUR mill | GDP |EUR mill | GDP EUR mill

Current revenues 112845 3730 125854 41,60 130,09 11,53
Taxes 75556 2498 84692 28,00 91,36 12,09
contributions 26995 892 29732 983 2737 1014
Fees 2886 095 26,74 0,88 212 735
Compensations 26,56 0,88 43,24 1,43 16,68 62,80
OTHER REVENUES 31,74 1,05 32,49 1,07 0,75 236
Revenues from loan repayments 15,78 0,52 11,83 0,39 -395 -25,03
Expenditures 112197 3709 1.23213 40,73 11016 9,82
Current expenditures 471,51 1559 502,82 16,62 31,31 6,64
Transfers for social protection 28460 941 32796 10,84 4336 1524
;fcgrfszgt'ﬁg“;mi 'S”eci'tvc')‘rjuals' NN 19659 650 19855 656 196 1,00
Capital expenditures 6999 2,31 81,56 2,70 11,57 16,53
Capital budget of RoM 6743 2,23 8567 2,83 18,24 27,05
Borrowings and loans 21,84 0,72 21,84 072 0,00 0,00
Repayment of guarantees 060 0,02 060 0,02 0,00 0,00
Reserves 941 031 1313 043 372 3953
Surplus 648 021 2641 087 1993 307,56
Debt repayment 37,01 1,22 63,10 2,09 26,09 70,49
Privatization revenues 35,00 1,16 35,00 1,16 0,00 0,00
Donations 080 0,03 080 0,03 000 0,00
Borrowings and loans from abroad and 2070 098 2070 098 000 000

loans for projects

Source: Ministry of Finance

4.3. Local Government

According to preliminary data of the Ministry of Finance, current
revenues of the local government in the period January-
September 2008 amounted to EUR 156.9 or 5.2% of estimated
GDP, being 51.3% higher than in the corresponding period of
2007. The structure of revenues shows that the revenues from
fees and taxes accounted for the main share ((44.3%) and
(39.49%), respectively), while other revenues (duties, receipts
fromloan repayments and other revenues) accounted for 16.3%
of recorded revenues.

Incomes from fees increased considerably as a result of especially
increased collection of fees for using the construction land
(118%) and fees for physical planning of the construction land
(90.4%). Revenues from taxes amounted to EUR 61.8 million
or 30% more, and their growth was mostly influenced by the
increase of revenues from local taxes (62.2%) and taxes private
individuals” incomes (84%).



(onsolidated expenditures of local administration in the period
January — September 2008 amounted to EUR 156.6 million
or 5.2% of the estimated GDP. Compared to the first three
quarters of 2007, they increased by 59.2% due to increased
capital expenditures (78%), current expenditures (37%), transfers
toinstitutions, individuals, non-governmental and public sector
(65%), granted borrowings and loans (400%) and reserves
(34.3%). Capital expenditures with the share of 46.4% represent
the most significant expenditure item in local government
consumption.

A surplus in the amount of EUR 220.000 is realized at the local
government level.

4.4, State Funds*®

Pension and Disability Insurance Fund*' in the period
January — September 2008 recorded total revenues of EUR
203.6 million, which is 22% more compared to the same period
previous year. Source revenues of the Fund amounted to EUR
203.3 million and were 27% higherin relation to the same period
of the previous year, owing to high level of payment (collection)
of revenues from all categories of contributions. Revenues from
contributions amounted to EUR 144.9 million and their share in
current revenues amounted to 71.3% which indicates the growth
trend and it is the result of increased number of tax payers,
employed persons and improved financial discipline.

Table 4.3 - Current revenues and consolidated expenditures of the local government, EUR 000 000

o N % of realized in
Type of revenue Realized in Realized in 2008 in relation
I-IX 2008 I-1X 2007
to 2007
CURRENT REVENUES 156,86 103,70 51,26
Taxes 61,81 47,55 2999
Fees 757 10,49 -2716
Compensations 69,45 38,44 80,67
OTHER REVENUES 18,03 5,39 234,51
Revenues from loan repayments 1,83 -100
EXPENDITURES 156,64 98,38 59,22
Current expenditures 54,23 39,63 36,84
Gross earnings and contributions by the employer 25,12 18,17 38,25
Other personal income 3,58 3,23 10,84
Expenditures for material and services 17,48 12,42 40,74
Current maintenance 3,50 3,71 -5,66
Interests 048 0,26 84,62
Rent 0,36 0,26 38,46
Subsidies 0,88 043 104,65
Other expenditures 2,83 1,15 146,09
Transfers for social protection 0,24 0,23 4,35
lfgiislitfsgigfnons, individuals, non-government 22,50 13,61 65,32
Capital expenditures 72,69 4091 77,68
Borrowings and loans 2,20 044 400,00
Reserves 4,78 3,56 34,27

Source: Ministry of Finance

“0Does not include Restitution Fund because in the moment of writing of this report data were not available

#1Source: Pension and Disability Insurance Fund
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Total expenditures of the Pension and Disability Insurance Fund
in the first nine months of 2008 amounted to EUR 201.4 million,
which was 23% more compared to the same period of 2007.
The most important portion of expenditures is allocated for
pensions, amounting to EUR 165.3 million or 82.1% of total
expenditures, while 17.9% of expenditures referred to fees,
contributions, payment of pensions in foreign countries, military
pensions, contributions for health protection of retired persons,
operative expenditures and repayment of liabilities from previous
years. If we compare realized current revenues and expenditures,
Fund recorded a surplus of EUR 2.4 million in the period January
— September 2008.

According to an assessment of the Health Care Fund, in
the period January-September 2008, the Fund recorded total
revenues in amount of EUR125.3 million or 4.1% of estimated
GDP. In relation to the same period of the previous year,
revenues increased by 43% as a result of improved collection
of contributions in all categories. Revenues from contributions
cumulatively amounted to EUR 97.6% million or 78% of total
revenues, which is 18.7% more than in the first three quarters
of the previous year.

Total expenditures of the Health Care Fund, in the first three
quarters of this year amounted to EUR 117.6 million or 3.9%
of GDP and increased by 36% compared to the same period
of 2007. The largest portion of total expenditures of EUR 1134
million or 96.4% referred to expenditures arising from reqular
activities and supply of medicines, while 3.6% of funds were
spenton the operations of the Fund. If we compare revenues and
expenditures in the first three quarters of 2008 we can notice
that Fund recorded a surplus of EUR 7.7 million. Outstanding
liabilities of the Fund amounted to EUR 7.2 million.

According to Employment Agency of Montenegro data,
in the first nine months of 2008 this institution recorded total
revenues in the amount of EUR 20.4 million. Current revenues
(contributions, fees, other revenues and revenues from loan
repayments) amounted to EUR 13.9 million, and were 30.8%
higher in relation to the same period of the previous year owing
to higher collection of contributions for unemployment insurance
(41.6%) and fees for employment of non-residents (59%).

Expenditures of the Employment Agency in the first three quarters
of 2008 amounted to EUR 174 million, of which 27% referred to
current expenditures, transfers to individuals, institutions and the
public sector (34.1%), transfers for social protection (27%) and
granted borrowings and loans (11%) of expenditures.

If we compare revenues and expenditures from the period
January - September 2008, we can see that the Agency recorded
asurplusinamount of EUR 3 million, while liabilities amounted
to EUR 2.1 million.

According to Development Fund of Montenegro data,
over the period January-September 2008 Fund recorded total
revenues in amount of EUR 1.5 million, while expenditures
amounted to EUR 0.6. Thus, Fund recorded surplus in amount
of EUR 0.9 million.
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Atthe end of the third quarter 2008, public debt of Montenegro
amounted to EUR 928.0 million, i.e. 31.6% of the estimated GDP
for 2008*. In relation to the previous year end, public debt
increased by EUR 190.8 million. Public debt with debt of public
enterprises guaranteed by the state amounted to EUR 1,035.3
million, i.e. 35.7% of the estimated GDP (Table 5.1).

Public debt made up around 82.3% of total realized budget
revenues in 2007%, i.e. 73.7% of budget revenues planned
in 2008.

5.1. Domestic Debt

Domestic debt amounted to EUR 453.9 million at the end of
the third quarter this year and, in relation to the 2007 year-
end, it increased by EUR 178.8 million. The primary reason for
this lies in the enactment of the Law on Compensation for the
Pension and Disability Insurance Beneficiaries which prescribes
payment of undistributed pensions amounting to around EUR
105.0 million, as well as in Amendments to the Law on Budget
by which the internal debt comprises also liabilities for loans of
state funds towards commercial banks. Additional increase of
the public debt will also be affected by restitution and overtaking
liabilities of enterprises (primarily Railways of Montenegro joint
stock company) so the share of public debt in GDP may amount
t0 20%.

The structure of the domestic debt at the end of the third
quarter shows that the largest portion relates to the liabilities
from restitution (29.9%) and frozen foreign savings (26.4%).
Obligations related to outstanding pensions amounted t0 23.1%
of the internal debt, followed by liabilities for loans of state funds
towards commercial banks amounting to 11.2%, while debts

42 Estimated BDP for 2008 amounts to EUR 2,900 million.
 Without revenues from privatization, loans and grants.

Table 5.1 — Structure of public debt,

EUR million
. 928,0
Total public debt
31.6% of GDP
4539
Domestic Debt
15.7% of GDP
4741
Foreign Debt
16.3% of GDP
Public debt with debt of 1.035,3
public enterprises 35.7% of GDP

Source: Ministry of Finance

Graph 5.1 - Public Debt in % of GDP
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of local self-administration amounted made up 9.3% of the
domestic debt (Graph 5.2).
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Graph 5.2 - Structure of internal debt,
EUR million
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Obligations from restitution amounted to EUR 135.5 million
at the end of September this year and it increased by EUR 10.1
million at the previous year-end, so that the highest increase
was achieved within the last quarter: this debt at the end of
the third quarter was by EUR 8.5 million higher than at the end
of the second quarter this year.

Debt from old frozen savings at the end of September amounted
to EUR 120 million and in relation to the previous year end it
increased by EUR 23.5 million (24.4%). The increase of debt
on this basis was caused by legislation referring to the Law on
Payment of Citizens’ Foreign Currency Savings Invested with
the Authorized Banks with Headquarters outside the Republic
of Montenegro™.

Debt of local self-administration, which besides other things
includes remaining budget liabilities of municipalities (EUR 20.5
million) and obligations from short-term loans (EUR 4 million),
amounted to EUR 42.4 million® and in relation to the previous
year end it decreased by EUR 10.8 million (20.3%).

In the first three quarters of this year, EUR 2 million of the capital
amount were repaid as well as EUR 0.8 million of debt to non-
residents.

In order to decrease internal debt, the Government adopted the
Decision on paying foreign currency savings for 2016 and 2017,
also considering the possibility of issuing restitution bonds. So
far, the value of paid foreign currency savings of itizens was
EUR 406.2 thousands.

5.2. Foreign Debt

Foreign debt amounted to EUR 474.1 million at the end of
September this year. In relation to the previous year end, public
debt increased by EUR 12.0 million. Accordingly, the debt was
increased due to withdrawn assets from previously approved loans
amounting to EUR 21.9 million, whereas reqular repayments
of external debt amounted to EUR 9.9 million in the first three
quarters of this year"”.

Besides withdrawn assets, the non-engaged assets from total
available assets for loans comprise about 11.8 million foreign
currency reserves from IDA loan, EUR 28.3 million from KWF
loan (water supply, phase Il and III), EUR 0.2 million from the
Societe Generale Bank and about EUR 2.3 million of French credit
for Montenegrin Electric Enterprise. Besides, next period shall
expect the withdrawal of funds from the Government of Spain
loan for equipping recycling centre in Podgorica amounting
to EUR 5 million, as well as assets on loans from Erste Bank
Austria, amounting to EUR 6 million. Also, the Law on Budget
for 2008 and the Decision on Taking Borrowings and Issue of
Guarantees foreseen signing contract on IBRD loan for cadastre
projects (EUR 11 million), and energetic efficiency (EUR 6.5
million), quarantees for he Project of regional water supply
with Abu Dhabi Fund for Development (EUR 15 million), while

“aw on payment of citizens' foreign currency savings invested with the authorized banks with headquarters outside the Republic of
Montenegro and the Law on payment of citizens' foreign currency funds invested with Dafiment banka AD Belgrade and Banka privatne

privrede DD Podgorica via enterprise Jugoskandik DD Belgrade.

# According to Ministry of Finance Municiaplity debt reffers to the end March this year.

“ Withdrawn assets from International Development Agency (IDA), Creditor Bank for Reconstruction (KFW), European Bank for
Reconstructino and Development (EBRD), Hungarian Credit, loan from Societe Generale Bank, loan from Government of France for ECM.

“"Interests from external debt was repaid in the amount of EUR 12.7million for the first three quarters this year.



Table 5.2 — External debt of Montenegro as of 30 September 2008

Creditor Amount Share in external
EUR million debt
International Bank for Reconstruction and Development 1909 403
International Financial Corporation (IFC) 7.8 1.6
Member countries of the Paris Club of Creditors 1329 28.0
International Development Association (IDA) 511 10.8
European Investment Bank (EIB) 36.6 7.7
EBRD 5.6 1.2
Development Bank of the Council of Europe 1.7 04
European Union 55 1.2
Creditor Bank for Reconstruction (KWF) 97 2.0
Austrian Credit 4.1 09
Anglo Yugoslav Bank 0.2 0.0
Hungarian Credit 114 24
Polish Credit 84 1.8
Societe General - Education IT 2.1 04
French credit (goods credit for Montenegrin Electric Enterprise) 6.1 13
TOTAL 4741 100

Source: Ministry of Finance

signing of the credit arrangement with the Council of Europe
Development Bank (CEB) for the Solidarity flats project (EUR 3
million) is expected in 2009.

In the first nine months of this year, contracts have been signed
with the European Bank for Reconstruction and Development
(EBRD) for the second phase of the railway infrastructure
reconstruction amounting to EUR 5 million and well as of the
regional water supply project amounting to EUR 7 million,
quaranteed by the Government. The contract on loan with
the Erste Bank Austria was signed for the project of purchasing
equipment for oncology clinics, amounting to EUR 6 million.
Contracts with EIB were agreed for projects in arrangements
signed in the Serbia and Montenegro period, as well as new
contract for the railway infrastructure project amounting to EUR
7 million which will be signed by the end of this year.

