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Review of macroeconomic developments

2009. 1X 2010. %
REAL SECTOR DEVELOPMENTS
GDP (in current prices in EUR million)* 2,981.0
Industrial output index (compared to the same period the year before) -32.2 9.6
Forestry (compared to the same period the year before) -23.0 221
Construction (compared to the same period the year before-measured by effective working hours) -19.2 -7.5
Employment
Number of employed people** 169,859 174,376
Number of unemployed people 30,169 31,016
Inflation rate (compared to December the year before)
Cost-of-living index
CPpr** 1.5% 0.2
RPI
Average salary (EUR, without taxes and contributions) 463 481 39
MONETARY DEVELOPMENTS (EUR million)
M11
Total deposits 1,824.7 1.783 -23
Deposits by economy 510.1 527.7 35
Government deposits 158.5 123.7 -219
Central government 57.7 535 -7.3
Institutions and agencies of central government 35.1 254 -27.7
Funds and municipalities 65.6 448 -31.7
Deposits by financial institutions 1854 126.5 -31.8
Deposits by households 8439 9124 8.1
Deposits - other 126.9 926 -27.0
Total loans 23978 2,263.2 -56
Loans to economy 1,357.9 1,262.4 -7.0
Loans to government 60.5 54.7 -96
Central government 0.1 110 158420
Institutions and agencies of central government 4.0 32 -20.5
Funds and municipalities 564 40.5 -28.2
Loans to banks and financial institutions 72 75 4.0
Loans to private citizens 919.3 865.2 -59
Other loans 529 734 389
MONEY AND CAPITAL MARKET
Turnover in stock exchanges (EUR million)**** 405.8 425
NEX stock exchange 162.5 194
Montenegroberza stock exchange 2433 23.1
Stock exchange indices
NEX20 14,596.9 13,870.30 50
NEX PIF 7,020.7  5,703.70 -18.8
MOSTE 638.99 484.40 -24.2
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 3.00% 3.43%
FISCAL DEVELOPMENTS (EUR million)****
Current incomes***** 1,544.4 920.0
Expenditures***** 1,556.5 914.5
Surplus/deficit -12.1 55
Foreign debt without debt of public enterprises (in EUR million) 699.9 917.7 31.1
Public debt without debt of public enterprises (in EUR million) 4403 361.5 -17.9
EXTERNAL DEVELOPMENTS****
Current account balance (EUR million) -896.3 -502.6
Trade balance -1,371.7 -986.4
Balance of services 3846 4319
% of trade deficit/other balances coverage 347 491
Current account balance in % of GDP -30.1

* Monstat’s data

** The source of data on number of employed persons has been Tax Administration since March 2010.
***The only inflation measurement as of January 2009

**** Data cover the periods I-XI1 2009 and [-IX 2010.

****¥*Current revenues and expenditures of the budget, state funds and local self-governments.






MACROECONOMIC DEVELOPMENTS

At the end of Q3 2010, Montenegrin economy was out of recession. The increase was recorded in industry,
forestry, tourism, some means of transport and trade, while the construction was still in the crisis. It has
been estimated that, in relation to the same period of 2009, the GDP recorded growth of about 2% in the first
nine months of 2010. The inflation still remains low, the current account balance slightly improved (more as
the result of crisis adjustment, than the result of improved competitiveness), while the share of capital is still
in the crisis. The banking system is stable, highly liquid and its recapitalization by EUR 73 million is highly
important to be mentioned.

Annual inflation rate in September 2010 was 0.3%. A slight increase may be expected in end-2010 and early
2010, but it is expected that the inflation rate will remain low in the coming period.

The situation in the banking sector is stable and the threats that may aggravate the banking system soundness
have not been recognized. It is very important that there is no trust crisis and that the household savings
trend has been constantly increasing in the last year and a half. Although the share of non-performing assets
in total assets remained high, its declining tendency is encouraging. Loans are still on the downtrend, but
the trend has been slowed down. It should be pointed that seven banks increased their lending activity, while
it has decreased in four banks. In addition, it should be noted that the reporting period has not affected by
the measures of the CBM aimed at the stimulating banks to increase their lending activity and to reduce
interest rates. It is expected that the real effects of these measures would be noticed in 2011. Moreover, the
possible lending activity increase in the coming period may also be indicated by higher foreign borrowings
in the second half of 2010. The liquidity ratios of individual banks and at the system level are highly above the
prescribed minimum.

Weighted average lending interest rate was mostly stable with small fluctuations amounting to 9.60% at end-
September 2010. Weighted average deposit interest rate recorded an annual growth by 0.12 percentage points
and it amounted to 3.52% at end-September 2010.

In the Q3 2010, the industrial production in Montenegro increased by 9.6% compared to the same period
of 2009. The effects of economic crisis are still present in metal industry which, besides improvements,
is still working with the reduced capacities. Besides existing problems, this branch is facing with the
problem of placing its products at the international market. In order to provide the continuation of work
and the sustainable functioning in the coming period, it would be necessary to perform additional efforts
in restructuring of these systems and the implementation of new technologies, although social programs
have partially been made through the arrangement with the Government. In the first nine months of 2010,
compared to the same period of 2009, the industrial output recorded respective increases of 48.1% and 36.2%
in electricity, gas and water supply and mining and quarrying, while manufacturing industry recorded a
11.4% decline.



The number of tourist arrivals and overnight stays increased by 5.1% or 5.9% in the first nine months of
2010, compared to the same period of 2009, which was above all expectations due to the effects of the crisis
to reduced consumption, revenues and lower number of employees at both domestic and international level.

Some categories of transport recorded growth in the first nine months of 2010, in relation to the same period
of 2009 (air transport — passengers and freight), road transport - transport of goods). The transport is of
extreme importance to Montenegro due to its connection to the tourism and the geographic position in the
transport of goods. Compared to the same month of 2009, forestry output increased by 26.7% in September
2010. According to Monstat preliminary data, construction measured by effective working hours, declined
by 7.5% in the first nine months of 2010, in relation to the same period of 2009.

The Global financial crisis was reflected to the trend in budget revenues and expenditures. Despite it, there
was the insignificant budget deficit in the third quarter of 2010, which amounted to EUR 0.02 million
(presenting insignificant share in GDP), unlike other countries, including those in the Eurozone, where high
fiscal deficits were recorded, some of which were much higher than the levels prescribed by the Maastricht
Criteria. However, it should be expected that the last quarter shall bring the increase in current and capital
spending, due to already agreed obligations, which execution is planned in the last quarter of 2010. Ii is very
important to keep the fiscal discipline in order to ensure that the public consumption is adjusted to real
possibilities of economy.

The gradual recovery of economy and the external-trade activity affected the current account balance.
According to preliminary data, the current account deficit was by 11.6% lower in the first nine months of
2010 in relation to the same period 0f 2009. The decline in deficit was mostly the result of lower external-trade
deficit and the positive trends in current account transfers and services. According to Monstat preliminary
data, export and import recorded respective increase by 15% and 1.3% in the period January-September
2010. The competitiveness of Montenegrin products at the international market is still the key problem of
Montenegrin economy and it would be necessary to additionally affect the competitiveness components
(price and non-price), in order to achieve the desired encouragement of exports, which would mean positive
contribution in the recovery of GDP exports component. The surplus at the services sub-account increased
by 11.1%, in relation to the same period of 2009, as well as the surplus at the current transfers sub-account by
32.9%, while the deficit at the income subaccount increased by 93.4%.

In the period January — September 2010, net foreign direct investments inflow amounted to EUR 3979
million. Although somewhat lower inflow was recorded than in the previous year, due to the sale of minor
share package of EPCG and its recapitalization, it may be concluded that it very high inflow was recorded.
Total (gross) FDI amounted to EUR 478.3 million, of which 46.8% were investments into companies and
banks, 22.2% were intercompany debt, and 27.4% were investments into real estates. The highest FDI inflow
in the previous year was recorded from privatizations and sale of real estates, however, these resources are
limited. The proper way to provide further FDI growth is in the increase of “Greenfield” investments, since
Montenegro has significant potential for it.

The number of unemployed persons increased by 1.4% in September 2010, in relation to the previous month.
Labour market indicators point that the results of the Global financial crisis at this market have been noticed
with some delay.



REAL SECTOR
DEVELOPMENTS






1.1. Gross Domestic Product

Ofhicial data on nominal and real GDP for nine months are not available. However, our guesstimate based on
the limited number of available data show that the growth in the first three quarters of 2010 was about 2%.

Although some economic activities recorded growth in the first nine months of 2010, it has still not affected
the positive trends at the labour market. This period was characterized by the decrease in number of
employees and increase in number of unemployees in relation to the same period previous year. The average
salary in September recorded increase of 9.8% in relation to end-2009, while average salary without taxes and
contributions increased by 2.3%. The annual inflation rate, as well as in relation to end-2009 was low.

1.2. Activities
1.2.1. Industrial output

Total industrial output increase in first nine months of 2010, in relation to the same period of 2009, was
9.6%. Low level of output in some sub-sectors of manufacturing industry was compensated by the increased
production in Electricity sector (48.1%), as well as the increase in the Mining and quarrying sector (36.2%),
which resulted in the increase in the total industrial output.

The manufacturing industry output in the G oop 4
first nine months of 2010 declined by 11.4%
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The output in manufacturing industry, mostly dominated by the production of basic metals continued to
record decline due to the lasting problems in operation of the Bauxite Mine, Steelworks and the Aluminium
Plant Podgorica (KAP). Taking into account the importance of these companies for the Montenegrin
economy, the Government of Montenegro continued with the activities on the realization of the programme
for the restructuring of the Aluminium and Steel plants with a view to increasing the production capacities,
improving competitiveness, as well as solving problems of redundancy. With its regards, the Government
supported the realization of the reconstruction programme by issuing guarantees to loans to KAP and
Steelworks amounting to EUR 135 million and EUR 26.3 million, respectively. The recovery of KAP and the
increase of its revenues, was the positive result of the increase in prices of aluminium at the market of USD
2000 per tonne. Moreover, the stabilisation of the production was also the result of the optimisation in the
number of employees through the realization of the social programme.

Production growth was recorded only in three subsectors of manufacturing industry: production of machines
and devices, other by 50.7% and production of other non-metal minerals by 28%, and production of wood and
wood products by 0.9%.

In relation to the same period of 2009, production in mining and quarrying sector in the first nine months
of 2010 grew by 36.2%, mostly due to increase in the production in the sub-sector of extraction of energy
producing materials by 68%. The sub-sector mining and quarrying except energy producing materials
declined by 13.9%, due to the decline in the production in mining of metal ores (9.3%) and other mining and
quarrying (15.6%).

In the first nine months of 2010, production of energy, gas and water increased by 48.1% in relation to the
comparative period of 2009. Higher production than planned was recorded by hydro power plants “Perucica”
and “Piva” as well as distributional hydro power plants.

Pursuant to the Strategy of the Energy Sector in Montenegro, the activities on the realization of the Project of
constructing the Hydropower plants at the Moraca River were continued. In September, the Council for the
construction of hydro power plants on Moraca, passed the Corrected Concession Act and the Estimate of the
economic effects of constructing the hydro power plants at the River Moraca.

Following the demands to reduce the emission of greenhouse gases and to affect the climate changes, there
is ongoing intensive work on the creation of conditions for the realization of programmes for constructing
renewable energy sources (small hydro power plants, projects of valuating the wind potential), power plants
using solid waste, biomass, as well as use of solar energy). Therefore, the Decision on granting concession
award to construct small hydropower plants at five water flows with selected investors. In order to utilize
wind power potentials, the Contract on Land lease and the construction of wind power plants at the location
of Mozura (municipalities of Ulcinj and Bar) was signed in July.

A Draft Law on Ratification of the Agreement between Montenegro and Republic of Italy on the construction
of the underwater electric-energy interconnection between the distribution networks of Montenegro and
Italy was also passed in July. This project may largely contribute to the creation of better distribution network,
which is very significant for the stability of the whole system, the achievement of the direct connection of
Montenegro with the electricity market in EU, significant revenues from electricity transit, as well as creation
of the encouraging ambience for investments into new electric energy sources.
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July and August, which contributed to the increase in total number of tourists amounting to EUR 1,203.1
thousand in the period January — September, being 5.1% more than in the same period of 2009. The increase
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Graph 1.4

Tourist arrivals in the period January - September
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Graph 1.5

Structure of tourist arrivals by resorts
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Graph 1.6

Tourist overnights in the period January - September
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in number of visitors was registered
in the mountain resorts, capital
and coastal resorts by 16.9%, 16%
and 4.8%, respectively, whereas the
number of visitors in other tourist
resorts declined by 139%. The
number of domestic tourists and
foreign tourists arrivals increased
by 84% and 4.6%, respectively. The
structure of foreign tourist arrivals
showed the largest share of tourists
from Russia (12.2%) as well as
from tourists from neighbouring
countries: Serbia (25.4%), Bosnia
and Herzegovina (8.4%) and Kosovo
(4.1%).

The number of overnight stays in the
first nine months of 2010 was 7,7294
thousand, or 5.9% more than in the
same period of 2009. Of this amount,
923.6 thousand were domestic
tourists, which is by 15.4% more than
in the same period of the previous
year, while foreign tourists recorded
6,8059 thousand or 4.8% more
than in the same period of 2009. The
number of overnight stays increased
in the coastal resorts, capital and
coastal resorts by 234%, 12% and
6%, respectively, while the number
of overnight stays in other tourist
resorts declined by 19.6%.

Higher number of overnight stays in
the first nine months was recorded
by tourists from Ukraine (87.7%),
Germany (47.8%), Kosovo (42.8%),
France (21.3%), Macedonia (14.5%)
and Russia (14.1%). Still, lower
number of tourists was recorded
from Serbia (-8.9%), Bosnia and
Herzegovina ~ (-4.2%),  Hungary
(-104%), Ttaly (-134%), Czech
Republic (-3.8%) and Albania (-1.4%).



Box 1.1 - Tourism - trend and recovery in 2010

The Global crisis strongly affected the tourism sector, but in the measure lower than other export
sectors, confirming that it was one of the most dynamic economic sectors and the key trigger of the
economic growth. The UNWTO reports indicate that this sector will be the significant trigger to the
development of the whole economy, but not at the same intensity in developed and developing
countries.The recovery of tourism through foreign tourists arrivals initiated in the last quarter of 2009,
and it was continued in the first eight months of 2010.

According to UNWTO report and the data for first eight months of 2010, arrivals of foreign tourists in the
world increased by 7% at global level in relation to the same period of previous year. On the basis of the
existing trend, the UNWTO forecasted that the increase of arrivals would range from 5% to 6% in 2010.
The continuation of positive trends is expected in 2011 as well, but with somewhat modest average of 4%.

The results are positive in all regions, whereby the developing countries record increase in foreign tourist
arrivals by 8%, and the developed countries by 5%. This growth in Europe is somewhat slower amounting
to 3% resulting from undistributed recovery in economies of some countries, as well as problems in the air
transport, caused by the volcanic smoke from Iceland in April 2010. Still, many European countries record-

ed positive results, especially in

Graph 1 the period May — August 2010.
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Source: European Travel Commission ,European Tourism 2010” - Tends &
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1.2.3. Forestry

In the first nine months of this year, some 201,009 m* of wood products, which is by 22.1% more than in the
same period of 2009.

The first report of Montenegro for MCPFE (Ministerial Conference on the Protection of Forests in Europe) by
qualitative and quantitative indicators for sustainable forest management. The MCPFE is the pan-European
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policy process for sustainable management of the continent’s forests, working on developing common
strategy for 46 member countries on how to protect and sustainably manage forests.

In addition, the Draft Concession Act for Concessions for using forests, construction and maintenance of
forest roads in the Forestry Administration regional units Rozaje and Niksic, for 2011.

1.2.4. Construction

In the first nine months of 2010, according to preliminary MONSTAT data, the value of the performed
construction works amounted to EUR 157.5 million, being 4.5% lower in relation to the comparative period.
The construction activity, measured by effective working hours declined by 7.5%. According to Monstat data,
the value of new contracts on buildings amounted to EUR 24.5 million, which is by 33.6% less, and the value
of new contracts on other buildings amounted to EUR 78.9 million, or 12.9% more than in the same period
of the previous year.
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1.2.5. Transport

In the first nine months of 2010, according to
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Montenegro and the Austrian company Porr



Technobau und Umwelt signed the contract for the reconstruction of ten tunnels at the railroad Niksic -
Podgorica, at the amount of EUR 4.35 million. Pursuant to the contract, the tunnel reconstruction should be
completed in seven months from the funds previously provided from the EBRD loan.

The Law on Contractual Relations in Railway Transport, which regulates contracts and other obligatory relations
emerging in the passengers transport and freight transport in the internal and international railway transport.
The has been applied since 1 August 2010 thus raising the level of transporter’s responsibility to passengers,
reflected through the rights of passengers to compensation from transporters, in the case of delays.

Total turnover in ports amounted to 1,339.5 thousand tonnes, and it was by 15.9% higher in relation to the
same period of previous year, whereby the exports amounted to 45.6%, and imports 45.4% (the 9% difference
referred to transit). Exports in the same period increased by 31.4%, while imports declined by 8.5%.

In late September, Ministers of Transport of Montenegro and Serbia signed in Vr$ac the Letter of Intentions
which will be forwarded to the European Commission for the acknowledgment of Corridor 11. This Corridor
(Bucharest — Belgrade — Bar — Bari) connects Italy, Montenegro, Serbia and Romania and it would represent
one of the most important roads in the region. Its realization is important for the development of Montenegrin
economy and it would also enable the Port of bar to become the most important logistical knot at the Adriatic.

In the first nine months, air passenger transport ~ Graph 1.9
recorded 996.4 thousand passengers, whichisby  Air passengers transport
20.4% more than in the same period of 2009, and

the freight transport increased by 126.7%. 6 h
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L 100,000
the first phase of the Montenegrin air-fleet
renewal. In order to decrease investments 50,000-
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repairs, Montenegro Airlines opened the new 0 vy VI X X Xl
maintenance hangar possessing contemporary | )

working premises in late September. The

company intends to offer maintenance services ~ Source: Monstat
to other airline companies, thus increasing its

revenues.

1.3. Prices

In relation to 2009 end, CPI inflation amounted to 0.2% in September 2010. In this period, the highest
increase of 1.6% was in prices under “food and non-alcoholic beverages”, as well as under “transport™ by
3.5%, under “health” by 2.4% and under “restaurants and hotels” by 2%. The highest decline was recorded
under ,dwelling” (-7.2%), resulting from the decline in the electricity price by 11.3% (corrected price from
January 2010). Annual inflation was low amounting to 0.3% in September 2010, which is by 1.4 percentage
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points less compared to annual rate recorded
in September 2009. Despite recorded increase
in some groups of products, especially in food
products, lower inflation rate was the result of
high basis from the previous year and lower
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The increase in prices at global level, especially of
wheat (largely due to draught and fire in Russia,
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Prices under “food and non-alcoholic beverages”
recorded 1.6% increase in the first nine months
of 2010. Although the decrease was recorded in
prices of meat (0.1%), milk, cheese and eggs (0.2%)
and vegetables (34%), the increase in prices of
fruit (20%), oils and fats (14.5%), sugar (17.4%)

and non-alcoholic beverages (13.3%) affected the highest share of category “food and non-alcoholic beverages”
in total inflation (352.3%). Prices of transport (3.5%), due to increase in prices of fuels and lubricants (7.7%),
prices of transport services (0.6%) and prices of other maintenance services of services (1.2%), recorded the share
in total inflation of 252.7%. In this period, prices under “health” recorded significant increase (2.4%), mostly
due to increase in prices of pharmacy products (1.6%) and outpatient services (4.6%). The increase in prices of
catering services by 2.5% affected that the category “restaurants and hotels” recorded the share of 35.4% in total
inflation. The increase by 0.1% was recorded both by prices under “footwear and clothes™ and “other goods and
services”, while a 0.8% increase was recorded under “housing and home appliances”. The decline in prices under
“housing” by 7.2% (due to the correction of electricity by 11.3%), which is the second largest by the weight in
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total consumer basket, which negative contribution
(-0.9%) and the share (-545.2%) affected the total
lower inflation rate. This period was characterised
by the decline in prices under “culture and
entertainment” (2.3%), “alcoholic beverages and
tobacco” (0.9%), “communication” (0.1%) while
prices under “education” have not changed.