Bilateral agreements were signed with the United States of
America and Switzerland in order to technically resolve liabilities
among Serbia and Montenegro to trustees in the Paris Club.
Besides, there is ongoing process of making agreements with
France, Spain and the Netherlands, whereas premature debt

repayment in the case of the United Kingdom and Japan is
planned. As regards of important creditors in the Paris Club,
the contract has not yet been signed with Russia, whereas
based on the agreement signed with Germany within the Paris
(lub, the initiative of KFW loan writing down was initiated, i.e.
replacement of debt with the project of sewage water in the
coast, amounting to EUR 11.2 million.

5.3. Projection and sustainability of
the public debt

The Ministry of Finance forecast on public debt movementsin the
period 2009-2012 is based on micro-financial movements in the
period, estimates of new borrowings, and the agreed cooperation
framework as well as with bilateral creditors. (Table 5.3)

The following assumptions are the basis of internal public debt
projections:
- debt on restitution shall reach the legal limit of about
10% of GDP, while the repayment of debt shall amount
to about 0.5% of GDP,

PUBLIC DEBT
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Table 5.3 - Projection of the amount and the structure of Montenegrin public debt, 2009-2012

2009. 2010. 2011. 2012.
Domestic debt (EUR million) 5779 5573 5488 551,8
Domestic debt (% of GDP*) 177 154 13,9 13,2
External debt (EUR million) 710,7 734,0 7476 724,8
External debt (% of GDP) 21,8 20,3 189 173
Total public debt (EUR million) 1.288,6 1.291,3 1.296,4 1.276,6
Total public debt (% of GDP) 39,5 357 32,7 30,4

Source: Ministry of Finance

- liabilities of municipalities shall remain at the existing
level

- estimated amount on the basis of Law on Payment of
(itizens' Foreign Currency Funds Invested with Dafiment
bank AD Belgrade and Banka privatne privrede DD
Podgorica via Enterprise Jugoskandik DD Belgrade
(“Official Gazette RoM”, no. 21/08) amounts to about
EUR 9.5 million.

- liabilities amounting to about EUR 80 million are
planned in the process of privatization of joint stock
company Railways of Montenegro

- buying out of frozen foreign current savings bonds
0B16 and 0B17* was not taken into account, and

- theeventual growth of liabilities of Pension and Invalid
Insurance Fund as well as Health Fund was not taken
into account due to negative demographic movements
of the population structure.

Forthe purpose of projection of domestic debt the projection
of new liabilities and transfer loans was taken in compliance
to the agreed cooperation framewaork with international and
bilateral creditors, and the assets will be used for projects in
the area of waste water, regional water supply, road and railway
infrastructure and energy.

Besides, the writing out of about EUR 11.2 million liabilities to
KfW regarding the debt to Paris Club was foreseen in 2010,
whereas the projection does neither include liabilities that shall
arise from the construction of Bar-Boljare highway, nor other
infrastructure projects which are not defined by cooperation with
other international financial institutions and bilateral creditors.
The projection of movements in the external debt did not plan
the buying out of the additional instalment of IBRD loan, because
the buying out of the internal debt is more efficient in terms
of costs.

The analysis of debt sustainability’® shows that public debt
of Montenegro is in principle sustainable, and that problems
may only arise in the case of negative GDP movements and
the budget deficit.

%8 Projection fo the Ministry of Finance was done according to the following GDP forecast: EUR 3,260 million in 2009, EUR 3,620 million in

2010, EUR 3,960 million in 2011, EUR 4,197 million in 2012.
* Foreign currency savings bonds due to 2016 and 2017,
*0 From Strateqy for debt management 2008-2010.
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Basic characteristics of the movement in Balance of paymentin
the first nine months in Montenegro are relatively high current
account deficit, mostly generated by trade deficit, and the high
inflow of net foreign direct investments. The deficit on the factor
income account was recorded in the observed period, which is
the consequence of the increased outflow on the basis of interest
repayment and payment of dividends.

According to preliminary data, current account deficit in the
first three quarters of 2008 amounted to EUR 640.2 million
or 27.5% of GDP. The coverage of external trade deficit with
surplus achieved in other current account items amounted to
40.9%, which is by 24 percentage points lower in relation to
the same period 2007.

Total exchange volume of the goods account in first three quarters
of 2008 amounted to EUR 1,914.8 million, i.e. itincreased by 9.2%
in relation to the same period 2007. The achieved coverage level of
export to import amounted to 27.7%, which is by 12 percentage
points higher that in the same period 2007.

Volume of services exchange amounted to EUR 931.4 million, or
24.29% more than in 2007, thus achieving the surplus amounting
to EUR 399.3 million. Surplus on the services accountin the same
period 2007 amounted to EUR 438.7 million.

Factor income account had deficit of EUR 7.9 million, while the
transfers account had surplus of EUR 52.4 million.

Net foreign directinvestments in inflow in Montenegro amounted
to EUR 434 million in the observed period, which is by 15.4
more in relation to 2007. Total foreign direct investments inflow
amounted to EUR 668.5 million, while at the same time the
outflow amounted to EUR 234.4 million.

Portfolio investments account in the observed period had the
increase of EUR 121.6 million, whereas the outflow of these
assets amounted to EUR 131.2 million.

Net inflow of assets from other investments in first three quarters
of 2008 amounted to EUR 273 million.

EXTERNAL SECTOR




Table 6.1 - Balance of payments, in EUR thousands and as the share of GDP

11X 2007 | 1-IX2008 |Changein% SthePOf
A. CURRENT ACCOUNT -268.636 -640.242 138,33 27,50
GOODS -763.136 -1.084.079 42,06 46,56
1. Revenues 495.236 415.339 -16,13 17,84
1.1 Export in foreign trade statistics 472.694 388.562 -17,80 16,69
1.2 Adjustment of coverage 22.542 26.777 18,79 115
2. Expenditures 1.258.372 1.499.418 19,16 64,40
2.1 Import in foreign trade statistics 1.244.829 1.481.935 19,05 63,65
2.2 Adjustment of coverage 13.543 17482 29,09 0,75
SERVICES 438.695 399.318 -8,98 1715
1. Revenues 594.346 665.343 11,95 28,58
2. Expenditures 155.651 266.025 7091 11,43
INCOME 15.629 -7.894 0,34
1. Revenues 64.193 79.217 2341 3,40
2. Expenditures 48.563 8711 79,38 3,74
CURRENT TRANSFERS 40.176 52.412 30,46 2,25
1. Transfers to Montenegro 70.201 80.213 14,26 3,45
2. Transfers from Montenegro 30.025 27.800 -741 1,19
B. CAPITAL AND INVESTMENTS ACCOUNT 277.915 615.057 121,31 26,42
1. CAPITAL ACCOUNT -1.338 -310 -76,85 0,01
2. FINANCIAL ACCOUNT 279.253 615.367 120,36 26,43
2.1. Direct investments - net 376.204 434136 15,40 18,65
2.2. Portfolio investments - net 16.216 -9.595 041
2.3. Other investments - net 86.546 272998 215,44 11,73
2.4. Change in CBM foreign reserve assets -199.714 -82.173 -58,85 3,53
C. NET ERRORS AND OMISSIONS -9.279 25.185
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Source: (BM

6.1. Current account

In relation to the same period previous year, the increase of deficit
on current account was recorded in the first three quarters of
2008, due to worsening of the foreign trade deficit, decrease of
services account surplus and the incomes account deficit.

Foreign visible trade in the first three quarters of 2008 in
Montenegro recorded the increase of exports (primarily
aluminium and products of aluminium). Deficit on the goods

account amounted to EUR 1,084.1 million, which is by 42.1%
more in relation to the same period in 2007. The services account
in the observed period recorded surplus of EUR 399.3 million,
which was mostly contributed by good results in tourism. The
negative trend at the income account was continued, whereas
the current transfers account recorded increase of surplus in
relation to the same period 2007.



Table 6.2 — Current account, EUR thousands

2007 I-IX 2007 I-1X 2008 FX 2208
A. CURRENT ACCOUNT (14+2+3+4) -825.110 -268.636 -640.242 138,33
1. GOODS -1.341.646 -763.136 -1.084.079 42,06
1.1. Revenues 659.734 495.236 415.339 -16,13
1.2. Expenditures 2.001.380 1.258.372 1499418 19,16
2. SERVICES 440.133 438.695 399.318 -8,98
2.1. Revenues 674.056 594.346 665.343 11,95
2.2. Expenditures 233923 155.651 266.025 70,91
3. INCOME 17.010 15.629 -7.894
3.1. Revenues 89.420 64.193 79.217 2341
3.2. Expenditures 72410 48.563 8711 79,38
4. CURRENT TRANSFERS 59.394 40.176 52.412 30,46
4.1. Transfers to Montenegro 100.775 70.201 80.213 14,26
4.2. Transfers from Montenegro 41.381 30.025 27.800 -741
Source: (BM
6.1.1. Visible trade”’ According to Monstat preliminary data, visible trade of Montenegro

Results of visible trade are still disturbing having in mind
growth of the external trade deficit as well as keeping relatively
unfavourable structure of visible trade and low level of export
diversification.

in the first three quarters of 2008 amounted to EUR 1,870.5 million
of which EUR 388.6 million referred to exports and EUR 1,481.9
million to imports. In relation to the same period previous year,
the visible trade volume increased by 8.9%. The external trade
deficit in the observed period amounted to EUR 1,093.4 million,
i.e. 41.6% more than in relation to the same period 2007, due to
increase of import and the decrease in export of goods.

Table 6.3 - Visible trade of Montenegro in the period January - September 2008, EUR million

Period

January - September 2008
General trade system

January - September 2008
(special trade system)

Exports

Imports

Trade balance

Imports coverage by exports (%)

388,56 346,57
148194 1.882,24
-1.093,37 -1.535,67
26,22 18,41

Source: MONSTAT

> Methodological note: Data on visible trade in the balance of payments of Montenegro for 2007 and 2008 are presented according to
general trade system. CBM makes adjustments of data received from MONSTAT for the needs of the balance of payments according to IMF

methodology (Balance of Payments Manual, Fifth edition, IMF, 1993).
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Imports coverage by exportsin the observed period was 26.2%,
which is by 12 percentage points lower in relation to the same
period 2007. In relation to the same quarter 2007, the coverage
in the third quarter 2008 decreased by 8 percentage points. The
trend of imports coverage by exports in the first nine months of
2008 shows that, in relation to December 2007, the degree of
coverage decreased due to faster increase of imports that the
export of goods.

According to MONSTAT data, export of goods in the first nine
months of 2008 amounted to EUR 388.6 million, which is 17.8%
lower in relation to the same period 2007. The imports was
mostly influenced by the export of aluminium and products
of aluminium, followed by steel and iron, mineral fuels and
products of their distillation. The structure of export of goods is
unfavourable having in mind that 66% of exports were exports
of raw materials (aluminium, iron and steel, mineral fuels and
oils).

Decrease in the export of aluminium was recorded in first three
quarters of 2008. Export of aluminium and products of aluminium
amounted to EUR 155 million, which is by 45.1% lower in relation
to the same period 2007. The decrease of aluminium was mostly
affected by the decline in the price of aluminium on the world
market due to Global financial crisis, whereas prices of raw
materials remained the same orincreased. The Aluminium factory,
being the greatest exporter in Montenegro is, due to decrease in
aluminium price, currently facing the problem of the increased

Graph 6.1 - Imports coverage by exports in
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price of electricity, which affects the increase of production costs.
Besides aluminium, iron and steel had the important share in
exports amounting to EUR 70 million (18%). The exports value
of the iron and steel group in the observed period increased
by 63.9% in relation to the same period 2007. The increase of
iron and steel exports can be explained by the increase of their
price in the world market. In relation to the same period 2007,
according to SITC, the value of export of “bars and articles of iron
or steel” increased considerably (by six times) as well as of alloy
steel and its by-products” (by two times).

Table 6.4 — Structure of import of goods in the period January — September 2008, EUR thousands

DESCRIPTION Value Share in %
Aluminium and products of aluminium 155.025,49 3990
Iron and steel 70.095,96 18,04
ng fwug)l(se,smineral oils and product of their distillation, bitumen material, 3127281 805
Beverages and vinegar 16.182,57 4,16
Product of iron and steel 16.126,66 4,15
Pharmaceutical products 14.25115 3,67
Wood and related products; wood coal 11.053,32 2,84
Fruits, including granular fruits, citrus fruit or cantaloupe and watermelon 10.178,07 2,62
Nuclear reactors, boilers, machinery and mechanical appliances; parts thereof 9.029,20 2,32
Copper and articles thereof 4.859,27 1,25

Source: MONSTAT



Graph 6.2 - Export of goods in the period January - September 2007/2008, EUR million
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Export in the group “Mineral fuels, mineral oils and product of
their distillation” amounted to EUR 31.3 million, which is 8.8%
lower than in relation to first three quarters 2007. Decrease in
exports of this group was contributed by decrease of “oils from
fuel and bitumen materials”.

Import of goods in the observed period amounted to EUR 1,481.9
million, which is by 19% more in relation to the same period
2007. Compared to export, import of goods was diversified. The
increase ofimports in the observed period was mostly affected
by the import of reactors, boilers, machinery and mechanical
appliances, vehicles and electric machines and parts thereof.
Three mostimportant products made up 28.5% of total imports.
Having in mind that Montenegrin economy depended on the

100 150 200 250 300

imports of raw materials and fuels, it is not realistic to expect
decrease in import of goods in the coming period, which shall
be followed by high level of foreign direct investments.