The annual core inflation rate in September was
0.26%, being by 0.05 percentage points lower
than total inflation rate. Annual core inflation
has been lower than total inflation since January
2010, except in August. In the first five months
and July, annual core inflation rate was negative.
Graph 1.11 shows trends in total annual and core
inflation rates.



Annual CPI growth in September was 0.3%,
and the highest annual increase was recorded in
prices under “transport” (4.9%), “heath” (2.4%),
“restaurants and hotels” (2.3%) and “food and
non-alcoholic beverages™ (1.4%). At the annual
level, as well as in relation to previous year end,
the highest decline was recorded in prices under
“dwelling” (-7.2%), primarily due to the decline
in the price of electricity by 11.3% (correction of
price in January 2010).

The comparison of annual inflation recorded in
Montenegro with selected countries, shows that
only Latvia had the same rate (0.3%), while all
other selected countries recorded higher inflation
rate. The highest annual growth in selected
countries was recorded in Romania and Serbia
(7.7% each).

Table 1.1
Share of individual categories in total inflation

Graph 1.12

Annual inflation in selected countries, September 2010
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wighs SSPETbeT S G Comptrion e
TOTAL 10000 100.2 0.2 0.2 100.0
Food and non-alcoholic beverages 3755 101.6 1.6 0.6 3523
Alcoholic beverages and tobacco 372 99.1 -0.9 0.0 -20.3
Footwear and clothes 761 100.1 0.1 0.0 4.2
Dwelling 1287 92.8 -7.2 -0.9 -545.2
Housing and home appliances 494 100.8 0.8 0.0 24.2
Health 280 1024 24 0.1 399
Transport 1216 103.5 35 04 2527
Communication 558 99.9 -0.1 0.0 -29
Culture and entertainment 321 97.7 -23 -0.1 -42.7
Education 218 100.0 0.0 0.0 04
Restaurants and hotels 296 102.0 20 0.1 354
Other goods and services 442 100.1 0.1 0.0 20

Source: Monstat and CBM calculations

In September, annual inflation rate in Euro area increased by 1.8%. The highest increase was recorded in
categories under “transport” (by 4.1%) and “alcoholic beverages and tobacco” (by 3.2%), while the decline was
recorded under “communication” (-0.9%) and “culture and entertainment” (-0.2%).




Box 1.2 - Prices of food in the world and prices in some groups of products in Montenegro

Prices of food are on the increase again. Problems at the food market are largely caused by long draught
and fires in Russia, which is one of the largest wheat producers in the World. The UN organization for
agriculture and food (FAO) announced that the average growth in prices of food in the world from July
to August was about 5%, still not reaching the highest record from 2008. According to FAO forecasts,
the instable conditions at the wheat market, as well as rice market, being the most important global
cereal, might be prolonged until the mid of next year, when we would know more details on the global
forecast of the upcoming harvest. Natural disasters (fires, floods) affected the price increase in the
basic cereals, initiating the chain reaction of raising prices of other food products (vegetable oil, sugar,
coffee, and the like).

As regards the prices of some product groups in Montenegro, the highest increase in relation to the
previous year end was recorded under “oil and fats” (14.48%), fruit (19.95%), sugar, honey, jam and
chocolate by 5% (price of sugar grew by 17.39%), and the group of non-alcoholic drinks (3.29%, in
which the highest growth was in the price of coffee (14.85%) At the same time, these groups recorded
the highest annual growth. The main characteristics of the Montenegrin food market is that the prices
under “bread and cereals” have not changed significantly in relation to the previous year end (0.08%).
Such a modest growth, despite the announced higher prices of bread and wheat products immediately
after the price of wheat increased globally, was contribute by higher prices of rice, corn wheat, cookies,
and the like.

Table 1

Trends in total inflation and prices of some groups of products under “food and non-alcoholic
beverages”(in relation to year-end)

March 10/ April10/ September 10/
Weight December 09 December09  December 09
rate rate rate

TOTAL 10000 0.18 -0.18 0.20
Food and non-alcoholic beverages 3755 1.03 0.31 1.60
Bread and cereals 502 -0.37 -0.25 0.08
Meat 943 -0.63 -0.92 -0.12
Fish 109 2.29 2.72 -2.17
Milk, cheese and eggs 916 -0.71 -0.32 -0.19
QOils and fats 157 -0.63 135 14.48
Fruit 251 7.72 24.88 19.95
Vegetables 411 10.10 -7.40 -3.37
Sugar, honey, jam and chocolate 172 0.30 121 5.00
Other food products 85 -1.61 -1.70 -1.27
Non-alcoholic beverages 209 -2.87 -2.74 3.29

Source: Monstat

In the first nine months of 2010, prices of oil highly increased in relation to the same period of 2009. The
continued economic recovery positively affected the demand for oil, which is, with some oscillations, reflected
to the increase in prices. In the first nine months, average price of OPEC reference basket amounted to 75.3
USD/barrel, or 33.5% more in relation to the average price in the same period of 2009, and only 0.8% more
in relation to the price from December 2009. Average price of brent in the first nine months was 77.2 USD/
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barrel, or about 35% more in relation to the average price in the same period of 2009. The price of brent in
September 2010 was 77.8 USD/barrel, being 15.4% higher in relation to September 2009. The highest price of
brent this year was recorded in April amounting to 84.79 USD/barrel.

In relation to the previous year end, producers
prices of manufactured products increased by
0.4% in September, whereby only prices under
manufacturing increased by 5.3%, while prices
of “mining and quarrying” and “electricity, gas
and water supply” declined by 15.1% and 8.6%,
respectively. The annual growth in producers
prices of manufactured products was 1.6%.

1.4. Labour market

The average number of employees' in the first
nine months of 2010 was 167,941, or 3.7% less
than in the same period of previous year, while the
number of employees in September was by 2.7%
higher in relation to previous year end. Observed
by sectors, the highest increase was recorded
in activities regarding real estates and renting
(43%), other communal, social and personal
services (20%), financial intermediation (8.7%),
retail and wholesale trade and repairs (7.8%)
and public administration and social insurance
(0.7%). All other sectors recorded lower number
of employees in relation to the same period of
2009.

Observing the structure of employees, which
had some insignificant percentage biases due to
unavailability of the same series for nine months
of 2010 (the only available series is of March
2010), through four* main sectors (production,
services, public sector and other), we notice that
the most employees were in services and public
sector.

Graph 1.13
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Labour market trends since April, when the highest number of unemployed persons was recorded in 2010
showed the decreasing trend till September, when the unemployment started increasing. The number of

! The source of data has been Tax Administration since March 2010.

2 According to new source, following Classification of economic Activities of the European union, the existing structure was
supplemented by private households with employees and bodies, which ahs been classified as “other”.
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Graph 1.15
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registered unemployed persons in the first nine
months of 2010 was by 13.5% higher than in
the same period of previous year. In September,
the Employment Agency of Montenegro's data
showed 31,016 registered persons looking for
employment, or 13.6% more than in September
2009, yet 2.8% more than in December 2009.

The Employment agency continued to perform
measures of Active Employment  Policy
Programme. This Programme, among other
projects, includes seasonal employment. The
greatest needs for the seasonal labour force are
in tourism and catering, construction, trade,
agriculture and the like.

Until 30 September 2010, the Employment
Agency of Montenegro announced the need for
12,730 seasonal work posts, of which 40.8% were
for the needs of tourism and catering, 16.7% to
construction, 14.4% to trade, 4.7% to agriculture
and 23.4% to other activities.

Using the approved quotas and the Law on
Foreigners' Labour and Employment, the
employers engaged nearly 11,200 foreigners in
the first nine months of 2010. According to the
weekly report of the EAM of 4 October 2010,
11,162 licences were issued to foreigners in the
period 1 January- 4 October 2010.

The unemployment rate, according to
Employment Agency of Montenegro data, was
11.75% in September 2010 (number of recorded
unemployed persons to active population ratio).
The other unemployment rate is quarterly
published by Monstat, following the Labour
Force Survey harmonized with Eurostat
recommendations.Graph 1.17 shows trends in
these two rates.

Wages

In the first nine months, average (gross) wage in
Montenegro was EUR 709, being 10.1% higher in



relation to the same period of 2009. Average wage without taxes and contributions amounted to EUR 475, or
2.6% more in relation to the same period of 2009 The highest wages without taxes and contributions were
in financial intermediary (EUR 880 EUR), while the lowest wage was still recorded in Fishing (EUR 176).
The increase in wages without taxes and contributions in the first nine months of 2010, compared to the
same period of 2009, was recorded in agriculture, forestry and water supply (17.7%), mining and quarrying
(16.5%), electricity, gas and water supply (16.2%), fishing (12.1%), hotels and restaurants (8.7%), retail and
wholesale trade (6.9%), manufacturing (2.5%), real estate business, renting (2.4%), transport, storage and
communications (2.3%), construction (1.2%) and education (0.7%). Other sectors recorded decline in wages
without taxes and contributions, and the highest decline was in public administration and social insurance
by 5.3%.

Table 1.2
Average wages without taxes and contributions, by industries

Wages without taxes and contributions index
-IX 1
D1-1X09 @1-1X10 gl—lxog
TOTAL 463 475 102.6
Agriculture, forestry and water supply 479 564 117.7
Fishery 157 176 1121
Mining and quarrying 553 644 116.5
Manufacturing 441 452 102.5
Electricity, gas and water supply 592 688 116.2
Construction 403 408 101.2
Retail and whole sale, repairs 274 293 106.9
Hotels and restaurants 334 363 108.7
Transport, storage and communications 606 620 1023
Financial intermediation 890 880 98.9
Real estate business, renting 419 429 1024
Public administration and social insurance 487 461 94.7
Education 427 430 100.7
Health and social work 473 464 98.1
Other communal, social and personal services 409 404 98.8

Source: Monstat

Box 1.3 — Average wages by former Yugoslav countries, August 2010

Data on average wages in August 2010 show the difference in wages by countries of former Yugoslavia.
Nominal increase of net salaries in relation to August 2009 varied from 5.1% in Slovenia to 2.3% in
Croatia, 9.3% in Montenegro, 1.9% in Bosnia and Herzegovina, 3.4% in Macedonia and 8.4% in Serbia.

* Gross wages recorded higher increase than the net wages growth since contributions for compulsory social insurance paid
by employee decreased while the contributions paid by employee increased (Law amending the Law on contributions for
Compulsory Social Insurance, 0GM 86/09).



Slovenia takes the first place in the region by the net amount of average salary, while Croatia takes the
second place. These are followed by Montenegro with the average net salary of EUR 504 in August
2010. Lower amounts of net salaries were recorded in Bosnia and Herzegovina, Macedonia and Serbia.
It is notable that Serbia is at the last place, although it had recorded both nominal and real increase in
August 2010, in relation to August 2009, due to significant decline in the exchange rate of Dinar to Euro.

Table 1
Wages by former Yugoslav countries, in EUR (ranking by net amount)

Country Net wages Gross wages
Slovenia 965 1487
Croatia 742 1060
Montenegro 504 752
Bosnia and Herzegovina 408 623
Macedonia 334 491
Serbia 323 449

Source: Statistical Offices and Central Banks of selected countries
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Developments in the III quarter of 2010

In the first nine months of 2010, key balance positions - total assets, loans, deposits, borrowings and capital
recorded decline. Assets declined by 3.9%, loans by 5.6%, deposits by 2.3%, borrowings by 6.2% and total
capital by 10.5%.

Total deposits in the system declined by 2.3%, in the first nine months and were EUR 41.8 million lower.
The decline of deposits in the last nine months was mostly the result of the decline in deposits of financial
institutions (31.8%). Households deposits increased also in the third quarter, continuing the trend of slight
increased since June 2009, and it is encouraging that corporate sector deposits were also on increase in the
previous period. In end-September, total deposits in the system amounted to EUR 1.782,9 million or 6.2%
less than one year before.

Over-indebtedness of households and corporate sector, the increased risks in the real sector, deteriorated loan
portfolio in banks, together with more expensive funds collected by banks are limiting factors of lending
activity in banks. In the first nine months of 2010, bank loans were by 5.6% lower. During the nine months of
2010, loans growth was recorded in seven banks, while four banks recorded decline.

Non-performing loans and restructured loans increased. Non-performing loans and restructured loans
accounted for the respective share in total loans of 17.6% and 11.1%. Positive tendency in relation to the
previous two quarters was present in past due loans, which share in total loans at September end was 23.6%.
The application of CBM measures passed on this November is expected to improve these indicators in the last
quarter.

The maturity match of deposits and loans is still not very favourable, since demand deposits and deposits with
maturity up to one year made up 88% of total deposits on one hand, while on the other hand long-term loans
made up 76.5% of total granted loans.

Loans to deposits ratio slightly improved, as the result of decline in loans. At the annual level, it was 0.1
percentage points lower and at end-September 2010 it amounted to 1.27.

In the third quarter 2010, household sector became net depositor, recording higher savings at the total amount
of EUR 47.2 million. The sector of economy, as the most important net debtor of system, reduced the amount
of net debt in the nine months by EUR 113.2 million or 13.3%.

Lower lending activity of banks was the result of “cleaning” balance positions of banks which had in their
portfolios high amount of illiquid assets (share of illiquid assets at end-September 2010 amounted to 14.4%,
and to 11.4% in December 2009), as well as high indebtedness of households and economy. In such conditions,
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banks are facing with difficulties to find creditworthy clients for their own lending products. On the other
hand, interest margins of bank de-stimulate the demand for loans.

At end-September”, solvency ratio at the system level was 14.6%, and it was lower in relation to end-2009,
when it amounted to 15.8%, but higher in relation to one year before, when it amounted to 12.9%.

2.1. Bank liquidity

Since January 2009, the Decision on minimum liquidity standards® has been in force, which prescribes the
obligation of banks for maintenance of minimum liquidity ratios® at daily (0.9%) and ten-day base (1.0%).
During three quarters of 2010, daily and ten-day liquidity ratios at the banking system level were above the
prescribed minimum. At Q3 end, liquidity ratio amounted to 2.18, and it substantially improved in relation
to the previous year (1.93) and the same month of the previous year (1.66) (Table 2.1). Over the first three
quarters of 2010, all banks recorded daily and ten-day liquidity ratios above the prescribed minimum.

Table 2.1
Liquid assets and matured liabilities of banks (EUR 000) and the aggregate liquidity indicator

. . 2009 2010
Description / period
30.09 31.12. 31.03. 30.06. 31.07 31.08. 30.09.
I Liquid banks’assets 527911 414839 409634 507943 523.105 587.006 515.706
Il Matured liabilities for loans and borrowings 318.066 214.633 209.752 230.138 235472 248942 236.241
Il Surplus/deficit (I-11) 209.845 200.206 199.882 277.805 287.633 338.064 279465
Liquidity indicators (I/11) 1,66 1,93 1,95 2,21 2,22 2,36 2,18

A

Liquid assets and matured liabilities of banks (EUR 000) and the
aggregate liquidity indicator

4 250\ At the end of the third quarter of 2010, in the
700,000 Liquid assets of banks ' structure of liquid assets, the assets located
600,000+ Matured liabilities for loans and borrowings 7240 abroad had a dominant share (53.8%), while
5000004 — Liquidity indicators ( /Il +230 . , o ..
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* Quarterly data are available.
> “Official Gazette of Montenegro”, No. 60/08

¢ Liquid assets/matured liabilities for loans and borrowings ratio
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Liquid banks’ assets’ amounted to EUR 497  Graph 2.2
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as in relation to the same month of 2009 when it -
amounted to 1.35 (Table 2.2).
Table 2.2
Selected banks’ liquidity indicators, period-end

2009 2010
Description / period
September December June November

Loans/Deposits 1,35 1,31 1,29 1,27
Liquid assets/total assets (in %) 16,0 15,3 16,6 171

In the third quarter of 2010, reserve requirement for liquidity was not used.

2.2. Aggregate balance sheet of banks

At the end of September 2010, total banks assets amounted to EUR 2.907.6 million, recording EUR 117.6
million decline or 3.9% in relation to December 2009, while annual decline amounted to EUR 316.1 million

or 9.8% (Table 2.3).

Decline in banks’ assets in relation to 2009 end was the result of decline in loans at the total amount of EUR
134.6 million or 5.6%. All other asset positions in the reference period increased, whereby the highest growth
was recorded in provisions for other asset items (75.1%), followed by loan loss provisions (19.1%) and cash and

deposits with depository institutions (6.1%).

7 In accordance with the new Decision on liquidity risk management, liquid assets include cash and deposits with depository

institutions declined by 50% of allocated reserve requirement.




Table 2.3
Banks’ assets, changes

ASSETS September September 2010 September 2010
2010 December 2009  September 2009
1. Cash and deposits with depository institutions 560.778 6,1 -4,0
2.Loans 2.263.201 -5,6 -12,0
2.1 Loan loss provisions 178.905 19,1 154
2.2 Net loans 2.084.296 -7,3 -13,7
3 Securities 69.082 8,5 14,2
4 Other assets 204.137 6,6 20,7
5 Loan loss provisions for other asset items 10.654 75,1 80,8
TOTAL ASSETS 2.907.638 -39 -9,8
LIABILITIES 0
1. Deposits 1.782.858 -2,3 -6,2
1.1 Demand deposits 720.140 78 -216
1.2 Time deposits 1.062.718 -8,1 8,2
2 Borrowings 689.146 -6,2 -21,2
3 Other liabilities 137410 35 -10,6
4 Total capital 296.915 -10,5 1,0
4.1 Capital and reserves 389.847 10,3 23,7
4.2 Profit/Loss (+,-) from the current year -92.932 3309 341,7
TOTAL LIABILITIES 2.907.638 -3,9 98

Observed annually, decline was recorded by cash and deposits with depository institutions at the amount of
EUR 23.3 million or 4%, and bank loans at the amount of EUR 307.8 million or 12%. At the same time, the
most significant increase was in provisions for other asset items (80.8%) and other bank assets (20.7%).

In the third quarter of 2010, the decline in banks’ balance sheet liabilities was recorded in deposits (2.3%),
borrowings (6.2%) and total capital (10.5%), while other liabilities increased (3.5%). Observed annually, the
situation was different: the decline was recorded in deposits (6.2%), borrowings (21.2%) and other liabilities
(10.6%), while capital increased by 1% in relation to September 2009.

Observed by banks, at the end of the third quarter (in relation to end 2009), five banks recoded decline in
total assets and liabilities ranging from 1% to 14.4%, while six banks recorded increase ranging from 0.7%
to 27.4%.

Total assets and liabilities of four banks recorded annual decline ranging from 1.9% to 39.9%, while seven
banks recorded increase ranging from 4.7% to 82%.

Pass assets (A) made up 50.2% (48.4% at end-2009), while non-performing assets (C, D, E) made up 14.4% of
total assets, or 85.3% of capital increased by loan loss provisions at end-September 2010 (Table 2.4).



Table 2.4
Assets quality ratios (%)

Assets quality ratios 30.09.2009 31.12.2009 30.09.2010
Pass assets / Total assets 48,2 48,4 50,2
Non-performing assets / Total assets 8,1 11,4 14,4
Criticized assets / Total assets 374 38,1 404
Non-performing assets / (Capital + loan loss provisions) 56,1 69,7 85,3
Criticized assets / (Capital + loan loss provisions) 2599 2328 2384

At the end of the Q3 2010, ROA also deteriorated and amounted to -4.2% (-0.7% at end-December 2009, or
-0.9% at end September 2009). ROE also deteriorated, and amounted to -4.8% (-0.8% at end-December 2009,
or -1.0% at end September 2009).

2.2.1. Structure of balance sheet of banks

Atend Q3 2010, loans dominated in the structure of assets (78%). However, the decline of their share in total
assets was evident resulting from the decline in lending activity of banks. In relation to 2009-end, share of
loans in total structure of bank assets declined, while other balance sheet items recorded increase.

Deposits dominated in the liabilities, whereby their share in structure increased, and, on the other hand, the
share of borrowings declined (Table 2.5).