Imports in the group “Nuclear reactors, boilers, machinery
and mechanical appliances; parts thereof” amounted to EUR
160.8 million, which is by 37.9% more in relation to the same
period 2007. This group of products mostly comprises automatic
data processing machines, construction machines (dredgers,
bulldozers, loaders and spare parts), machines for processing
various materials, printing machines, various air conditioning
machines. Import of vehicles in the observed period amounted
to EUR 152.8 million, which is by 23.2% more in relation to 2007.
The import of vehicles for transport of goods increased by 88%in

Table 6.5 - Five products with the most important influence to the decrease of goods export in the

period January - September 2008, EUR thousands

I-IX 2007 | I-IX 2008 | Difference

Aluminium, raw 277263 150.954 -126.309
Bars and rods, hot-rolled, in irregularly wound coils, of iron or non-alloy 21975 12709 -8.565
steel

Wood sawn or ch|pped‘le‘ngthvv|se, sliced or peeled, whether or not 10771 6.804 3.876
planed, sanded or end-jointed

Petroleum oils and oils obtained from bituminous minerals, other than

crude; preparations not elsewhere specified or included, containing i}

by weight 70% or more of petroleum oils or of oils obtained from 32682 30.075 2.606
bituminous minerals

Bananas, including plantains, fresh or dried 9482 7.300 -2.181

Source: MONSTAT
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Table 6.6 — Structure of import of goods in the period January — September 2008, EUR thousands

DESCRIPTION Value Share in %
Nuclear reactors, boilers, machinery and mechanical appliances; parts 160.801,46 10,85
thereof
Vehicles other than railway or tramway rolling-stock, and parts and 15277932 1031

accessories thereof

Electrical machinery and equipment and parts thereof; sound recorders and
reproducers, television image and sound recorders and reproducers, and 109.144,57 7,37
parts and accessories of such articles

Mineral fuels, mineral oils and product of their distillation, bitumen material,

mineral waxes 8.212.27 275
Iron and steel 78.634,65 5,31
Products of iron and steel 75.267,56 5,08
Furniture; bedding, mattresses, mattress supports, cushions and similar

stuffed furnishings; lamps and lighting fittings, not elsewhere specified 66.320,83 448

or included; illuminated signs, illuminated name-plates and the like;
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prefabricated buildings

Source: MONSTAT

the observed period (EUR 36.6 million), while imports of vehicles
for transport of persons amounted to EUR 73.4 million, i.e. 4%
more in relation to 2007. Observing the structure of imported
vehicles, about 48% ofimports referred to passenger vehicles and
other motor vehicles for transport of persons, and 24% referred
to vehicles for transport of goods. Extremely high inflow of
directinvestments and intensifying construction activities in the
previous period influenced the increase inimport of vehicles for
special purpose (various construction machines) by 78.5%.

Import of electrical machines and equipment and parts thereof
amounted to EUR 109.1 million, and was by 6.1% highern relation
to the previous year. Important share of imports of products in
this group refers to machines and equipment used for business
purposes (electric transformers, electric telephonic or telegraphic
apparatus, apparatus for distribution of electricity, etc.). It is
assumed that the most important part of electrical machines
and equipment are foreign direct investments in goods.

Graph 6.3 - Export of goods in the period January - September 2007/2008, EUR miillion
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Import of products in the group mineral fuels, mineral oils and
product of their distillation (crude oil, crude oil derivatives,
electricity) amounted to EUR 85.2 million, which is by 37.2%
less in relation to the same period 2007. Increase in prices of oil
and electricity in the world market influenced the decrease in
import of these products in Montenegro. Import ofiron and steel
and products of iron and steel amounted to EUR 153.9 million,
which is by 59.7% more in relation to the same period 2007.
Value of imports of products in the group “waste and scrap of
castiron” amounted to EUR 30.9 million (39% of iron and steel
imports) and it increased by 72% in relation to the same period
2007. The imports of “Flat-rolled products of iron or non-alloy
Steel” increased considerably. Another reason for increasing the
value of iron and steel imports is the increase of their prices in
the World market.

Observing the structure of exports by groups of products, the
most of goods from Montenegro were exported to EU countries
which makes up about 58.7% of total exports. The most of goods
were exported to Italy EUR 101.2 million (26%), Serbia EUR 84.4
million (22%), Greece EUR 51.6 million (13.3%) and Slovenia
EUR 34.2 million (8.8%).

Extremely high imports from surrounding countries were
recorded in the first three quarters of 2008: Serbia 40.1% (EUR
594.2 million), Croatia, 7.2% (EUR 106.9 million) and Bosnia and
Herzegovina (EUR 108.9) million. The imports structure from
EU countries shows that the highest imports was from Italy
EUR 118.7 million (8%), followed by Slovenia EUR 105.4 million
(7.1%) and Germany EUR 74.4 million (5%).

Table 6.5 - Five products with the highest imports in the period January - September 2008,

EUR thousands

I-IX 2007 | I-1X 2008 |Difference

Other bars and rods of iron or non-alloy steel, not further
worked than forged, hot-rolled, hot-drawn or hot-extruded, 4304 26.829 22.524

etc.

Other alloy steel in ingots or other primary forms; semi-

finished products of other alloy steel

12.616 25962 13.345

Medicaments consisting of two or more constituents which

have been mixed together for therapeutic or prophylactic

. . 0 8.013 8.013
uses, not put up in measured doses or in forms or packages
for retail sale
Other tubes, pipes and hollobvv‘proﬁles (for example, open 4566 1674 7107
seam or welded, riveted or similarly closed), of iron or steel
Light-vessels, ﬁ(e—ﬂqgts, dredgerg, ﬂoatihg cranes, ahd other
vessels the navigability of which is subsidiary to their main 000 375950 3.759

function; floating docks; floating or submersible drilling or

production platforms

Source: MONSTAT
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Table 6.8 - Visible trade by countries, according to general trade system in the period January -

September 2008, EUR thousands

COUNTRY Exports Share in % Imports Share in %

TOTAL 388.561,57 1.481.935,16

TOTAL EU 227.926,15 58,66  489.205,17 33,01
Austria 9.095,29 2,34 46.049,40 311
Greece 51.600,47 13,28 15.025,69 1,01
Netherlands 3.23779 0,83 8.460,04 0,57
[taly 101.156,44 26,03 118.755,46 8,01
Cyprus 595,26 0,15 1.247,36 0,08
Hungary 7.543,43 194 2296391 1,55
Germany 9.171,03 2,36 74.441,86 502
Romania 1.037,96 0,27 9.673,13 0,65
Slovakia 363,56 0,09 3.423,08 0,23
Slovenia 34.215,54 8,81 105.378,46 Al
Spain 4768 0,01 11.272,14 0,76
Sweden 561,41 0,14 14.778,32 1,00
United Kingdom 3.027,23 0,78 2.846,62 0,19
TOTAL CEFTA 143.005,92 36,80 848.640,04 57,27
Albania 7.830,01 2,02 15.699,26 1,06
Bosnia and Herzegovina 19.002,30 4,89 108.864,15 7,35
Macedonia 945,85 0,24 20.393,70 1,38
Moldova 0,00 0,00 0,89 0,00
Croatia 4.150,65 1,07 106.918,12 7,21
Serbia 84.389,92 21,72 594.230,75 40,10
Kosovo 26.687,19 6,87 2.53317 0,17
OTHER COUNTRIES 17.629,50 4,54  144.089,95 9,72

Source: MONSTAT

6.1.2. Services

International exchange of services shows that Montenegro had
surplus of EUR 399.3 million in the period January — September
2008, which is by 9% less in relation to the previous year. The
most important sources of surplus were income growth in the
field of tourism and communication services. The increase of the
demand for various business professional and technical services
was recorded in the observed period, as well as their insufficient
offer in the domestic market.

Total services exchange balance amounted to EUR 9314
million, i.e. 24.2% more in relation to the same period 2007. In
relation to first two quarters, services exchange balance in the

Graph 6.4 - Services account by quarters,

EUR thousands
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third quarter 2008 increased by 57.2%, which points to the
considerable importance of summer tourist season.

The export of services shows the tendency of the continuous
growth in the last few years. Revenues from services in
the first three quarters 2008 amounted to EUR 665.3 million
and increased by 12% in relation to the same period 2007. The
highest revenues were achieved from travelling (EUR 492.5
million), transport (EUR 67.7 million), construction (EUR 40.3
million) and other business services (EUR 30.2 million).

Expenditures from services amounted to EUR 266 million,
which is the increase of 70.9%, in relation to 2007, The increase of
expenditures from services was caused by increase of expenditures
inthe area of other business services, transport, construction and
personal, cultural and recreation services.

Observing the structure of expenditures, the majority of expenditures
were from business services (EUR 72.1 million) due to increase
of expenditures from various business services. The greatest
expenditures in various expenditure services were from payments
for architectural, engineering and similar technical services (EUR
20.5million), research and development services (EUR 12.5 million)
and legal, accounting and consulting services (EUR 19.8 million).
The expenditures in the field of transport amounted to EUR 62.8
million, followed by construction (EUR 51.6 million) and travelling
(EUR 21.6 million). Expenditures in the area of personal, cultural and
recreational services amounted to EUR 16.8 million, which is two
times higher in relation to the same period 2007, and was caused
by the increased outflow for payments of membership fees for
various international sports associations and the organization of
various music and cultural events.

The transport services account in the first three quarters 2008
recorded surplus amounting to EUR 4.9 million, which is by
65% less in relation to the same period 2007. The decrease of
surplus was caused by the considerable increase of expenditures
in the area of air and road transport. Faster growth of transport
expenditures (by 56.3%) compared to revenues (by 25%) was
recorded in the observed period.

Revenues from transport amounted to EUR 67.7 million,
which is 25% higher in relation to the same period 2007. The
highest revenues were in the field of air transport (42.8% of total
transport revenues) and marine transport (37.1%).

Graph 6.5 - Percentage distribution of
services exchange balance
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Graph 6.6 - Structure of revenues from

services in the period January - September
2008
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Graph 6.7 - Movement of expenditures
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Graph 6.8 - Structure of expenditures from Graph 6.10 — Revenues from transport in
services in the period January - September 2007 and 2008, EUR thousands
2008
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Graph 6.9 - Movements on the transport
services account in the period January - o o
September 2008, EUR thousands Revenues in air transport amounted to EUR 28.9 million, i.e.
52.9% more in relation to the same period 2007, which was
40,000 the result of increased number of passengers in the international
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20,000 72.5% of total revenues from the air transport.
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Revenues from road transport amounted to EUR 6.1 million, which
makes up 35.9% increase in relation to the same period previous
year. In relation to 2007, considerable increase of revenues from
transport of goods amounted to 38.7%. Revenues in the area of
railway transport amounted to EUR 3.3 million, which is by 2%
less in relation to 2007.
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> Type of transport service .

= Type of transport TOTAL Share in %
S Passengers Goods Other

=

= Marine 2.759 484 21.854 25.097 37,09
= Railway 0 2.965 331 3.296 4,87
g Air 20,982 97 7.875 28954 42,79
; Road 548 5.075 434 6.057 895
g Other 0 1 4,261 4262 6,30
3 TOTAL 24.289 8.622 34.755 67.666 100,00
J

o Share in % 36 13 51 100
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Total transport expenditures in the first three quarters of
2008 amounted to EUR 62.8 million and were 56.3% higher in
relation to the same period 2007 due to increased use of foreign
transporter’s services in the domestic and international transport.
The highest expenditures were achieved in air and road transport.
The majority of expenditures were achieved from transport of
goods amounting to EUR 25.1 million, due to increased import
of goods and use of foreign transporters” services.

Expenditures in the area of air transport in the observed period
amounted to EUR 29.8 million, which is by EUR 14.3 million or
91.4% more in relation to the same period 2007. Expenditures
in the road transport amounted by EUR 23.6 million, i.e. 34.7%
more in relation to 2007,

Share of expenditures from transport of goods in total transport
amounted to 40%, while the share of expenditures from
passenger transport amounted to 30%.

Revenues from travelling are calculated by estimating
revenues from tourism, complemented by data on provided
health-recreational services and consumption for education.
Estimated revenues from travelling in the first nine months of
2008 amounted to EUR 492.5 million, i.e. 11% more in relation
to the same period 2007. Increase of revenues from travelling
- tourism in the observed period was the result of increased
average daily consumption, caused by the increase in prices
of accommodation and food and other goods in the domestic
market that make up considerable part of tourist consumption.
The surplus in the field of travelling achieved in the first three
quarters of 2008 amounted to EUR 471 million, which is by
10.8% more in relation to the same period 2007.

Graph 6.11 - Transport expenditures in

the period January - September 2007 and
2008, EUR thousands

35,000
30,000

12007

25,000
20,000

15,000
10,000

5,000

Marine  Railway Air Road Other

Source: (BM

Revenues in the communication services in the first three
quarters 2008 amounted to EUR 19 million. Highest revenues
were in telecommunications amounting to EUR 18 9 million, due
to the increase of international transport in mobile telephony and
Internet. Considerable revenues in the observed period were
achieved from the sale of internet domain to foreign companies,
because this year Montenegro switched from old Internet domain
(cgyu) to new one (.me). Important number of internet addresses
with abbreviation “me” was bought by foreign companies from
the USA and Great Britain. Revenues in this field amounted to
EUR 6.9 million. The communication services account in the
first three quarters 2008 recorded surplus amounting to EUR
12.1 million, which is by 10% higher in relation to the same
period previous year.

Table 6.10 - Structure of transport revenues in the period January - September 2008, EUR thousands

Type of transport service .
Type of transport TOTAL Share in %
Passengers | Goods Other

Marine 71 654 5.255 5.980 9,52
Railway 9 1.385 24 1418 2,26
Air 1811 272 11.461 29.844 4753
Road 592 22.820 194 23.606 37,60
Other 2 16 1922 1940 3,09
TOTAL 18.785 25.147 18.856 62.788 100,00
Share in % 30 40 30 100

Source: (BM

EXTERNAL SECTOR
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Revenues from other business servicesin 2008 amounted
to EUR 30.2 million, which is by 7.5% less in relation to the same
period 2007. The majority of revenues were from providing various
business, professional and technical services (legal and accounting
services, consulting, engineering services, etc.) amounting to
EUR 23.8 million, followed by providing services in relation to
trade of goods (intermediation, representation, storage etc.)
amounting to EUR 6.2 million. Expenditures in the observed
period amounted to EUR 72.1 million. Services in the field of law,
accounting and consulting were paid EUR 19.8 million. Costs for
promotion of domestic products and services in foreign affairs,
purchase of advertising material, market research and other types
of media placement amounted to EUR 20.6 million. Other business
services balance in the nine months this year was negative and
amounted to EUR 41.8 million which, in relation to the previous
year, represents increase of deficit by EUR 40.2 million.