Table 2.5
Structure of balance sheet of banks, %

ASSETS 2009 2010

September December March June  September
Cash and deposits with depository institutions 18,1 17,5 15,7 18,8 19,3
Loans 79,8 79,3 80,8 78,3 778
Securities 1,9 2,1 2,2 2,72 24
Other assets 52 6,3 7.1 6,9 7,0
Provisions -50 -52 -5,7 -6,1 -6,5
TOTAL ASSETS
LIABILITIES
Deposits 58,9 60,3 60,6 60,6 61,3
Borrowings 271 243 24,0 22,8 23,7
Other liabilities 4,8 44 50 51 4.8
Total capital 9,1 11,0 104 14 10,2

TOTAL LIABILITIES 100 100 100 100 100




2.2.2. Concentration indicators

At end-September 2010, concentration indicators of the Montenegrin banking system declined in relation to
assets, loans and deposits.

Herfindahl-Hirschman (HH) Index measured by the assets, at the end of Q3 2010, amounted to 1.495 points
or 29 percentage points lower in relation to the end of the previous quarter and 141 points lower in relation to
end-2009 (Table 2.6). Measured by loans, HH index amounted to 1.557 and was by 34 points lower in relation
to the end of previous quarter and by 142 points lower in relation to the end of 2009. In relation to deposits,
this index declined amounting to 1.853 points or 23 points lower in relation to the second quarter and 90
points in relation to end-2009. Therefore, it may be concluded that the concentration significantly reduced in
the last few years, and that it is only high in relation to deposits.

Table 2.6
HH concentration index, period-end

HH index 2005 2006 2007 2008 2009 Q12010 Q22010 Q32010
According to assets 2,296 2,042 1,918 1,911 1,636 1,579 1,524 1,495
According to deposits 2,898 2,350 2,298 2,465 1,943 1,989 1,876 1,853
According to loans 2,336 2,126 1,917 1,959 1,699 1,655 1,591 1,557

In relation to the third quarter of the previous year, concentration of three largest banks (“C3”) and of five
largest banks “C5” significantly declined in relation to all three categories - assets, loans and deposits.

Similarly to the HH index values, the highest concentration at the end of the third quarter of 2010 was
recorded with deposits. Three largest banks owned 67.3% of total deposits, while 5 largest banks had 82.3%
of total deposits.

Table 2.7
Concentration indices C3 and C5

a C5
Q32010 Q32009 Q32010 Q32009
According to assets 58,5% 60,8% 77,5% 83,4%
According to loans 60,2% 65,3% 80,1% 85,5%
According to deposits 67,3% 73,4% 82,3% 85,3%

2.2.3. Lending activity of banks

The declining trend in loans, started in October 2008, continued in the first nine months of 2010, except
in June (Graph 2.3). The average monthly decline rate of loans in this period was 0.6%, whereby respective
average monthly decline rate in the first, second and third quarter of 2010 was 0.6%, 0.3% and 1%. At end-



September, total bank loans amounted to EUR
2,263.2 million, and they were by 5.6% lower in
relation to 2009-end, while the annual decline
was 12%.°

The increase risk level of loan portfolio in
banks, poor solvency of potential clients
(overindebtedness of the households and
economy, worsening business conditions and
growth of risks in the real sector) as well as
high prices of funds™ sources which increase
the price of investments made banks become
very restrictive in granting new loans. Absence
of lending activities of systemically important
banks in the previous period represented
key problem related to the decline of lending
activity. In the first nine months of 2010, the
credit growth was recorded by seven banks,
while four banks decline.

Lending portfolio quality deteriorated. At Q3
2010-end, Non-performing loans (C, D, E) made
up 17.6% od total loans which is significantly above
the level recorded at end-2009 (13.5%) and in Q3
2009 (9.6%) (Table 2.8). Still, the improvement in
the loan portfolio of banks is expected as the result
of the application of the set of measures, passed by
the CBM in November 2010.

Past due loans accounted for 23.6% of total loans.
In relation to the previous two quarters, the share
of past due loans in total loans declined (Graph 2.4).
Observed by banks, the share of past due loans in
total loans ranged between 8.5% and 39.4%.
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Atend September 2010, 5.5% of total loans were written off loans (2.6% at end of Q1 and 3.5% at end Q2 2010).

The decline in loans quality resulted in the increase of loan loss provision, which amounted to EUR 178.9
million in end September 2010. In the first nine months of 2010, they increased by 19.1%, and in relation to
September 2009 they rose by 15.4%. The biggest part of loans loss provisions was for potential losses in loans
granted to private companies (70%) and household loans (natural persons and employees) (27.1%). Atend Q3
2010, loan loss provisions made up 7.9% of total loans.

8 Annual decline was partially the result of placing part of loan portfolio to the balances of parent banks.




The increase was recorded in restructured loans, which amounted to 11.1% of total loans in September 2011.

Table 2.8

Basic indicators of lending activities in banks, %

Description/Period IX2009 XI112009 112010 VI2010 1X2010
Non-performing loans (C, D, E) / Total loans 96 13,5 14,9 16,8 17,6
Past due loans / Total loans 242 229 31,2 243 236
Written off loans / total loans 1,0 1,6 2,6 35 5,5
Loan loss provisions / total loans. -6,0 -6,3 -6,8 -7.5 -7.9
Restructured loans / total loans 7.1 93 9,7 10,9 11,1

Table 2.9
Loans’ growth, %

Q32010 Q32010
Q42009 Q32009

Financial institutions 34 -36,0
Corporate sector -7,0 -16,0
General Government 95 73
(Government, municipalities, funds) ' '
Households -59 -9,0
Other 389 38,9
TOTAL -5,6 -12,0
Table 2.10

Loans’ structure by industries, as of 30 September 2010

Agriculture, Hunting, Fishing
Mining

Energy

Construction

Trade

Services, Tourism, Hotel Management

Transportation, warehousing,
telecommunication

Finance
Real Estates Trade

Administration, other public services

Households
Other
TOTAL:

04
1,6
08
88

22,7

7.8
30

2,0
29
29

38,2

88

100

Loans to the corporate sector and households
made up 94% of total loans. At end September
2010, the two largest sectors, corporate and
households disposed with respective 7% and 5.9%
less funds collected from banking borrowings.
General government was granted 9.5% less loans
than at end-2009, while the financial institutions
sector recorded the increase in loans by 3.4%.

Observed annually, the decline of loans granted
was recorded in: financial institutions (36%),
corporate sector (16%), households (9%), while
they increased for the General Government
(2.3%).

Observed by activities, the largest loan
beneficiaries were: households (38.2%), trade
(22.7%) and construction (8.8%) (Table 2.10).

Observed by purpose, most of loans were granted
for: construction and repair of buildings (18.2%),
followed by loans under “other” (16.5%), liquidity
(16%) and housing loans (15.7%). At the annual
level, the considerable decline in the share of
liquidity loans (5.3 percentage points), “overdraft”
loans (4.8 percentage points) and cash loans (2.1
percentage points) was recorded, while growth
was recorded in share of loans under the category
“other” (5.3 percentage points), construction
and repair of buildings and housing loans (4.8
percentage points) and housing loans by 2.8
percentage points (table 2.11).



Table 2.11
Loans’ structure by purpose

Q32009 Q4 2009 Q32010
Liquidity (current assets) 214 19,0 16,0
Construction and repair of buildings 134 16,9 18,2
Refinancing of liabilities to other banks 0.2 03 05
Purchase of vehicles 0,5 0,5 0,5
Purchase of securities 0,1 0,2 0,1
Purchase of fixed assets 183 16,9 13,5
Preparation of tourist season 09 09 038
Consumer loans 1,6 1,8 1,6
Cash (non-earmarked) 154 14,4 13,3
Housing loans 12,9 14,6 15,7
Credit cards 1,6 1,7 1,7
Overdraft 2,5 19 1,6
Other 11,2 11,1 16,5
TOTAL 100 100 100

In the maturity structure of total loans, at the end of the third quarter of 2010, long-term loans were
dominating (76.5%) which represents an increase in relation to September and December 2009 (Table 2.12).

Table 2.12
Maturity structure of total loans, %

IX 2009 X1 2009 IX 2010
Up to 3 months 98 84 8,8
Op to 1 year 171 16,9 14,7
Up to 3 years 22,2 23,1 21,3
Over 3 years 50,9 51,7 552
TOTAL 100 100 100

In the currency structure of total loans, loans granted in Euros dominated with the share of 96.1%. Loans
granted in foreign currency made up 3.9% of total loans, and they were used by natural persons and private
companies.

2.2.4 Deposits

In the first nine months of 2010, total deposits decreased at the average monthly rate of 0.2%, whereby the
average monthly decline by 1.0% was recorded in the first quarter, monthly increase by 0.8% was recorded
in second quarter, and the decline by 0.4% was recorded in third quarter of 2010. At end-September, total
deposits amounted to 1.782,8 million, and they were by 2.3% lower than in December 2009, as well as by
6.2% in relation to September 2009. (Graph 2.5).
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Table 2.13

Deposits’ growth, %

Q32010
Q4 2009

Q32010
Q3 2009

Financial institutions
Corporate sector 35

-318 -32,5

-184

General Government

(Government, municipalities, funds)
Households

Other
TOTAL

-22,0 -28,1

8,1 18,5
-27,1 -254
-2,3 -6,2

Households and corporate sector deposits made
up 80.8% of total deposits at end September 2010.
Households savings continued with the mild
growth started in June 2009 (except in January
2010). After the growth recorded in the previous
quarter, deposits of corporate sector were also
positive in the third quarter (graph 2.6).

Observed by sectors, in relation to 2009-end,
the deposits of the corporate sector (3.5%) and of
households (8.1%) increased, while significant
decline was recorded by deposits of financial
institutions (31.8%) and General Government
(22%). At theannuallevel, only households’ deposits
increased (18.5%), while decline was recorded in
deposits of financial institutions (32.5%, corporate
sector (18.4%), General Government (28.1%) and
other deposits by 25.4% (Table 2.13).

In the deposit structure, observed by sectors, i.e.
industries, beside the largest part of households’
deposit (51.2%), the most of deposits were from
finance (9.5%), trade (7%), energy (6.4%), transport,
warehousing and post and telecommunications
(59%), administration and other public services
(4.6%), tourism and catering services (3.6%),
while the remaining 11.8% were to other activities
(agriculture, huntingand fishing, construction, real
estate trade and other). In the structure of deposits
by activities, in relation to end-2009, household
deposits grew significantly (5 percentage points),
while the share of deposits in finance recorded
significant decline (3.9 percentage points). The
dominating share of household deposits in deposits
structure is not favourable due to the exposure of
banks to some sectors.