Inflow of assets from work on construction projects and
installations of domestic companies abroad, as well as in
Montenegro, amounted to EUR 40.3 million, which is by 5.9%
more in relation to 2007. Expenditures from engaging non-
residents in construction in the observed period amounted to
EUR 51.6 million, which is by 92.2% more i relation to 2007. The
biggest problem in construction is still the weal equipmency and
competitiveness of domestic construction execute. Domestic
executive faces more and more to the problem of personnel
shortage and more developed competition from neighbouring
countries. Increased engagement of non-residents for building
important infrastructural and housing-business objects
conditioned the increase of expenditures in this field. As the
result of such movement in the observed period, construction
services recorded deficit amounting to EUR 11.3 million, in relation
to the same period 2007 when the surplus (EUR 11.2 million)
was recorded. Realization of important capital infrastructure
projects (hydro energetic objects, objects for water supply and
improvements in supply of electricity, treatment of solid waste
and sewage waters, highway Bar —Boljari) is expected in the next
period, which points to the need of finding way for increasing
capacities of domestic construction executive and its qualification
for realizing important infrastructural projects.

Montenegrin residents allocated EUR 9.1 million for international
insurance services, which resulted in deficit amounting to EUR
7.8 million.

6.1.3. Income

Income account n the observed period recorded deficitamounting
to EUR 7.9 million, compared to the same period 2007, when it
recorded surplus amounting to EUR 15.6 million. The increase of
expenditures on theincome account in the observed period was
considerably higher than the increase of revenues.

Revenues from factor income in the first three quarters 2008
amounted to EUR 79.2 million, which is by 23.4% more in relation
to 2007. The majority of revenues consists of compensations to
employees amounting to EUR 72.3 million, which increased
by 24.4% in relation to 2007. The structure of revenues from
compensation to employees shows that about 37.7% of
revenues was achieved in Italy (salaries of seamen), followed by
Germany (8.8%) and Serbia (6.6%). Revenues from international
investments income amounted to EUR 6.9 million. The structure of
revenues from international investments shows that the greatest
share was in paid interests amounting to EUR 6.3 million, while
the revenues from direct investments abroad amounted to EUR
643.5 thousands.

Expenditures from income in the observed period amounted
to EUR 87.1 million, which is by 794% more in relation to the
same period 2007, and it was caused by repayment of interest
for granted loans and paid dividends. Out of the total sum of
expenditures from income, EUR 834 million referred to income
from international investments (investments in the form of
loans, foreign directs and portfolio investments) and EUR 3.7
million referred to wages of our employees employed at non-

Graph 6.12 - Structure of revenues from

factor income in the period January -
September 2008
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residents. Qut of the total sum of expenditures from international
investments, EUR 58 million (60% more in relation to the same
period 2007) referred to repayment of interest, EUR 25 million
referred to expenditures from direct investments (192.5% more
in relation to the same period 2007) and EUR 0.4 million referred
to portfolio investments.

6.1.4. Current transfers

Current accounts transfer continued the trend related to increased
inflow of monetary assets. Current account balance in the first
three quarters 2008 amounted to EUR 52.4 million, which is by
30.5% more in relation to 2007,

Total revenues from current transfers in the observed period
amounted to EUR 80.2 million, which is by 14.3% more in
relation to the same period previous year. Out of that amount,
EUR 9.6 million referred to state sector and EUR 70.6 million to
other sectors. Out of total inflow of other sectors transfers, EUR
46.2 million referred to remittances from abroad. Inflow from
othertransfers (heritage, support, gifts and assistance) amounted
to EUR 24.4 million. Expenditures from current transfers in the
same period amounted to EUR 27.8 million, which is by 7.4%
less in relation to the same period previous year. Observing the
outflow structure, EUR 24.8 referred to other sectors, while EUR
3 million referred to the state sector. The outflow of current
transfers from Montenegro from heritage, gifts and various types
of assistance was approximately the same as in the previous year
and it amounted to EUR 14.6 million.

6.2. Capital and financial
transactions account

Besides Global financial crisis and the decrease in prices of
securities on the capital market in the country and abroad, capital
andfinancial account in the first three quarters of 2008 recorded
considerable inflow of foreign capital, thus achieving extremely
high net inflow of foreign direct investments amounting to
18.6% of GDP.

According to preliminary data, net inflow of foreign direct
investments (inflow minus outflow) in the period January —
September 2008 amounted to EUR 434 million, which is by
154% more in relation to the same period 2007. Total inflow

of foreign direct investments in the observed period amounted
to EUR 668.5 million, of which EUR 664.8 million referred to
investments of non-residents in Montenegro, and EUR 3.7 million
to withdrawal of assets invested abroad. According to the share
of FDI'in GDP, Montenegro is at the top of European countries
in transition. It is realistic to expect that this year’s net inflow
of foreign direct investments shall be higher than net inflow
achieved in 2007.

The structure of FDIinflow shows that EUR 492.2 million referred

to investments in the form of ownership capital while EUR
172.6 million were realized in the form of intercompany debt. In
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relation to the same period 2007, inflow from intercompany debt
increased by 79.2%. Out of total FDI inflow, EUR 266.9 million
(40%) referred tor real estates, which is by 33.2% less in relation
to the same period 2007. Investments of foreign capital into
domestic companies and banks amounted to EUR 226.3 million,
i.e. 9.8% less in relation to the same period previous year.

FDI outflow amounted to EUR 234.4 million, which is by 36.8%
less in relation to the same period 2007. Observing the structure
of outflow, EUR 151.1 million referred to real estates (64.5% of
total outflow). In the observed period residents allocated EUR
272 million for buying real estates abroad, i.e. 28.9% less thanin
the same period 2007. The FDI outflow from withdrawal of share
of foreign capital in domestic banks and companies amounted
to EUR 25.2 million. Investments of Montenegrin residents into
foreign banks and enterprises amounted to EUR 41.6 million,
which'is by 6.7% less in relation to the same period previous year.
The outflow from intercompany debt and withdrawal of share
of capital invested in another domestic company amounted to
EUR 16.4 million. Regional distribution of FDI shows thatin 2008
investors came from 69 countries, whereas the total number of
countries from which the foreign investors came in the period
2001 — September 2008 was 107.

Inflow of portfolio investments in the first three quarters
2008 amounted to EUR 121.6 million, which is by 12.5% more

Graph 6.15 - Structure of FDI inflow in the

period January - September 2008
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in relation to the same period 2007. The highestinflow was from
investments into ownership securities amounting to EUR 121.4
million. Increase of portfolio investments inflow is the result of
importantincrease from withdrawal of monetary assets invested
into foreign securities amounting to EUR 87.6 million. At the same
time, FDI outflow from portfolio investments amounted to EUR
131.2 million, which is by 42.7% more in relation to the same
period 2007. The majority of outflow 68.8% (EUR 90.3 million)
referred to residents’ investments into ownership securities,
whereas 30.3% (EUR 39.7 million) referred to withdrawal of
assets invested into domestic ownership securities. The portfolio
investments account shows that deficit amounting to EUR 9.6
million was recorded in the observed period.

Box 1 - Syndicated loans*

Syndicated loans are type of financial loan including one or more banks in situations when the asked loaniis to big
that one bank could allocate funds from its credit assets. In order to satisfy needs of its customers bank (Agent
bank) provides assets with other banks and place them to the customer. Syndicated loan is appointed to legal
persons for supporting investments projects. Agent banks is in charge of coordination of relations among the
borrower and all participating banks, which includes collection, placement and return of assets to creditors thus
the borrower communicates only to one bank. Advantages of the syndicated loan include the possibility of customer
to be granted higher amount in a very simple and fast way. Such loans are mostly approved by banks which are
ownership relation (parent-daughter). Syndicated loan is generally approved to reliable clients that are, due to its
reputation and business results, attractive to foreign and domestic investors.

52 These loans also appear as syndical or consortium loans.



Other investments account, which includes loans, trade loans, At the end of September 2008, monetary assets of the Central
cash and deposits, recorded considerable increase of monetary  Bank in foreign accounts and in treasury increased by 82.2 million
assets inflow. Important inflow of assets through the banking i relation to 31 December 2007.

system s recorded because banks increased foreign indebtedness

at their parent banks abroad. Net inflow of monetary assets

from loans amounted EUR 579.6 million, of which EUR 5654

million referred to increase of obligation from granted loans

from abroad, whereas EUR 13.8 million referred to decrease

of demand for granted loans to non-residents by domestic

banks>*. As the result of the above mentioned, other investments

account in the observed period recorded surplus amounting to

EUR 273 million.

EXTERNAL SECTOR

5 Inflow of assets from loans into the country can be achieved through residents taking loans from non-residents (thus increasing domestic
liabilites) or as inflow of assets by paying capital amount to loans that resident granted to non- resident (thus decreasing liabilities of
residents to non-residents).
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HEDONIC INDEX OF REAL ESTATES FOR MONTENEGRO IN NOVEMBER 2008

Calculation of average price of square meter of housing objects
in Podgorica in the third quarter 2008 is based on the sample
from population of 72,917 dwellings in locations Podgorica 1,
Podgorica 2 and Podgorica 3. These tree cadastre municipalities,
according to data from the Real Estate Directorate Podgorica, are
the most representative part of Podgorica, since they include
narrow municipal areas. On the basis of random sample including
1200 units, number of dully filled questionnaires was 257, i.e.
the total response was 22.4%.

Questions in the set questionnaire referred to qualitative
characteristics of dwellings (type of heating, possession of internet
connection, number of rooms, number of balconies, etc.) with
the primary objective to determine the relative influence of
these qualitative characteristics to the value of dwelling. The
subjective assessment of the value of dwelling was given by
asking the question: At the moment of interview, which was
the minimum price below which the owners would not sell
the dwelling?

On the basis of received data, the econometric model was created
giving the following results:

1. Average square meter of housing object in November

2008 in Podgorica amounted was EUR 1,525.5, which

is the decrease of 12.2% in relation to the price of

Graph 7.1 - Movement of the average price

of housing object, period November
2007 - 2008
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Nov-07 1697,56 100 100
Mar-07 1738,3 102,4 102,40
Nov-08 1525,5 89,9 87,76

square meter on last recording (march 2008) when
it amounted to EUR 1,738.3. Average value of square
meter of housing object - house was EUR 1,432.9, while
the average value of housing object - flat amounted to

EUR 1,569.

7.

Table 7.1 - Summary statistics of average value, standard deviation, minimum and maximum price

of individual types of housing objects

Variable Noot;sf Azglrjge St. Dev. x:ge Max price
Average price of housing space 257 1525,5 4784 600 3000
Average price of housing space - house 83 14329 5245 700 3000
Average price of housing space - flat 174 1569,6 449, 600 3000

Source: CBM, 2008
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Table 7.2 - Summary statistics of average value by zones, change at annual level

Variable

Average value | Av.Value | Av.Value | Change of value Annual
Nov 2008 May 2008 | Nov 2007 | (nov-may 2008) % | change %

Average price of housing object

in Zone Podgorica 1 s
Average price of housing object 14698
in Zone Podgorica 2

Average price of housing object 1410,2

in Zone Podgorica 3

1892,84 192716 -5,8% -10,6%
176817 1.839,09 -16,9% -20%
162059 141948 -13% -0.6%

Source: CBM, 2008

When speaking about the price ofhousing objects in three zones
of Podgorica (Tables 7.1and 7.2), there were some changesin the
price of housing objects in relation to the previous year, which
were mostly expressed in zones Podgorica 2 and Podgorica 3.
Namely, the value of square meter in zone Podgorica 1 was EUR
1,723.8 and in relation to March this year it decreased by 5.8%,
whileirelation to the previous year it decreased by 10.6%. Value
of square meter in zone Podgorica 2 amounted to EUR 1,469.8 and
it decreased by 16.9%, in relation to previous decrease of prices,
i.e. 20% in relation to the previous year. Price of square meter
of housing objects in zone Podgorica 3 was EUR 1,410.2 and it
decreased by 13% in relation to March this year, i.e. it returned
to the level in 2007 (lower decrease of 0.6%).

Graph 7.2 - Histogram of distribution of

price of housing objects, November 2008

Graphs 7.1 and 7.2 show that both time series — price of housing
objects and floor area - had similar allocation and that due to their
limitations from upper and lower side (flats can neither be less
than 10 square meters, nor higher than 1000 square meters), as
well as their prices that have the upper and lower “limit” therefore
the econometric model had to include logarithms instead of
levels. We should also note that these distributions are similar
to expectations, and it can be indicated by the fact that these
graphs extremely remind on the income distribution curve,

Graph 7.3 - Histogram of distribution of
variable floor area November 2008
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Descriptive statistics, model sustainability check and
results of hedonic index of Montenegro econometric
model, November 2008

According to the importance level, the most influential qualitative
characteristics that had importance to the price, similar to the
previous year, were size of dwelling, whether the dwelling has
the garage and internet connection.

Robustness tests show that the model is well specified, that it
neither had problems with multicolinearity (extremely low value
of VIF) nor with functional form (Ramsey Reset test).

Finally, taking into account housing object with 50 square meters,
the price of such dwelling on the basis of average price in locations
Podgorica 1, Podgorica 2 and Podgorica 3 in November 2008
would amountto EUR 76275. If the resident of Montenegro would
like to take a loan for housing object with 50 square meters,
assuming that the repayment deadline is 25 years (300 monthly
instalments) at annual interest rate of 10.5%, assuming that
the cash down payment is 209>*, i.e. EUR 15225, the monthly
instalment to be paid would amount to EUR 576.5, whichis 1.35
average salaries in Montenegro for October 2008 (EUR 423).

Table 7.3 - Empirical results of housing object average price model, November 2008

Robust
Variable Coefficient standard t statistics Probability
error
Lnsubjective price -0,09 0,10 -0,89 0,38
Morethan65sg.m. 0,35 0,09 3,827 0,00
Balcony?0 -0,01 0,17 -0,05 0,96
Balcony_1 -0,10 0,08 -1,27 0,21
Balcony2plus 0,31 0,09 3,42%%* 0,00
Room!1 -0,34 0,12 -2,78%%* 0,01
Room2plus 0,15 0,08 1,87% 0,07
Intenet_has 0,14 0,06 2,12%%% 0,04
Garage_has 0,15 0,10 1,58 0,12
Constant 4,64 0,71 6,55%%* 0,00

Ramsey RESET autocorrelation test
F(3,76) = 1,42 Prob > F =0,2434
multicolinearity test

VIF VALUE= 1,67

R-squared = 0.74

Adj R-squared = 0.71

Explanation:

*importance at 10%,
**importance at 5%,
***importance at 1%

> Conditions were teken from one of banks operating in Montenegro with the highest share in total housing loans.
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Due to global interconnections, the crisis on American mortgage
and pledge loans in the last couple of years negatively reflected
to financial markets of other countries. Instability at financial
markets, the energy crisis present through high and fast growth
of oil price, drained 2007, conditioned that the third quarter

2008 faced the deepest financial crisis at global level since Great
Depression. In the observed period, banks suffered remarkable
losses, and considerable number of them went on bankruptcy
or was overtaken.

Box 8.1 — The most important acquisitions of banks

List of big banks that went on bankruptcy or were overtaken is quite impressive. The list contains some of the biggest
world banks, which were carriers of the global financial system in the previous period. The following table shows
some of the most important banks with difficulties and which had to be overtaken.

Table 1 - Selected acquisitions of “big” banks

Date Name Purchaser Type of company Value
o Mortgage bank and bank
22.02.2008. Northern Rock ger NSRS operating exclusively n.a.
overnment . ;
with population
Bear Stearns, New JPMorgan Chase,
01.04.2008. York City New York City Investment bank $2,200,000,000
06.07 2008. Catholic Building Chglsea Building Second grade mortgage £51000,000
Society Society loans
Countrywide Bank of America, Drugorazredni
01.07.2008. Financial, Calabasas, Charlotte, Tug o ) $4,000,000,000
P : hipotekarni zajmovi
California North Carolina
Mortgage bank and bank E
14.07.2008. Alliance & Leicester ~ Banco Santander SA  operating exclusively £1,260,000,000 o
with population §
Danmarks Mortgage bank and bank -
26.08.2008. Roskilde Bank Nationalbank operating exclusively (kr4$5%9066%%0’0%%0) =
(Danish Central Bank) with population e g
- " X X o o =
08.09.2008. Derbyshwe Building Nat|‘onvv|de Building Housing - saving £7100,000,000 =
Society Society cooperative =
08.09.2008. Che_shlre Building Natl'onvwde Building Housing - saving £4.900,000,000 =
Society Society cooperative
Merrill Lynch, New ek off AmiEiles,
14.09.2008. ' Charlotte, Investment bank $44,000,000,000

York City

North Carolina




Table 1 - Selected acquisitions of “big” banks - continuing
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Date Name Purchaser Type of company Value
American .
16.09.2008. International Group, Ugcsﬂﬁgai;federal Insurance company $85,000,000,000
New York City 9
17.09.2008. heehwmfgrfgfy"%“ Barclays plc Investment bank $1,300,000,000
18.09.2008. HBOS Lloyds TSB Diversified financial $21,850,000,000
services
Washington Mutual, JPMorgan Chase, Housing - saving
A Seattle, Washington ~ New York City cooperative 21,900,000,000
26.09.2008. Lehman BrothersC Nomura Holdings Investment bank $2
Her Majesty’s
COETIENS Diversified financial
28.09.2008. Bradford & BingleyD  (Mortgage Assets) services £21,100,000,000
Banco Santander SA
(Savings Liabilities)
Government of the
Netherlands (Dutch
SIS Inelieliig) AEN Diversified financial
28.09.2008. Fortis AMRO) services €11,200,000,000
BNP Paribas (Belgian
and Luxembourg
assets)
The Belgian, French : )
30.09.2008. Dexia and Luxembourg frggléc e el el n.a.
governments
Wachovia, Charlotte il gy, Sein Investment and retail
03.10.2008. - " Francisco, $15,000,000,000
North Carolina . . bank
California F
Icelandic Financial
07.10.2008.  Landsbanki Supervisory Commercial bank n.a.
Authority
Icelandic Financial
08.10.2008  Glitnir Supervisory Commercial bank n.a.
Authority
Icelandic Financial
09.10.2008.  Kaupthing Bank Supervisory Commercial bank n.a.
Authority
BankWest Commonwealth
09.10.2008. (subsidiary of HBOS)  Bank of Australia Bank £1,200,000,000
Sovereign Bank,
13.10.2008.  Wyomissing, Banco Santander SA  Bank $1,900,000,000
Pennsylvania
22.10.2008 Barnsley Building Yorkshire Building Housing - saving £376.000.000
T © Society Society cooperative T
: : PNC Financial
24102008, NatonalCity Bank, oo oo bitoburg,  Bank $5,580,000,000
Cleveland, Ohio .
Pennsylvania
Commerce Bancorp, Toronto-Dominion
24.10.2008.  Cherry Hill, Bank, Toronto, Bank $8,500,000,000
New Jersey Canada
04.11.2008. Scarborough Skipton Building Housing - saving na

Building Society

Society

cooperative




The crisis that initially affected the financial system was spread
to the real sector in the second half of this year. Increase of
non-confidence, decrease of liquid assets, raising the price
of financing costs and difficulties of former financial giants
influenced the lowered growth of developed economies. The
first wave mostly affected those branches which operations
mostly depended on loans, primarily construction, carindustry,
machinery industry, etc. Decrease of activity volume in these
branches was necessarily reflected to their suppliers such as
metal industry, construction materials industry, chemical industry,
enerqy, etc. It is real to expect that the pessimism will next
year be transferred to some other branches such as tourism,
transport, trade, etc. Developed countries are facing the decrease
of economic activity, unemployment growth, as well as increase
of budget surplus. This shall affect the decrease of possibility for
achieving profit so the important slowdown of FDI flows shall
appear at the global level.

IMF forecasted that the economic growth on the world level
shall decrease from 5% in 2007 to 3.7% in 2008 and to 2.2%
in 2009,

High economic growth on the global level in the previous period
conditioned the growth of demand for crude oil, real estates,
food, which lead to the growth of prices of stated products and
inflation pressures in many countries. However, unfavourable
economic movementsin the third quarter 2008 caused decrease
in demand for crude oil, food products, which conditioned the
weakening of inflation pressures. Therefore, many countries in
the third quarter 2008 recorded slowed increase of inflation
and its decrease at annual level. According to IMF forecasts,
inflation rate in developed countries shall amount to 3.6% in 2008
and 1.4% in 2009. The estimated inflation rate for developing
countries amounts to 9.2% in 2008 while decrease to 7.2% is
expected in 2009.

Slowing down of the economic growth in the coming period shall
be reflected to unemployment. It is expected that the growing
trend of unemployment shall be present in almost all countries
in 2009. Estimated unemployment rate in 2008 in developed
countries amounts o 5.7%, and 6.5% in 2009.

Price movements' trend of crude oil was unexpectedly downward
inthe third quarter 2008. The price of oil at end-September was
about 30% lower in relation to July 2008, when it reached the
outstanding level of USD 147 per barrel. At the end of the third
quarter, the price per barrel of oil was about USD 97.5. Slowing
down of global demand for energy, caused by the financial
crisis conditioned the decrease in price of oil and oil derivatives
at the end of the third quarter. Thus, the demand for oil in the
observed period had higher influence from geopolitical factors
and speculative transactions with oil futures. The decrease of
demand for oil, especially of developed countries which are at
the same time the highest consumers, as well as strengthening

Graph 8.1 — Real GDP growth rates,
2001 - 2009

m  Emerging European economies
10| =™ Advanced European economies
— United States

Projections

2001 2002 2003 2004 2005 2006 2007 2008 2009

Source: IMF, World economic outlook

Table 8.1 - Macroeconomic indicators, projections 2008 - 2009

Real GDP growth 2008 % 2009 CPI 2008, % 2009
Global growth 37 2,2
Developed countries 14 -0,3 36 14
Developing countries 6,7 51 9,2 72

Source: Regional Economic Outlook, IMF, November 2008
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of US dollar conditioned the movement of price of this strategic Graph 8.2 - Movement of price of oil
raw material below USD 100 per barrel. It is expected that the

tendency of decrease in price of oil shall continue by the end of

: — Brent crude oil
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Source: ECB, Bloomberg and HWWI

Box 8.2 — Global financial crisis, causes and consequences

The Crisis started in the United States in the middle of last year, and had the whole score of economic problems even
before the start of the crisis — high budget deficit, current account deficit, weakening of dollar, etc, The financial
crisis started on the American subprime mortgage loans market. It refers to market in which the mortgage loans
are granted to borrowers with suspicious loan history, i.e. primary to those which loans have already been written
off due to non-repayment or to those which salary cannot be sufficient for normal repayment of instalments. It is
the market segment that did not have to exist, and its existence is the effect of “merciless” competitive struggle.
When interest rates increased, borrowers were no longer able to repay their loans. Simultaneous burst of price
bubbles in the real market lead to the drastic decrease of real estate prices, thus it was more worthwhile to the
borrowers not to repay their loans, but to allow banks to overtake real estates through mortgage claims. In order
to repay their liabilities, banks started with massive sale of real estates, which resulted in even higher decrease of
real estate prices, and enormous offer disabled faster sale of real estates. The effect was the drastic loss in banks.

Using the securitization, banks transferred their liabilities from granted loans into other types of assets, i.e. securities
which were related to repayment of granted loans, and had mortgage as the guarantee. We should emphasize here
the negative role of international rating agencies that gave high credit ratings to above mentioned securities, thus
misleading potential investors. The inability of numerous debtors to repay their debts due to increase of interest
rates and “burst of price bubbles” in the capital market lead to the appearance of big problems. Losses were also
recorded in numerous other banks and financial institutions that were not directly engaged at the mortgage
market, but traded with these securities. It resulted in the liquidity crisis, the increase of interest rates in interbank
crediting, as well as in general mistrust among participants in the credit market. Panica appeared in the financial
markets, and in order to mitigate the effects of the crisis, the intervention of central banks, primarily FED and ECB,
was necessary. The crisis rapidly spread to capital markets of developed and developing countries, and economies
in transition, and it was characterized by decrease of all stock exchange indicators, as well as turnover.

The effects of the crisis in developed countries mostly reflected through: lower economic growth rate, increase of
unemployment, lower liquidity at capital market, bankruptcy of banks and companies and decreased confidence
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into banking system. Developing countries which economic growth depends on foreign direct investments and
which have economy depending on imports shall face the results of crisis in the middle term period. The economies
of these countries shall face: difficulties in approach to foreign sources of financing, lower foreign direct investments
inflow, difficult conditions for granting consumer and investment loans, and it shall condition slower economic

growth in the next period.

International financial institutions consider that the crisis may have long-term consequences to economies in all
countries. It presents the challenge to developed countries, lead by the USA, to make decisions in the following period
referring the reform of the international financial system, especially in terms of strengthening the supervision of
the financial market, higher responsibility of agencies for credit rating and management in banks.

8.1. Conjuncture movements

8.1.1 Developed countries

USA — In the last few years, the USA is facing with crisis on the
second grade mortgage loans, which escalated in the second
half of 2008 when lot of banks faced illiquidity and liquidation.
High public debt and budget surplus, joint with the crisis on the
financial market, endanger the economic growth of American
economy. According to estimates, the real GDP growth rate in
the second quarter 2008 amounted to 1.9% at annual level. The
USA had the negative growth rate amounting to 0.3%, which
is the highest decrease in the last seven years. These data show
that the American economy is at the brink of recession — if the
last quarter of 2008 records the decrease of economic activity,
the recession shall be officially confirmed. The unemployment
rate in the USA in September 2008 amounted to 6.1%, which
is the lowest level in the last 14 years. The majority of workers
in the banking sector, insurance companies and car producer
companies were dismissed. The inflation rate in October was
3.7% at annual level, which is the considerable decrease in
relation to July, when it amounted to 5.6%, which is the highest
rate in the last 17 years. The inflation in October excluding price
of food and energy amounted to 2.2%

IMF experts foresaw that the USA shall have the economic growth
of 1.4% this year, and that the growth rate shall be negative in
2009 and amount to -0.7%.

Japan — Enormous decrease of economic activity of Japan's
economy was recorded in second and third quarter 2008.
Decrease of exports and decline of household consumption

influenced the recession of the second greatest economy in the
world in the end of the third quarter. In relation to the previous
quarter, GDP in Japan in the second quarter 2008 decreased by
0.7%, 1. at annual level by 3%, and the growth in the third
quarter is by 0.4% lower. It is forecasted that Japan shall have
the economic growth rate of 0.5% in 2008, and that the growth
rate shall be negative in 2009 and amount to -0.2%. The crisis in
the mortgage market in the USA had negative consequences of
Japanese banks and other financial organizations that operated
in the market. The unemployment rate in August amounted
t04.2%.

In order to mitigate the negative influence of growing inflation,
high oil prices and food to the living standard of citizens, the
Government of Japan approved the package of measures
amounting to USD 108.3 billion in August. The biggest part of
the economic package (about 80%) is directed towards support
to small and medium enterprises, employing 70% of domestic
labour force. The remaining assets shall be used for assistance to
unemployed and the increase of agricultural production.

8.2 European Union (EV)

Itis forecasted that the economic growth rate in EU zone shall
amount to only 1.2% in 2008, and that it shall be negative in
2009 and amount to -0.5%. The GDP growth rate on EU level
in the second quarter amounted only 1.6% and was by 0.7%
lower in relation to the first quarter 2008 (2.3%).
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The increase of price of energy, food and real estates in the
previous period were the mostimportant causes of high inflation
level in EU countries. However, due to external shocks (crisis in
theinternational financial market, energy crisis) economic activity
decreased in the third quarter 2008 resulting in the decrease of the
aggregate demand at EU level and slower inflation growth.