The maturity structure of deposits is still not
favourable, due to dominant share of deposits
with maturity shorter than 1 year. At the end
of the third quarter of 2010, demand deposits
made up 40.4%, time deposits with maturity up
to 1 year made up 47.6% while long term deposits
(with maturity longer than 1 year) made up only
12% of total deposits (Graph 2.7).



Credit/deposits ratio amounted to 1.27 and it
improved in relation to end-2009 (1.31) as well as
at the annual level (1.35).
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Graph 2.7
Deposits’ maturity structure, %
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Banks 2,000,000
Foreign banks™ assets (claims on nonresidents) 1,500,000
amounted to EUR 4193 million at end- 1,000,000
September 2010 which is by 279% more in
relation to end-2009 or 11.7% more than in end- 500,000
September 2009. Observed in relation to end- 0
2009, the increase was recorded by all positions
of foreign assets, and only cash in vaults recorded 2008 2009 2010
annual decline. At the end of the observed period, -
structure of foreign banks assets was dominated ¢ . g
by foreign banks’ deposits (67.4%), followed by
cash in vaults (20.7%) and loans to non-residents
(11.9%) (Table 2.14).
Table 2.14
Foreign banks’ assets, period-end, in EUR million

2009 2010
M VI IX Xl 1 VI IX

Foreign assets, total 265439 300.301 375.480 327.802 292363 408.191 419.261
Deposits 172834 179.644 227439 230591 186.861 273.124 282608
Loans 46.724 45217 43126 39919 42906 47.187 49912
Cash (Euros and other foreign currencies) 45881 75440 104915 57292 6259 87.880 86.741
Securities, without shares 0 0 0 0 0 0 0

Foreign banks' liabilities (liabilities to non-residents) amounted to EUR 913.7 million at the end of September
2010, and recorded decline of 12.1% in relation to end-2009, and in relation to the same month of 2009 it was
by 20.1% lower. All positions of the foreign banks’ liabilities declined in relation to end-2009 as well as at
the annual level. Foreign borrowings (71.3%) were dominant in the structure of foreign liabilities, while the
remaining 28.7 were non-residents deposits (Table 2.15).

Table 2.15

Foreign banks’ liabilities, period-end, EUR thousand

2009 2010
1] Vi IX Xl i Vi IX
Foreign liabilities, total 1353453 1332699 1.143.142 1.039.624 984476 971441 913.732
Loans 920937 911968 824019 695603 660.793 644.126 651.785
Deposits 427927 416137 314527 339422 319.082 322712 261947
Securities, without shares 4.589 4594 4596 4.599 4601 4603 0
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Banks’borrowings from non-residents amounted
to EUR 651.8 million at end-September 2010,
recording average monthly decline by 0.7% in
the first nine months of 2010, whereby average
monthly decline of 1.6% was recorded in the first
quarter, average monthly decline of 0.8% in the
second quarter and average monthly increase
of 04% in the third quarter of 2010. Banks’
borrowings from non-residents declined by 6.3%
in relation to end-2009, while the annual decline
was 20.9% (Graph 2.8).

All banks used foreign borrowings, and the
largest part referred to borrowings from Hypo
Alpe Adria Bank (50.8%), Societe Generale Bank
(12.3%), KEW (9.2%) and EFSE (7.3%).

In the maturity structure of foreign borrowings,
the dominant share of 96.9% was recorded
by long-term borrowings. Currency structure
of borrowings shows that banks were mostly
indebted in Euros (82.2%).

Foreign liabilities were constantly higher than
foreign banks™ assets. Such trend was mostly
affected by foreign borrowings. However, the
declining trend of foreign liabilities, together
with the increase in banks foreign assets, affected
the decline of this difference. Thus, the difference
between foreign liabilities and assets ranged from
EUR 711.8 million to EUR 1,114.2 million during
2009, while in the first nine months of 2010 it
substantially declined ranging from EUR 4579
million to EUR 701.1 million (Graph 2.9).

Foreign liabilities and total balance sum of banks at end-September 2010 ratio, shows that the 31.4% of total
banks assets were financed by non-residents. This ratio declined in relation to end-September 2009 when it
amounted to 35.5%. On the other hand, foreign assets to total assets and liabilities ratio of banks was 14.4%
and it increased in relation to September 2009 when it amounted to 11.6% (graph 2.10).
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2.2.6. Households' sector

Households’ loans accounted for 38.2% of total granted loans at Q3 2010 end. Loans granted to this sector
amounted to EUR 865.2 million and they decreased by 5.9 in relation to December 2009, while annual
decline was 9%.

Household loans were decreasing in all nine month of 2010, at the average monthly rate of 0.7%, whereby the
respective decline in the first, second and third quarter was 0.7%, 0.6% and 0.8%. Average monthly decline
of these loans was slowed in relation to the same period of 2009 when the average monthly decline to these
loans amounted to 1%.

Since these are mostly long-term loans granted earlier ones (87.5% of total loans granted to the households
sector, dominated by loans with maturity over 3 years), the structure of household loans is dominated by
earmarked loans, mostly housingand loans for repair of buildings and business premises (together accounting
for 83.1%). Cash non-earmarked loans accounted for 33.8% of total loans while mortgage loans had the share
of 18%, and 0.4% were leasing.

At the end of September 2010, households’ sector deposits made up 51.2% of total deposits and amounted
to EUR 9124 million. They were 8.1% higher in relation to end-2009, and recorded annual growth of 18.5%.

Household deposits recorded average monthly growth of 0.9%, whereby the respective decline in the first and
second quarter was 0.2%, 0.7% and the highest average monthly growth of 1.7% was recorded in the third
quarter.

At the quarter-end, maturity structure of households’ deposits was not favourable despite very stimulating
interest rates on savings (graph 2.11). Short-term deposits (up to 1 year) made up 86.6% of total households
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Graph 2.11
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deposits, while the remaining part (13.4%)
referred to long-term deposits dominated by
deposits with maturity up to three years.

At Q3 2010 end, according to the Regulatory
Credit Bureau, number of natural person having
loans with domestic banks amounted to 109,028
(8,019 clients less than at the end 2009). Measured
by households indebtedness at the end September
2010 and the number of indebted citizens
(banks’ clients) ratio, the average households
indebtedness amounted to EUR 7,936 while “per
capita” debt amounted to EUR 3,576’ (total loans
to Montenegrin population ratio). Debt per client
increased in relation to the 2009-end by EUR 82
while “per capita” debt declined by EUR 229.

As the result of decrease in loans and increase in
household deposits, loans/deposits ratio for this
sector, amounting to 0.95 at the end September
2010 improved (itamounted to 1.09 in September
2009). In this way, household sector has become
the net depositor in the Q3 2010, for the first
time since the beginning of the crisis (September
2008). Net savings of this sector amounted to
EUR 472 million at end-September 2010, while
at end 2009 the net debt of this sector amounted
to EUR 754 (graph 2.12).

Problems with collecting receivables from
households are still present, but lower than in the
previous quarter, and past due household loans
accounted for 16.6% of total household loans
(including payment cards) at end September
2010.

¢ Estimated population in Montenegro in 2010 amounted to 632,922, Source: MONSTAT



2.2.7 Corporate Sector

At end-September 2010, corporate sector accounted for 55.8% of total granted bank loans, or EUR 1,262.4
million. They recorded decline by 7% in the first nine months of 2010, as well as the annual decline by 16%,
which is not favourable, since the corporate sector was mostly financed through loans."

Loans to the corporate sector were decreasing in these nine months (except in June) at the average monthly
rate of 0.8%, which is slowdown of decline in relation to the period January-September 2009, when it
amounted to 1.1%. Seven banks recorded increase in lending activity in relation to 2009-end and four banks
recorded decline.

At end-September 2010, Central Register of Accounts recorded 53,059 accounts of legal and natural persons.
Out of total number of registered accounts, 25.1% or 13,316 accounts were frozen. In relation to end-2009,
the number of frozen accounts increased by 1,062. At end-September 2010, total debt at frozen accounts
amounted to EUR 219.3 million or 23.8% more compared to end-2009. The debt concentration was high —
top-10 debtors (0.08% of total recorded debtors) accounted for 16.5% of total debt. Thus, the banks prudency
in granting new loans to entrepreneurs is justified, but it may be concluded that some banks were very rigid
in granting new loans.

Corporate sector deposits accounted for 29.6% of total deposits in banks, and they amounted to EUR 527.7
million at end September 2010. In the period January — September 2010, they recorded average monthly
growth of 0.6%, whereby the respective decline in the first quarter was 1.6%, the growth in the second quarter
was 3.2%, followed by 0.1% growth in the third quarter (Graph 2.13). In the first nine months of 2010 they
increased by 3.5%, yet they were by 18.4% lower in relation to September 2009."

Bank loans to corporate sector were over 2 Graph 2.13
times higher than the total amount deposited  Deposits of corporate sector, average monthly growth
in banks by this sector, thus this sector was the

most important net debtor to the system. At (
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Source: CBM

' Annual decline was partially due to placing part of loans into parent banks’ portfolios.

"' The reason for the annual decline should be looked at the significant inflow of deposits in September 2009 from the sale of the
minority package of shares and the recapitalization of EPCG.
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2.2.8. Banks’ Capital

At the end of Q3 2010, banks’ capital was 12.9% lower in relation to the Q2 end. In relation to Q2 2010,
capital increased with 3 banks while eight banks reported lower capital (significant decline with two large
banks). In relation to 2009-end, capital increased with four banks while seven banks reported lower capital
(significant decline with two large banks and with one small bank). However, after the application of the new
CBM decision that was passed in November 2010, these indicators will significantly change at the end of the
fourth quarter.

Solvency ratio of the banking system was above the prescribed minimum and was higher than at and end-
2009, but lower than in Q2.

Atend Q3 2010, return on equity (ROE) was negative.

Although most of the banks were substantially recapitalised during 2009 and 2010, Montenegrin banks have
lower level of capital than other banks in the region. If the management of operational risks had been better
during the expansion period, banks would have had less provisions, which, along with facilities easening
criteria related to their allocation, enacted by CBM in 2009, would have more available assets, which would
improve their financial result, while the need for capital would have been lower. Thus, substantial amount of
“new” capital disappeared by the losses.

Capitalization index in relation to assets as well as to loans is the lowest in the region Tables 2.16 and 2.17.