Inflation at the EU level in August 2008 amounted to 4.3%, in
September it was by 0.1 percentage point lower (4.29%), while in
October it amounted to 3.7%, which is still considerably above
the target level of 2%.

Budget deficit at the EU level amounted to 1% in 2007, it is
expected to increase to 1.6% in 2008 and it is estimated to
2.3% in 2000.

8.2.1. Developed EU countries not belonging
to EMU

Great Britain — GDP growth rate in Great Britain in the second
quarter 2008 amounted to 14% at annual level, which is the
slowest increase since 1992, and the lowest in relation to the
first quarter by 0.7% (2.3%), due to decrease of household
consumption and instability at the global market. Decline of
economic activity and the Global crisis conditioned losses of jobs,
especially in banks and construction companies. Unemployment
increased to 5.7% in August 2008, which is the greatest increase
since 2000. It may be stated that Great Britain is already affected
by recession and that it is facing with double threat - slowing
the economic growth and increasing the unemployment. Annual
inflation rate in Septernber 2008 amounted to 5.2%, which is the
highest level since 1991, whereas in October it was somewhat
lower and amounted to 4.5%. The increase of inflation rate
was mostly influenced by the increase in prices of energy and
qas, clothes and footwear. It is estimated that the economic
growth rate in Great Britain shall amount to 0.8% in 2008 and
-1.3%in 2000.

GDP in Denmark in the second quarter 2008 increased by
0.6%, 0 the country came out of recession.*> GDP growth rate

at annual level amounts to 1.2%. Danish Government reduced
the expected economic growth rate in 2008 from 1.2%t0 1.1%,
and in 2009 from 0.7% to 0.5%.

8.2.2 EMU Countries

Analysis state that the average economic growth rate at the EMU
level shall amount to 1.2% in 2008, -0.5% in 2009, while slight
recuperation to 1.1% is expected in 2010.

The economic growth rate in Eurozone in the third quarter 2008
amounted t0 0.6% at annual level, while GDP on quarterly basis
inthe second and third quarter was negative and amounted to -
0,2%. Such movements were followed by continuous weakening
of the consumer and business optimism. The following countries
had the highest growth rate in October: Malta (5.8%), Slovenia
(51%), Cyprus (3.9%) and Greece (3.5%).

Economic growth of Germany in the second quarter 2008
amounted to 1.7% on annual level which, in relation to the first
quarter was by 0.9% lower, while the growth in the third quarter
is estimated to 0.8%. The decrease of economic activity was
primarily caused by slowing down of exports and consumption.
German companies decrease production, because the Global crisis
slowed the demand of domestic and foreign buyers. According
to estimates, Germany shall in 2008 achieve the economic
growth rate of 1.7%, and it shall be negative in 2009 and shall
amount to -0.8%.

The inflation rate slowed down in the middle of the third quarter,
especially influenced by the decrease in price of fuels, which
reduced the pressure to prices in other groups of products.

After reaching the highest level of 4% in July 2008, inflation
rate in Eurozone decreased in August and September, so that
it amounted to 3.8% in August, 3.6% in September and 2.1%
in November,

The highest inflation rate on annual level in October 2008 was
recorded in Malta (5.8%), Belgium (4.8%), Slovenia (4.8%) and

% In the first quarter, Danmark had negative GDP growth rate amounting to 0.6%. Thus Danmark became the frrst EU member state that
officially went into recession due to two consequent quarters with negative sign of GDP growth rate.



(yprus (4.8), and the lowest was recorded in Norway, Germany
and Portugal (2.5%).

According to the latest EUROSTAT projections, average annual
inflation in Eurozone shall amount between 1.1% and 1.7% in
2008 and between 1.5 and 2.1% in 2009.

The unemployment in Eurozone amounted to 7.5% in September.
The lowest unemployment rate in September was recorded in
Netherlands (2.5%), Denmark (2.9%) and Austria (3.2%), and
the highest in Spain (11.9%), Slovakia (10%), Hungary and
France (both 7.9%).

Budget deficitin 2008 in the Eurozone amounted to 1.3%, and
according to estimates for 2009, it should amount to 1.8%.

8.2.3 European Union — new members

Eastern European countries had important economic growth in
the last couple of years, but due to financial and energy crisis at
global level they arein a threat of slight recession, i.e. “alightment
of their economies”. Increased exposure of these countries to
the influence of the financial crisis may be manifested through
increase of foreign indebtedness, difficulties with maintaining
foreign exchange, as well as through decreased FDI inflow. Banks
of developed countries opened affiliates in these countries as
fast growing economies, but big losses of banks make threat
of endangering financial markets and the economic growth
in these countries by withdrawing previously placed capital
or through its considerably decreased inflow. It is forecasted
that economies of these countries shall have further economic
expansion in 2008, but the growth rate will be somewhat lower
than in the previous period. IMF experts expect that the economic
growth rate in these countries in 2008 shall amount to 4.2%,
and 2.5% in 2009.

In the second quarter2008, Hungary had the economic growth
rate amounting to 5.2%, followed by Czech Republic 4.6%,
Poland 6.0% and Bulgaria 7.1%. Romania had the unexpected
growth in the third quarter amounting to 9.1% at annual level.
The economic growth was mostly influenced by domestic
investments which in the second quarter 2008, in relation to
the same period 2007, increased by 30%.

The highestinflation rate at annual level in October was recorded
in the following countries: Lithuania (13.7%), Bulgaria (11.2%),
Latvia (10.7%) and Estonia (10.1%). Inflation rates recorded in
October are somewhat lower in relation to earlier months due
to weakening of economic activity. The decrease in inflation
was mostly influenced by lower price of transport and food
products.

Although this group of products shall have the slowed economic
growth in 2008, it will still be higher than the expected growth
rate in EU 27.

8.3. Developing countries

China—Economic growth in Chinain the third quarter 2008 was
somewnhat lower and it amounted to 9%, which is the lowest
rate in the last five years. Available data show that the industrial
production growth ratein the period January — September 2008
in China amounted to 15.2%, which is by 3.3% less in relation
to the same period previous year. Main actuators of Chinese
economy growth were capital investments and exports. Although
both categories have growing tendency this year, it shall be much
slower in relation to the previous period. Thus, imports in the
first three quarters increased by 22.3%. However, increase rate is
4.8% lower in relation to the same period previous year. Capital
investments in the three quarters 2008 increased by 27%, i..in
relation to the same period previous year by only 1.3%. Chinese
trade surplus in the nine months of 2008 is by USD 4.7 billion
lower, due to decreased demand in USA and economies of other
countries, as well as the fact that Chinese goods became more
expensive to foreigners due to strengthening of Juan towards
USD. According to forecasts, the economic growth rate in 2008
shall amount t0 9.7% and to 8.5% in 2009.

Latin America — Economic activity in Latin America in the
second quarter is still high. Thus the economic growth rate in
Brazil in the second quarter 2008 amounted o 6.2% and was
by 0.3 percentage points higher in relation to the first quarter
(5.9%). Inflation rate in the third quarter amounted to 6.3%
and was by 0.7% higher in relation to the previous quarter
(5.6%). The Central Bank of Brazil decreased key interest rate in
September by 75 basic points and it now amounts to 13.75%.
IMF estimates that the economic growth rate in Brazil shall
amount to 5.2% in 2008 and 3.0% in 2009. Argentina had
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important economic growth in the second quarter of 2008,
which amounted to 7.8% at annual level. The inflation rate still
remained at the high level and amounted to 9.0%. GDP growth
rate in the third quarter in Mexico amounted to 1.6% and was
by 0.5% lower in relation to the second quarter. Annual inflation
rate in the third quarter amounted to 5%. According to IMF
forecasts, the economic growth rate in 2008 shall amount to
2.0% and to 0.9% in 2000.

South-Eastern Europe

International financial institutions stated in their reports that he
Western Balkan region will face negative consequences of the
credit crisis through lower economic growth rates, lower foreign
capital inflow, decrease of household consumption, weakening
of exports, and the increase of unemployment. Due to decrease
of economic activity in advanced economies, import in these
countries will be decreased, companies will be more careful in
their investments, and together with the more restrictive credit
policy of banks that conditions lower consumption, it may lead
to the decrease of economic activity in the future period.

These countries shall have important economic growth rate in
2008 with the tendency of its stagnation in the next period.

GDP growth ratein the second quarter 2008 in Croatia amounted
t04.2%, which s by 0.4% percentage points lower in relation to
the previous quarter, while slowing down of economic growth
to about 3% may be expected in the third quarter. Weakening
of economic activity was mostly contributed by slowing down
of household consumption increase, due to inflation growth
and somewhat increase of salaries. Therefore the industrial
production rate in September amounted only 2.7% at annual
level. Slowing down of inflation appeared in the third quarter
2008, so the inflation rate in September amounted to 6.4% at
annual level. Slower GDP growth in the second half 2008 had
negative effect to employment. Thus the unemployment rate
in September amounted to 12.6%, which is by 0.3% more
than in August. Analysts consider that the carriers of the fiscal
policy in the next period will have to harmonize measures for
stimulation of economy as well as the need for the decrease of
budget surplus.

According to IMF estimates, Serbia shall have the economic
growth of about 7% this year, while it shall be much slower

in 2009 and it is estimate to around 3%. GDP growth rate in
the second quarter amounted to 6.2%, which s, in relation to
the first quarter, lower by 2.2 p.p (8.4%). Industrial production
in September 2008 increased by 1.8% and was by 2.1 p.p.
higher in relation to the same month in the previous year. The
following sectors mostly contributed to the increase of industrial
production: Mining and Quarrying (7.2%) and Manufacturing
(3.7). Inflation measured by cost of living index in September
amounted to 10.6%. In order to prevent inflation, NBS increased
the level of reference interest rate by 5 p.p. from the beginning of
2008, i.e. from 10.75% to 15.75%. Mitigation of negative effects
offinancial crisis to the economy of Serbia, decreased inflation rate
and the current account deficit demand decrease of Government
public consumption and slowing of big investment activities.

According to estimates, Bosnia and Herzegovina shallin 2008
have the economic growth rate of 6% (6.4% in 2007), while i
2009 it will be slowed down to 4.5%. Annual inflation rate in
Bosnia and Herzegovina in September 2008 amounted to 8.7%,
while average annual growth was 7.1%. Reasons of inflation
growth are increase in prices of goods transport (14.8%), food
and beverages (12.6% in the six months of 2008), transport
and dwelling. External trade deficit of Bosnia and Herzegovina
achieved the value of USD 3.6 billion in September, and the
exports coverage by import was 41.8%. Industrial production
growth rate in September 2008 in Bosnia and Herzegovina was
14.9% higher in relation to the same month previous year, and
by 2.9% in relation to August 2008.

Economic growth rate recorded in Macedonia in the second
quarter amounted to 6.5%, and the industrial production
growth rate in August amounted to 8.6%. Annual inflation
rate in Macedonia measured by costs of living in September 2008
amounted to 7.1%. Inflation was mostly initiated by the growth
in prices of food products (4.5%) and housing (2.1%). Deficit of
the current account in the first seven months of 2008 amounted
to EUR 456 million, whereas the surplus of EUR 70.8 million was
recorded in the same period previous year. Reasons of such high
increase in deficit are the growth of trade deficit of 88.3% and
lower netinflows arising from transfers from abroad. Capital and
financial account item recorded net inflow amounting to EUR 67.2
million, 73.8% of which referred to foreign direct investments
andloans. According to IMF estimates, Macedonia shall have the
economic growth rate in 2008 amounting to 5.5%.



8.4. Interest rates

Against the backdrop of the financial crisis, central banks of
leading economies in the world shall try with decreasing reference
interest rates in order to actuate liquidity and remove investors'
fears that banks shall soon lack money.

Due to presence of inflation pressures, primarily actuated by
the increase of oil and fuel derivatives price, ECB increased
the reference interest rate by 25 basic points in July. However,
the USA financial crisis transferred in August and September
to the European market, resulting in bringing the Eurozone
economy to the brink of recession. The decrease of economic
activity, crisis of the banking sector and decrease in prices of
fuels made preconditions for decreasing interest rates at the
next ECB meeting in October.

FED continued with liberal interest policy in 2008. Due to
problems in the financial market, FED decreased interest rate
this year by 3.25 p.p. (from 4.25% to 1.0%). Analysts think that
Fed shall continue with decreasing interest rate due to great
losses in the banking system as well as to the weak economic
growth of American economy.

BoE — Since the beginning of October 2008, Bank of England has
decreased reference interest rate three times. In the beginning
of October the reference interest rate was decreased from 5%
by 0.5 p.p., and a month later it was decreased by 1.5 p.p.,
so that Committee for monetary policy made a decision on
4 December to decrease it by additional 1 p.p, so that it now
amounts to 2%.

BOJ — Central Bank of Japan has not changed reference interest
rate for 18 months. Macroeconomic indicators in the third quarter
are not satisfactory, especially in terms of economic growth and
the inflation level which in August amounted to 2.4%. Taking
into account that BOJ considers that the inflations ranging from
0% to 2% at annual level is acceptable and that each increase
above that level has negative influence to Japanese economy,
there is possibility that the Central Bank shall make a decision
about increasing interest rate at some of next meetings.

8.5. Foreign currency exchange rates

EUR/USD

Weakening of USD in relation to EUR was continued in the first
quarter 2008, due to outstanding price of oil, as well as by
disclosure of data referring to mistrust of American consumers
and continuation of the negative trend of shares in the Wall
Street. Movements in the EUR/USD currency rates in September
2008 were mostly influenced by the financial crisis in Europe.
Thusin end September, the started to become stronger upon the
announcement that the Senate will approve the plan for assisting
the financial sector, which encouraged expectations that USA
shall react faster than Europe in solving the credit crisis.

Currency rate EUR/USD in the third quarter varied from USD
1.5793 per EUR to USD 1.4466 per EUR.

Table 8.2 — Review and movements of reference interest rates of selected central banks

Currency Reference interest rate Level Last changes Date of last change
EUR Refinance Rate 2,25% -75bp 10.12.2008.
CHF Libor Target Rate 1,00% -150bp 20.11.2008.
CAD Target Overnight Rate 2,25% -25bp 21.10.2008.
JPY Target Rate 0,30% -20bp 31.10.2007.
GBP Repo Rate 2,00% -100bp 4.12.2008.
usD FED Funds Target Rate 1,00% -25bp 30.10.2008.

Source: Central banks of selected countries, FED
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Graph 8.3 - Currency rates USD/EUR

Graph 8.4 — Currency rates JPY/EUR and
JPY/USD
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confidence in Japan decreased much less than expected, as well
as the concern about the European financial sector.

Currency rate EUR/JPY in the third quarter varied from JPY
167.73 per EUR to JPY 145.07 per EUR At the end of September,
the currency exchange rate was about the two year minimum.

Currency exchange rate EUR/GBP varied in the third quarter 2008
and varied from 0.792 sterling per Euro to 0.813 sterling per Furo.
Weak British economic data published in September 2008 had
negative influence to the movements of British Pound sterling
compared to Euro in the observed period, but the currency rate
EUR/GBP still had downward trend, because weakening of Euro
was higher that of Pound.
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Important events in July 2008

Government of Montenegro adopted the Strategy of transport
development which realization shall, according to estimates,
require EUR 1.97 billion in the next ten years. The Government
also adopted amendments to the bylaws pursuant to which the
companies registered in Montenegro, and founded by foreigners,
shall be treated as domestic, which shall enable them to register
bought land without problems.

Representatives of Montenegrin Government and the Trade
Union signed the Memorandum on Manner and the Dynamics
of Severance Payments to workers who were notlonger needed
to work from July 2000 to December last year.

Montenegrin government signed the agreement with the
company “Magyar aluminium” on the concession for detailed
geological research and exploitation of mineral raw materials
of red bauxite in the area of Niksic Zupa

Representatives of International Financial Corporation (IFC) and
company “Gintas” signed the contract for financing second and
third phase of the project “Mall of Montenegro”, to the amount
of EUR 10 million.

Pre-qualification hidding for construction of highway Bar-Boljare
was attended by 11 companies and consortiums.

Montenegrin parliament adopted Law on Labour.
Important events in August 2008

Central Bank of Montenegro and the Anti-Fraud Office of the
European Commission signed the Agreement on Cooperation
and Exchange of Information oj joint combat against forged
banknotes.

Centralna Bank of Montenegro and Bank of France agreed the
Memorandum of Understanding and Cooperation in the field
of bank supervision.

Parliament of Montenegro adopted amendments to the Law on
this year's budget thus increasing it by about EUR 130 million.

Representatives of United Nations Development Programme
(UNDP) and Montenegrin Government signed the Action Plan
for reforms in the energy system policy with the objective to
build smaller hydropower plants in Montenegro.

Montenegrin Commission for Securities granted licence to Hypo-
Alpe Adria Bank for performing custody operations.

Representatives of Government, state funds and company “Kips”
from Podgorica signed contract on sale of “Polimka” from Berane
to that company.

Important events in September 2008

Representatives of European Investment Bank, Montenegrin
Government, Electricity Company and Railway Company signed
contracts on the realization of projectsreferring to improvements
inroad and railway structure, energy system, solving the water
supply as sewage problems, amounting about EUR 19 million.

Montenegrin Government adopted Amendments to the Law on
Excises which foresee increase of specific excise from EUR 1 to
EUR 5 as well as proportional from EUR 26% to EUR 35%.

Representatives of Chambers of Commerce Montenegro and
Bosnia and Herzegovina, as well as of “Geoprojekt” from Sarajevo,
signed Protocol on common application and use of EU funds
for the project of intensifying cross border cooperation through
development and business connections of economic zones.

Representatives of “Airports of Montenegro” and “Crnagoraput”
signed contract on building new platform at Tivat airport,
amounting about EUR 1.97 million.
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Annex A: Real sector developments

Table 1 - Overview of macroeconomic developments

2007 2008 (chain index)
DESCRIPTION xixt | v [ ow [ v v v v [vin | x| ox [ x| oxa

Industrial output (index) 1061 807 1209 952 827 923 1114 979 1029 1163

Cost of living (index) 100.3 1014 100.1 1004 101.2 1010 101,2 996 1003 101.0

Retail prices (index) 100.2 1014 1004 1004 100.8 1009 1028 100.1 100.0 100.8

Source: Monstat
Table 2 - Industrial output
Contribution 22007 =100 LEVEL INDEX

in 2007. 2008. IX 2008 | IX 2008 | I-1X 2008
2007. Vil | X | X | v | X | I-IX | VIl 2008 | IX 2007 | 1-1X 2007
Industry-total 100.0 99.2 98 94.8 944 109.8 98.5 116.3 12 103.9
Mining and quarrying 6.3 1101 1224 934 1814 1765 121 97.3 144.2 129.6
Mining and quarrying of en. producting mat. 1.8  90.7 787 847 1677 1987 1379 118.5 252.5 162.8
Mining of pit coal, lignite and peat 1.8 907 787 847 1677 1987 1379 118.5 252.5 162.8
Mining and quarrying exept energy produc. mat. 45 1181 1405 969 187 1673 114 89.5 119. 176
Mining of metal ores 32 1205 764 99.6 94  116.8 103 124.3 153.5 103.4
Other mining and quarrying 1.3 1121 2949 906 4098 2883 140.3 704 97.8 1549
Manufacturing 764 1103 1079 973 879 949 899 108 88 R4
Manufacture of food products, beverages, and tobaco 80 1458 864 996 1344 1162 1097 86.5 134.5 110.1
Manufacture of food products baverages 73 1304 951 100.0 1479 1279 1170 86.5 134.5 117.0
Manufacture of tobaco products 0.7 2989 - 95 - - 36.9 - - 38.8
Manufacture of textiles and textiles products 13 138 847 909 8.5 16.2 1021 190.6 19.1 112.3
Manufacture of textile fabrics 01 1105 639 99 128 384 812 300 60.1 82.0
Manufacture of wearing apparel and fur 1.2 1392 857 905 83 15.2 103 183.1 17.7 113.8
Manufacture of leather and leather products 01 2279 - 1168 3164 - 1913 - - 163.8
Manufacture of wood and wood products 22 2133 1405 93.2 95.2 764  78.2 80.3 544 839
Manufacture of paper, publishing, and printing 1.0 1534 859 1074 1375 1097 955 79.8 127.7 88.9
Manufacture of celulose paper and paper products 04 1793 805 1073 80.1 94.5 75.8 118 1174 70.6
Publishing, printing and reproduction 06 1308 906 1076 1875 1229 1127 65.5 135.7 104.7
Manufacture of chemical products and fibres 6.3 1145 1486 928 657 78 647 187 525 69.7
Manufacture of rubber and plastic products 0.1 776 736 1014 687 477 749 69.4 64.8 739
Manufacture of other non-metal minerals 6.1 108.1 996 998 1092 1088 975 99.6 109.2 97.7
Manufacture of metal and metal products 489  98.2 106.3 97.2 83 93.1 88.9 122 87.6 91.5
Manufacture of basic metals 457 976 106.6 97 843 954 903 13.2 89.5 93.1
Manufacture of metals products, exept machinery 3.2 106.7 101.8 100.1 64.1 60.1 67.5 93.8 59.0 674
Manufacture of other machinery and equipment 1.6 1090 1273 996 376 1409 934 374.7 110.7 93.8
Manufacture of other machinery and household appliances 0.1 80 211.8 1014 - - 439 - - 433
Manufacture of transport equipment 06 984 984 966 794 889 896 112.0 90.3 92.8
Manufacturing N.E.C. 01 853 183 882 949 1221 1231 128.7 103.2 139.6
Electricity, gas, water supply 173 459 453 843 917 1513 1281 165.0 334.0 152.0

Source: Monstat




Table 3 - Industrial production

Total Mining and quarrying Manufacturing Electricity, gas, water supply
Annual | Monthly Annual | Monthly Annual | Monthly Annual Monthly
2000=100 growth growth [2000=100| growth | growth [2000=100| growth growth [2000=100| growth

rate rate rate rate rate rate rate growthrate

Jan 100.8 -0.1 -174 56.3 215 -25.2 85.0 -14 239 1242 0.0 -4
Feb 107.8 -35 9.4 717 74 276 954 -1.8 12.7 151.5 -76 23
Mar 1126 -1 23 46.1 -40.1 356 1233 14.9 289 1039 279 -359
Apr 120.8 447 7.0 583 34 26.3 117.2 225 -53 1503 155.7 45.1
May 118.1 46.0 2.2 53.8 -4 -78 1133 15.2 30 1908 374.2 0.2
2004 Jun 119.5 16.5 -0.3 101.4 33 87.6 117.6 53 16 1296 63.7 -13.9
Jul 113.6 6.1 -93  100.0 -0.7 -1.0 1193 13.0 2.8 77.0 -14.2 -40.6
Aug 100.2 0.2 -6.2 904 -571 96 140 16.5 -38 65.2 -9.3 -15.1
Sep 1219 14.6 106 1643 73 82.1 118.2 19.6 36 74.5 12.3 139
Oct 112.3 73 14 1021 -1.7 -379 1234 9.0 45 1733 39 144
Nov 123.8 194 10.1 883 -0.3 37 1216 16.3 -1.5 0 1404 325 64.7
Dec 156.5 283 266 1669 122.1 88.2  128.1 257 154 1984 204 41.5
Jan 114.2 13.3 270 61.5 9.3 -63.0 101.1 19.0 278 1306 5.1 -16.3
Feb 101.9 -55 -8.7 42.8 -404 -304 1042 9.2 34 1141 247 -26.7
Mar 117.6 4.5 131 83.8 81.7 96.1 117.6 -4.6 126 1292 24.4 5.8
April 105.8 -124 -10.3 61.6 5.7 -26.5 114.6 2.2 29 95.3 -36.6 -26.1
May 1114 -5.7 54 70.3 30.8 14.3 119.2 5.2 43 1295 -321 75
2005 Jun 15.7 3.2 23 1084 70 534 1220 37 0.2 1003 22.6 -19
Jul 125.0 10.1 4.1 106.0 6.0 -19 1371 14.9 139 79.0 2.7 211
Aug 116.7 16.5 1.5 1294 431 220 1330 16.7 10.1 67.8 4.0 1.7
Sep 133.2 9.3 38 1461 -1 131 129.1 9.2 3.1 921 236 353
Oct 110.2 -19 90 1012 -09 -30.7 1201 2.7 -69 1754 1.2 -11.5
Nov 1209 24 9.3 74.3 -159 -26.7 118.1 29 -69 1423 14 65.0
Dec 1234 21.2 2.2 116.1 -304 55.5 1114 -13.0 33 1294 -34.8 -9.0
Jan 120.7 57 2.1 93.0 51.3 -19.5  100.5 -0.6 -176 1449 11.0 425
Feb 106.7 4.7 -9.5 91.8 114.8 -13 96.0 -79 -4 139.8 226 -19.0
Mar 121.2 3.0 1.3 90.5 8.0 14 1188 1.0 233 1387 7.3 -74
Apr 105.0 -0.8 -13.7 70.8 14.9 218 1142 -0.3 41 89.8 -5.8 -35.1
May 114.3 2.6 9.0 90.0 279 271 1187 -04 4.1 138.3 6.8 21.8
2006 Jun 1179 19 1.6 96.3 -11.2 6.6 1244 2.0 26 106.2 59 29
Jul 138.0 104 -0.2 96.8 -8.7 08 1403 24 1.7 1292 63.5 -6.3
Aug 112.2 -39 -6.2 1080 -16.5 117 1208 -9.2 25 75.3 111 -24.2
Sep 126.2 -53 55 1243 -14.9 153 1292 0.1 6.9 72.1 217 -4.4
Oct 104.9 -4.8 -85 82.8 -18.2 333 1207 0.5 -6.5 139.1 -20.7 -5.2
Nov 121.5 0.5 15.5 884 19.0 6.5 1287 9.0 6.7 1106 223 61.7
Dec 126.2 23 4.0 100.3 -13.6 129 1168 4.8 -0.7 1298 0.3 17.5
Jan 97.6 -19.1 231 69.6 25.2 -30.2 112.0 1.5 -13.0 522 -64.0 -489
Feb 109.2 24 15.0 85.2 -7.2 224 1072 1.7 33 1225 -124 973
Mar 1231 1.6 10.5 92.2 1.8 8.1 1214 2.2 12.8 139.1 0.3 6.0
Apr 110.6 54 -10.5 90.0 271 24 1167 2.2 -4.0 1001 1.5 -27.8
May 107.2 -6.2 29 86.2 -4.2 -42 1269 6.9 89 75.0 -45.8 -40.8
2007 Jun 103.5 -12.2 -4.9 65.5 -32.0 242 1401 12.6 8.1 15.6 -85.3 -73.6
Jul 121.2 -12.2 -0.1 94.1 2.7 439 1469 4.7 -5.5 35.8 -72.3 759
Aug 175 4.8 11.8 1054 24 12.1 142.7 18.1 10.0 369 -51.0 343
Sep 1239 -1.8 -1 17 -5.8 13 1398 8.2 2.2 36.6 -49.3 -1.2
Oct 1341 27.8 19.1 1249 509 6.7 1516 256 8.6  180.2 29.6 142.2
nov 128.5 5.8 -44 1594 80.3 274 1266 -1.6 -164 1233 1.5 39.1
dec 1359 7.7 6.1 60.4 -39.8 -62.3 1290 10.5 116 1444 1.3 17.2
Jan 1104 131 -19.3 994 429 66.0 121.7 8.6 -14.5 65.1 24.8 -42.6
Feb 1299 189 209 1325 55.5 33.2 107.0 -0.2 -1 190.1 55.2 145.2
Mar 126.1 24 -48  104.6 13.5 211 124.8 2.8 16.1 1384 -0.5 -32.0
Apr 104.8 -53 -17.3 68.2 242 -34.8 111.7 -4.3 -10.7 96.9 -3.2 -29.8
2008 |May 96.6 -99 7.7 91.0 56 333 115.0 -9.4 33 60.4 -195 -50.7
Jun 109.3 5.6 114 117.2 789 283 113.6 -189 3.3 94.1 502.6 98.5
Jul 1254 35 2.1 87.8 -6.7 249 1356 7.7 76 92.6 158.7 249
Aug 119 -4.8 29 1737 64.8 98.3 137 -20.3 -5.0 73.8 99.8 4.0
Sept 138.8 12.0 163 1689 44.2 27 1230 -12.0 80 1221 234.0 65.0