Solvency ratio at the aggregate level amounted to 14.6%'* and it was lower in relation to the value recorded at
end-2009 (15.75%). This was above 10% that the Banking Law prescribes (table 2.18).

2 Calculation of solvency ratio was done according to new Capital Adequacy Decision, thus the data are not fully comparable to
the previous year data.



Table 2.16
Total capital to banks’ assets ratio, %

Country/Period 2007. XII 2008. XII 20009. XII 2010.Q2 2010.Q3
Montenegro 8,0 84 11,0 11,4 9,4
Serbia 20,8 23,0 19,7 19,7 194
Croatia 12,6 13,5 13,9 14,1 14,2
Macedonia 17,0 17,5 17,3 16,5 16,8
Bosnia and Herzegovina 13,0 14,3 15,3 15,5 16,0

Table 2.17

Total capital to loans ratio, %

Country/Period 2007. XII 2008. XII 2009. XII 2010.Ql 2010.Q3
Montenegro 10,6 10,0 13,9 14,6 12,1
Serbia 43,7 40,8 328 29,7 293
Croatia 20,0 20,3 21,1 20,7 209
Macedonia 329 282 2838 294 29,6
Bosnia and Herzegovina 21,1 20,6 224 229 23,5

Table 2.18

Capital adequacy ratio by countries, Q3 2010

At end-September 2010, foreign capital Country Solvency ratio

dominated in the structure of total capital of  croatia 190
Montenegrin banks (80.06%). Domestic private  Serbia 20,7
capital made up 17.35% of total capital while the  Macedonia 16,5
state’s share made up 2.59%. Montenegro 14,6

* Data as of 30 September 2010.

Box - 2.1 - Basel lll

Regulatory framework Basel Il was primarily made with the objective of preventing the beginning
of the crisis. However, the Global financial crisis has brought up its weaknesses. The fragilities of the
banking sector, like exceeding leverage, insufficient level and quality of capital and unfavourable
liquidity stocks, increased the depth and the seriousness of the crisis. Two years after the collapse of
the “Lehman Brothers”, Basel Committee for Banking Supervision issued new guidelines, the Basel IlI
regulatory framework, aimed at improving the ability of the banking sector to absorb shocks stemming
from financial and banking pressures (reducing the risk of their transferring to real sector), improving
the risk management and general management in banks, as well as improving the transparency of
banking operations.



The rules of the Basel Ill highly increased the quality and level of capital which banks should keep
as provisions. Better quality of capital means more capacities for absorption of losses. Therefore the
key element of new definition of capital is higher focus on the core capital. Core capital is the most
effective type of capital, since it is directly used for covering losses. The minimum requirement for the
core capital was raised from existing 2% (according to Basel Il) to 4.5% of risk weighted assets. Despite
this, banks shall have to supplement the minimum capital amount with the additional core capital
“conservation buffer” of 2.5% of funds which raised the total statutory requirement for core capital
that the banks would have to keep at 7%. The purpose of the additional capital request is to ensure
that the banks maintain the capital “buffer” that may be used for the absorption of losses in the period
of financial and economic pressures. Banks will be allowed to withdraw the “conservation buffer” in
stress periods, taking into account that, as the level of capital gets closer to minimum requirement, the
higher would be the limitations to the profit distribution (less available money for paying out dividends,
bonuses and other compensations). This helps in ensuring the availability of capital to support current
bank operations in stress periods, thus strengthening the objective of prudent supervision and bank
management, and intending to solve the problem of paying out bonuses and dividends in the periods
of deteriorated positions of banks.

With the increase of minimum requirement for core capital, the Tier 1 capital ratio, which includes core
capital and other financial instruments, which inclusion was based on stricter criteria, will increase
from 4% to 6% (before the inclusion of “conservation buffer”).

In the case that these two “buffers” are insufficient, the Basel committee has foreseen the third,
countercyclical “capital buffer”, ranging from 0 to 2.5% of risk weighted assets. Its purpose is to reach
wider macro-prudential objective of protecting banking sector in the periods of overwhelming credit
growth. This “buffer” will be in use in the case of overwhelming credit growth, which may result in
raising risks across the system, and it shall represent the supplement to the regulatory requirement for
the primary capital of 7% (Table 1).

Table 1
Capital requirements and buffers, in %

Cogeeijaupci:iﬂ :Sfter Tier 1 capital Total capital®
Minimum 4,5 6,0 8,0
Protective stock 2,5
Minimum + Protective stock 7,0 8,5 10,5
Countercyclical “stock” 0-2,5

* The residual between the total capital and Tier 1 capital is the supplementary capital - Tier 2.

The overwhelming interconnection of “systemically important banks” is also the main source of
transferring shocks to through the financial system and economy. For that reason, regulators left
open possibility of introducing stricter rules for the “systemically important banks”. These institutions
are very important for the system to accept their failure, thus the regulators want to find the way to
be insured from their failure. In this sense, the Basel Committee and the Financial Stability board are
developing integrated approach to the systemically important financial institutions.

The abovementioned Basel Ill rules will be introduced gradually, in order to provide enough time to
banks to comply with the stricter rules and not to aggravate the economic recovery from the Global
financial crisis. The raising of banks capital is foreseen to start in 2013, and new rules should be fully



complied with by January 2019. The regulators have foreseen this long period for the transfer to new
rules in order to give banks enough time for compliance, as well as to avoid lending breakdown,
since weaker banks would simply stop lending to be compliant to the new guidelines. Thus, banks
are enabled to reach higher capital standards through reasonable maintaining of profits and capital
increase, supporting lending to economy.

2.3. Banks' Reserve Requirement

In Q3 2010, there were no changes in the calculation and allocation of the reserve requirements. Reserve
requirements is calculated by applying 10% rate to total deposits. If the average amount of deposits was
lower than the average amount of deposits in the first calculating period in June 2009, the calculation of the
reserve requirements is done by applying 10% rate to the average amount of total deposits, whereas banks are
freed from allocating reserve requirements on increases of deposits. The CBM pays interest on 25% of total
allocated reserve requirement which is 1% annually. Banks are given the opportunity to hold 25% of reserve
requirement in T-bills issued by Montenegro.

As of 30 September 2010, allocated reserve requirement amounted to EUR 164.6 million or 4.7% less in
relation to end-2009 or 2.2% less in relation to September 2009. Out of the total amount of reserve requirement
at end-Q3 2010, 63.4% was allocated at the accounts in the country, 22.5% in the form of T-bills and 14.1% at
the CBM accounts held abroad (Table 2.19).

Table 2.19
Reserve requirement structure, September 2008 — September 2010, %

L . 2009 2010
Description/Period
IX Xl M Vi IX
Reserve requirement account in the country 56,2 65,9 66,8 63,8 634
T-bills 17,8 222 22,6 22,5 22,5
CBM reserve requirement accounts held abroad 26 11,9 10,6 13,7 14,1

In Q3 2010, the reserve requirement structure had no significant changes and it was approximately the same
throughout 2010.

In Q3 2010, banks did not use reserve requirement for liquidity purposes and at end-September they had
allocated the statutory level of reserve requirement.

The share of allocated reserve requirement in banks' total deposits amounted to 9.23% at end-September 2010
(Table 2.20).
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Table 2.20
Reserve requirement/ total deposits and banks’ borrowings ratio, %

2009 2010
Description/Period
IX Xl 11} Vi IX
Allocated reserve requirement 168,2 172,8 165,8 162,9 164,6
Total deposits 1.90020 1.824,70 176780 1.80830 1.782,86
Total borrowings 8744 7348 698,8 680,9 689,1
Reserve requirement/total deposits, % 89 9,5 93 9,01 9,23
Reserve requirement(total deposits and borrowings), % 6,1 6,7 6,7 6,5 6,7

Table 2.21 shows the reserve requirement/total deposits ratio and reserve requirement/assets ratio of banks
in Montenegro and in the region.

Table 2.21
Reserve requirement/ total deposits and banks’ borrowings ratio, September 2010, %

Description/Period

Reserve requirement/ deposits

Reserve requirement/assets

Bosnia and Herzegovina
Montenegro

Croatia

Macedonia

25,9%
9,23%
10,2%
13,5%

15,5%
5,7%
7,0%
8,2%

Graph 2.15
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2.4. Lending interest rates

The increase in the reference interest rates at
the international financial market in Q3, used
by Montenegrin banks in the creation of their
variable interest rates (six-month EURIBOR
and three-month LIBOR), slightly affected a
decline in the lending interest rates. Their growth
is explained by still high investment risk. The
decline in interests to savings in the previous
quarter neither contributed to the decline in
lending interest rates. The interest margin was
on the increase, which was favourable to banks
due to high losses in assets in the previous period.
The reduction of interests to loans requires
better maturity compliance of sources of funds
(attracting long-term savings) and granted funds,
providing cheaper borrowings or credit lines
from abroad, as well as the decline in the general
operational risks.
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Graph 2.16
Lending AWEIR, by sectors, annual, in %
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Table 2.22

WALIR on loans to legal persons, by industries, annual level, in %

o 2008 2009 2010
Activity Rate
Xl ] Vi IX Xl 1] Vi IX
_ o Nom: 692| 711 605 594 698 677 684 707
1. Agriculture, Hunting, Fishing
Eff: 770 765 662 663 647| 721 724 75
. Nom: 777 791 838 889 913 932 934 923
2. Mining
Eff: 826/ 950 907 988 977| 967 963 951
) Nom: 822| 833 818 817 825 818 799 823
3. Production
Eff: 872 867 864 879 869 856 858 861
Nom: 749| 754 832 857 869 887 895 828
4. Energy
Eff: 836 836 915 931 948 971 968 884
. Nom: 817/ 813 839 849 874 877 889 885
5. Construction
Eff: 846| 826 886 873 897| 900 921 928
Nom: 796| 826 825 829 870 864 880 876
6.Trade
Eff: 834 876 888 891 925 919 935 939
7. Services, Tourism, Hotel Nom: 812 775 769 770 773, 779 796 7.89
Management Eff: 855| 831 833 841 817 826 846 84]
8.Transport, Storage and Nom: 8.34 8.25 8.28 8.37 8.29 8.26 8.40 8.32
Communications Eff: 884 863 886 883 863 862 883 873
, Nom: 823 800 781 791 778 775 807 775
9. Finance
Eff: 860 824 878 798 820 838 883 821
Nom: 823| 777 733 747 748| 773 766 832
10. Real Estates Trade
Eff: 867| 809 812 821 784 827 824 887
11. Administration and Other Public Nom: 841 8.35 8.25 8.37 8.59 861 8.80 8.86
Services Fff: 1123] 866 880 930 901 924 941 951
Nom: 736/ 801 738 680 625| 674 763 748
12. Other
Eff: 728| 784 771 698 661 750 797 831

Graph 2.18

Lending AWEIR, by sectors, annual, in %

-~ ~  In relation to Q2, observed by maturity (Graph
120 2.18), short-term interest increased by 0.15
1101 percentage points in Q3 amounting to 11.50%.
1004 At end Q3, interest rates on short-term loans
I were substantially higher than those on long-
504 term loans (2.05 percentage points). Interest rates
70 on long-term loans were 0.06 percentage points
6'0 — dhort-term loans higher in relation to Q2 amounting to 9.45% at

01 Long-term loans the end of the Q3.
50
0 VI||X|X|I‘ | vl |><|><||‘ 0 VI||X|X|I‘ | ix
2007 2008 2009 2010
\_ %

Source:CBM



2.5. Deposit interest rates

In Q3 2010, downward trend of interest rates
to savings, initiated in second quarter of
2010, continued. At end-September, WADEIR
amounted to 3.52% and was 0.36 percentage
points lower than at end-Q2, yet 0.12 higher than
year ago (Graph 2.19).