Source: Monstat and CBM calculations




Table 4 - Industrial output

2008. Ll lwm v v | wvifv|vm| x| x| x|xn
Chain index 80.7 1209 952 827 923 1114 979 1029 1163
22007 =100 956 1156 1101 911 841 937 917 944 109.8
Same month in the previous year 1131 189 1024 947 901 1056 1035 952 1120
The same period in the previous year 1163 111 1071 103.8 1040 1039 1028 1039

Table 5 — Retail prices

o [ v v v v v ] x| x| x| oxa
Chain index 1014 1004 1004 100.8 1009 102.8 100.1 100.0 100.8
22007 =100 1054 1059 106.3 1071 1081 1111 111.2 1113 1122
Same month in the previous year 108.3 1088 1088 1090 1096 1124 1108 1108 109.8
The same period in the previous year 1085 1086 1087 1089 1094 109.6 109.7 109.7
December 2007 = 100 1014 1019 1023 1031 1040 1069 1070 1071 1079

Table 6 - Cost of living

oo [ v v v v v ] x| x| x| oxa

Chain index 1014 1001 1004 1012 101.0 101.2 996 1003 101.0
22007 =100 105.8 106.0 1064 1077 1087 110.0 1095 1099 111.0
Same month in the previous year 1079 108.0 1082 1091 109.5 1114 1097 109.5 108.5
The same period in the previous year 1079 108.0 1082 108.5 108.8 1090 1089 1089
December 2007 = 100 1014 1016 1020 103.2 1042 1054 1050 1053 1064

Table 7 - Producers’ prices of manufactured products

o [ v v v v v ] oix | x| x| oxa
Chain index 1021 1008 1028 1005 1011 1055 1001 1012 990
82007 = 100 1062 1071 1101 1107 1119 1181 1183 1197 1185
Same month in the previous year 116 116 1127 1115 1132 1191 1167 1186 1171
The same period in the previous year 11,6 1120 119 1121 1133 1138 1144 1147
December 2007 = 100 1021 1029 1059 1064 1076 1136 1137 1150 1139

Source: Monstat




Table 8 - Prices

Producer’s prices of

Retail prices Cost of living manuf. products

Total Goods Services Total Total

Annual | Monthly | Annual |Monthly| Annual | Monthly | Annual | Monthly | Annual |Monthly
growth | growth | growth | growth | growth | growth | growth | growth | growth | growth

rate rate rate rate rate rate rate rate rate rate

Jan 52 0.1 4.2 0.1 10.3 0.2 52 0.1 6.3 -0.2
Feb 5.7 0.5 4.5 0.2 M 2.3 54 0.2 6.9 0.5
Mar 55 0.1 49 0.1 84 0.2 58 0.1 8.7 33
Apr 2.3 0.1 1.7 0.2 5.0 0.0 2.6 0.0 6.3 0.6
May 2.7 0.6 1.7 0.2 74 2.6 2.8 04 6.7 0.3
2004 Jun 24 0.0 13 0.0 75 0.1 09 -0.6 55 -04
Jul 2.1 0.0 1.5 -0.1 5.0 0.1 09 -0.7 57 0.2
Aug 2.1 0.1 14 0.1 50 0.0 0.8 0.1 6.0 0.3
Sep 2.0 0.2 1.2 0.1 52 0.3 0.3 0.0 49 -0.6
Oct 24 0.5 1.3 0.2 71 1.8 0.3 0.3 4.6 -0.1
Nov 2.5 0.1 1.2 0.1 7.8 0.0 -0.1 0.1 4.0 0.0
Dec 4.3 1.8 1.1 -0.1 18.1 9.5 1.5 1.6 3.6 -04
Jan 3.7 0.1 09 0.1 16.5 0.0 1.2 0.1 3.6 0.1
Feb 35 0.1 09 0.1 15.0 0.0 1.2 0.1 33 0.2
Mar 3.6 0.2 1.0 0.2 15.2 0.2 1.3 0.2 25 2.2
April 39 04 1.3 04 15.6 0.3 1.8 0.5 0.4 -1.5
May 3.6 0.2 14 0.3 12.8 0.1 2.0 0.6 0.5 0.5
2005 Jun 3.8 0.2 1.6 0.2 13.2 04 29 0.3 1.7 0.8
Jul 35 -0.2 1.3 -0.3 13.1 0.0 2.7 -1.0 1.5 0.0
Aug 35 0.1 13 0.1 13.1 0.0 2.7 0.2 1.3 0.1
Sep 37 0.3 14 0.3 13.2 0.3 3.2 04 2.1 0.2
Oct 33 0.2 14 0.2 n4 0.3 32 0.3 2.1 -0.1
Nov 34 0.1 1.5 0.1 14 0.0 3.8 0.6 2.2 0.1
Dec 1.8 0.1 1.8 0.1 1.8 0.0 24 0.2 3.5 0.8
Jan 2.6 0.2 2.8 0.3 1.6 0.0 29 0.3 3.1 0.1
Feb 2.3 0.1 2.5 0.2 1.6 0.0 29 0.3 -2.8 04
Mar 2.0 0.1 2.2 0.1 1.5 0.1 2.8 0.2 23 1.0
Apr 2.1 0.6 23 0.7 1.0 0.1 31 0.7 3.8 0.4
May 2.2 0.3 2.5 04 09 0.0 33 0.7 39 0.2
2006 Jun 23 0.2 26 0.2 0.8 0.1 3.1 0.1 3.6 0.5
Jul 2.3 -0.2 26 -0.2 0.9 0.0 33 -1 3.6 0.0
Aug 2.3 0.2 24 0.1 1.6 0.7 33 0.3 3.8 0.2
Sep 1.7 0.1 1.7 0.0 1.8 0.3 27 0.3 43 0.7
Oct 1.7 0.0 1.6 -0.1 2.0 0.5 2.8 04 4.1 -04
Nov 1.9 0.1 19 0.1 2.0 0.0 2.7 0.3 4.1 0.2
Dec 2.0 0.2 2.0 0.2 2.0 0.0 2.8 0.3 29 -04
Jan 1.8 0.2 1.8 0.3 2.0 0.0 2.6 0.3 1.7 0.6
Feb 1.8 0.0 1.7 0.0 2.2 0.3 24 0.1 3.1 1.0
Mar 2.0 0.3 2.0 04 2.2 0.0 24 0.2 5.6 25
Apr 2.1 0.7 22 0.8 2.0 0.0 2.3 04 7.2 1.6
May 2.2 0.3 2.2 04 2.1 0.0 23 0.6 6.7 -0.1
2007 Jun 2.2 0.2 2.2 0.1 24 04 1.6 -0.6 6.6 0.2
Jul 47 23 5.0 26 31 0.8 4.2 1.7 1.1 4.8
Aug 4.5 0.1 5.0 0.1 24 0.0 4.6 0.6 10.7 -04
Sep 6.4 19 59 0.8 8.6 6.3 6.5 2.1 99 0.2
Oct 7.0 0.6 6.7 0.7 8.0 0.0 6.9 0.7 10.7 0.3
nov 8.0 1.0 8.0 13 8.0 0.0 76 1.0 13.7 29
dec 8.0 0.2 8.0 0.2 8.0 0.0 7.7 0.3 14.5 0.2
Jan 8.3 14 75 0.8 13 39 79 14 1.6 2.1
Feb 8.8 04 7.7 0.1 13.3 2.0 8.0 0.1 11,6 0,8
Mar 8.8 04 77 0.5 134 0.0 8.2 04 12.7 2.8
Apr 9.0 0.8 79 09 13.6 0.2 9.1 12 1.5 0.5
2008 |May 9.6 0.9 84 0.8 14.7 1.0 9.5 1.0 13.2 1.1
Jun 124 2.8 n.2 2.8 17.5 2.8 n4a 1.2 19.1 55
Jul 10.8 0.1 94 0.2 16.8 0.1 9.7 -04 16.7 0.1
Aug 10.8 0.0 9.1 -0.3 18.1 11 9.5 0.3 18.6 1.2
Sept 9.8 0.8 9.0 0.7 13.0 1.2 8.5 1.0 171 -1.0

Source: Monstat




Table 9 - Tourism

2007 2008 Index
-IX! Structure
IX 1-1X 1X 1-1X I|-I|))((—'(())§
Total 132,981 1,066,676 138,996 1,119,051 104,9 100,0
Arrivals domestic 15,165 133,428 17,473 140,891 105,6 12,6
foreign 117,816 933,248 121,523 978,160 104,8 874
Total 883,084 7,036,123 925,777 7,446,352 105,8 100,0
Overnights domestic 90,630 795,623 99,420 771,125 969 10,4
foreign 792,454 6,240,500 826357 6675227 1070 89,6
Source: Monstat
Table 10 — Number of employed and unemployed people
Lo [ m [ wv [ v [ vt v [ vim] ix | x [ xt [ Xn
Employed*
2001 114,536 113,500 113,542 113,663 113943 114,137 114,106 114,024 115,077 114,755 114,170 113,744
2002 113,594 113,597 113953 113,663 113943 114,137 114,422 113,684 113,526 113,676 113,679 113,425
2003 112,637 112,846 112,317 112,132 111,738 112,648 112905 112,647 111,461 110911 110,387 109,639
2004 108,562 107,359 108,634 109,623 109,642 109863 110,886 111,158 110,049 109,696 110,055 108,228
2004*** 142,081 142,834 142,361 143,224 143,845 146,696 145160 142,634 143,447 143,113 143,992 142,438
2005*** 142,145 142,072 141,298 140,959 142,248 145,852 148,528 146,744 145,739 145923 145528 145,261
2006*** 144,978 145,753 146,554 147517 149,321 151,678 154,723 154,289 154,236 154,652 155,156 150,746
2007*** 151,535 152,114 153,140 154,074 156,817 158,190 160,045 158,392 158,164 157458 157739 159,223
2008 160,450 161,105 162,737 162,307 165955 170,146 168916 168488 167,722
Employed**
2001 81,238 82,158 82453 83,091 82629 82140 81,823 80,686 80952 80668 80440 81,069
2002 80,385 81,360 81510 81961 81,602 81,041 81,116 80,830 80,809 80,183 79894 76,293
2003 76,584 76,077 7665 74976 73520 69,735 66951 66,277 67664 71,023 72544 68,625
2004 69573 71419 72,378 72,202 68993 64,572 60993 60,771 60447 59930 59,387 58950
2005 59115 58,774 58,075 57557 56,772 55199 53,683 52494 51,843 51,266 49886 48,825
2006 48,639 48,056 49,388 48,651 45640 42560 40,220 39093 38919 38,747 38,892 38,876
2007 39104 39155 38,714 37571 35356 33,393 32,205 31,271 31,156 31,569 31,787 31,469
2008 31,323 31,469 31,684 30,270 30,021 29088 28660 27954 28,276

*Source: Monstat
** Source: Employment Agency
*** New methodology applied
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Table 13 - Table Consolidated Public Consumption* in Montenegro

Annex C realized in the period 01.01-30.09.2008.
I-X11 2007 1-1X 2008
OPI5 EUR millon EUR millon

CURRENT REVENUES 1340.0 1099.1
Taxes 783.0 687.6
Personal income tax 108.1 102.7
Corporate income tax 39.1 50.8
Property tax 40.2 237
VAT tax 393.2 3359
Local taxes 326 215
Excise duties 94.5 89.9
Tax on international trade and transactions 68.5 569
Other Republic taxes 6.7 6.3
Contributions 306.7 231.1
Contribution for Pension and Disability Insurance 173.5 144.8
Contributions for Health Insurance 1254 79.7
Contributions for unemployment insurance 75 6.6
Other contributions 04

Duties 33.8 28.1
Administrative fees 1.6 15.2
Court fees 8.7 59
Residence taxes 0.8 0.5
Local communal taxes 9.3 5.5
Other taxes 35 1.1
Fees 122.7 93.5
Fees for public goods utilization 6.9 44
Fees for utilization of natural resources 37 1.8
Fees for utiization of construction land 2.2 15.8
Fees for rarangement of construction land 46.7
Ecological fees 44 73
Fees for games of chance 15.6 39
Fees for local roads 4.8 4.0
Fees for roads 6.5 55
Other fees 785 4.1
Other revenues 71.0 52.6
Receipts from credit repayments 22.8 6.2
CONSOLIDATED EXPENDITURES 1161.1 974.3
Current expenditures 565.2 466.1
Gross salaries and contributions paid by employer 287.8 256.4
Net earnings 166.1 1471
Tax on earnings 30.3 26.8
Contributions paid by employee 45.2 41.2
Contributions payable by employer 41.8 375
Surtax on tax 44 38
Other personal income 337 25.7
Material and service expenses 158.5 125.4
Current maintenance 30.1 18.9
Interests 279 15.0
Rent 5.6 53
Subsidies 13.9 12.9
Other expenditures 7.8 6.6
Transfers for social security 298.8 227.2
Social protection rights 39.4 31.3
Redundancies 11.5 28.5
Pension and disability insurance rights 2284 149.8
Other rights in social protection 12.8 119
Other rights in health insurance 6.8 57
Transfers to institutions, individuals, non-governmental and public sector 81.2 115.1
Transfers to institutions 38.5 777
Transfers to non-governmental sector 104 59
Transfers to individuals 19.6 19.3
Transfers to municipalities 0.0 14
Transfes to public sector 12.7 10.9
Capital expenditures 187.3 105.1
Capital budget of Montenegro 325
Loans and credits 9.6 16.1
Repayment of guarantees 0.1 0.0
Reserves 19.0 12.2
Surplus/deficit** 178.9 124.8

Source: Bulletin of the Ministry of Finance

*Consolidated public consumption includes Budget of Montenegro, state funds and local self-administration.

**Surplus/deficit as the difference between revenues and expenditures, and if revenues are reduced for borrowings, accepted
transfers, donations and revenues from property sold, and expenditures by repayments of capital in the country and abroad

from debts arising from borrowing and the issuance of securities.