The interest rate spread (difference between
lending and deposit effective interest rates)
amounted to 6.08 percentage points at end-
September 2010. Shown as the difference
between interest income/average earning assets
and interest expenses/average interest-bearing
liabilities, the interest rate spread amounted
to 3.89 percentage points. The data indicate to
further spreading of interest spread and it was at
very high level at both bases.

The WADEIR on natural persons deposits
amounted to 3.94% (0.53 percentage points less
than at end-Q2), while it amounted to 3.08% on
legal persons’ deposits (0.26 percentage point less
than in Q2).

The interest rate spread for natural persons
amounted to 6.57 percentage points and that
of legal persons amounted to 5.95 percentage
points, recording respective growths of 0.53 and
0.39 percentage points in relation to Q2.

Observed by maturity at end-Q3 2010, WADEIR
was as follows: 0.59% on demand deposits, 4.87%
on deposits with the maturity up to 3 months;
5.75% on deposits with the maturity from 3
months to 1 year, 5.70% on deposits with the
maturity from 1 to 3 years, 5.61% on deposits
with the maturity from 3 to 5 years and 4.66% on
deposits maturing over 5 years.
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Box 2.2 - Non-matching trends in currency rates

The first global “currency war” happened in the 1930s, between the USA, Great Britain and France.
It started after the great Depression when Great Britain decided to suspend golden standard for the
Pound, whereby the British currency was significantly devalued, which helped the increase of British
exports. This started the competition of which currency would have the least value, and the currency

war ended by signing the Tripartite monetary agreement of 1936.

Graph 1
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-
686 082
o
6.80 078
678 +0.76
676 +0.74
6.74 0.72
672 +0.70
670 USD/EUR (right axis) L0.68
6,681 — USD/CNY (left axis) 669" 1066

Mar  Jun Sep Dec  Mar  Jun  Sep
2009 2010
\_

Source: Bloomberg

Graph 2
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Two years after the Global
financial crisis started,
misbalanced trends at the
international currency
market, affected by the
recent interventions of some
Governments, raised the
concern of new currency war.
Advanced economies mostly
avoided intervening at the
currency market, but some
countries did it in order to limit
the speeded growth of their
currencies and to protect the
exports at the time of global
economic recovery.

The recent decision of FED
on quantitative easing of
monetary policy, i.e. the
buyout of USD 600 billion
of bonds, directly affected
the trends of Dollar. On the
other hand, there is great
concern of the market for the
underestimated value of the
Chinese currency, which may
cause the global currency war.
Only the ECB has not directly
affected the devaluation
of its currency, which was
aggravated by the increasing
speculations that the Ireland
and Portugal would have to
use the money from the EU
crisis funds.

Situation between China and
the USA has deteriorated
since 2008, when the Chinese
Government decided to bind
the Juan currency rate to
the US currency. Since the



exporters were in favour of lower currency rate of Juan, this was reflected to the increase of the trade

deficit of many countries with China.

Economists worldwide agree that the overwhelming changeability and the misbalanced trends at
currency rates always have negative results to the economic growth and the financial stability.

2.6. Micro Credit Financial Institutions

Total assets of micro-credit financial institutions (MFIs) amounted to EUR 62.3 million at end-Q3 2010; being
EUR 174% lower than at the previous year-end as well as to the same period of 2009 by 17.6% (Table 2.23).

Table 2.23
MFI assets, month-end, in EUR thousands

2009 2010
Description/Period
1] VI IX Xl 1] Vi IX
Total assets 76247 77667 75549 75430 71305 66058  62.290
At end-September 2010, loans in amount of EUR  Graph 2.21

479 million (76.9%) dominated in the MFIs
assets structure. The declining trend in MFIs
loans continued also in this quarter, thus, in
relation to end-2009 MFI loans were 27.2% lower,
while at the annual level they declined by EUR
20.7 million or 30.2% (Graph 2.21).

The maturity structure shows the main share of
long-term loans (94.3%) in total loans. The sector
structure of loans shows that almost all of them
(99.1%) were granted to the household sector. In
the structure of MFIs loan portfolio by industries,
agricultural loans were still dominant (55.7%),
followed by loans to services, catering and
tourism sector (24.4%) and trade (11%) (Graph
2.22).

Total MFI loans, at the end of the month, in EUR thousand
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Past due MFI loans amounted to EUR 7.5 million and made up 15.7% of total MFIs loans. Of this amount,
47% referred to loans that are 31 to 90 days past due, 38.6% were 90 to 180 days past due, and 14.4% were 181

to 270 days past due.
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MFI loans by activities, September 2010, %
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In the MFIs liability structure, borrowings
recorded the largest share (66.8%) amounting
to EUR 41.6 million at end-Q3 2010. In the
total amount of borrowings, 94.5% referred to
borrowings from non-residents and 5.5% to
borrowings from Montenegrin banks.

Total MFIs capital amounted to EUR 19.4 million
at the end of the reporting period, and the
financial result was negative, amounting to EUR
1.1 million.

Concentration was largely expressed in the
MFIs sector. Thus, one (the largest) MFI made
up 68.4% of assets, 67.2% of loans and 74.8% of
borrowings.

MFIs interest rates

In first three quarters 2010, MFIs interest rates
increased. At end-September 2010, weighted
average lending nominal interest rate (WALNIR)
on MFIs total loans amounted to 18.90% and the
corresponding weighted average lending effective
interest rate (WALEIR) was 27.74%. In relation to
end-2009, WALNIR increased by 0.27 percentage
points, while the annual increase amounted to
0.48 percentage points.

Observed by maturity, WAEIR on short-term
loans and long-term loans amounted to 34.66%
and 27.74%, respectively.

The WANIR and WAEIR on loans to legal entities amounted to the respective 16.69% and 27.89%. The
WAEIR on short-term loans to legal persons amounted to 34.80% and was by 8.36 percentage points higher

than the corresponding interest rate on long-term loans.

The WANIR and WAEIR on loans granted to natural persons amounted to the respective 18.92% and 27.73%.
The WAEIR on short-term loans amounted to 34.66% and was by 7.30 percentage points higher than the
corresponding interest rates on long-term loans.

Lending interest rates of commercial banks and MFIs were substantially different. Thus, the banks” WAEIR
amounted to 9.60% in September 2010, whereas the corresponding MFIs' rates amounted to 27.74% (Graph
2.24).
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MONEY AND
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3.1. Money Market

Two auctions of T-bills with maturity of 182 days,
with the total issue amount of EUR 46 million,
were held in 3Q 2010.

All T-bills issued in 3Q 2010 were sold. Total
demand exceeded the offer and it amounted to
EUR 63.2 million. Buyers at all auctions were
commercial banks, while Deposit Protection Fund
was buyer at one auction. The weighted average
interest rate to the T-bills with maturity of 182 days
issued in the third quarter of 2010 was 3.4%.

In the first three quarters of 2010, total amount of
sold T-bills amounted to EUR 101.2 million. The
weighted average interest rate to the T-bills with
maturity of 182 days issued in the third quarter
of 2010 was 3.63%.

Figure 3.1 shows the interest rates trend in 2010
at the auctions of T-bills with the maturity of 182
days, as well as the amounts.

Graph 3.

1

The trend of sold amounts and interest rates on T-bills with the
maturity of 182 days in the first three quarters of 2010
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Total state’s debt for T-bills sold amounted to EUR 55.5 million as at 30 September 2010.

3.2. Capital Market

Turnover at Montenegrin stock exchanges in the first nine months of 2010 amounted to EUR 42.5 million,
which is significantly less than the total recorded turnover in the same period of 2009 (by 87.6%). Turnover
declined by 69% in relation to the same period in 2008. Average monthly turnover in the first nine months of
2010 was EUR 4.7 million, which is far below the monthly average in 2009 (EUR 33.8 million). The significant
decline in stock exchange turnover in the first nine month 2010 was also followed by a decrease in executed
transactions, thus 15.4 thousand less transactions were performed, which is by 68.1% less than in the same
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period of 2009. The biggest part of turnover was recorded through secondary trade, whereas primary trade
accounted for only 5.1% of turnover.

Table 3.1
Comparison of turnover on Montenegrin stock exchanges (relative changes)

Comparison of total turnover in Q3

I-IX 2010/1-1X 2009

I-1X 2010/I-1X 2008  I-1X 2010/I-IX 2007

(relative changes)

-87,6

-69,0 -93,0

Calculation: CBM

Graph 3.2
Turnover at Montenegrin stock exchanges in first nine months,
by years
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Observed by quarters, stock exchanges recorded
decline in relation to the last quarter of 2009. In
Q3, in relation to the previous quarter, turnover
declined by 44.3%, while in relation to Q3 2009 it
declined by 94.2%.

Higher volume of turnover and the number of
transactions was recorded through Montenegro
stock exchange (54.4% of total turnover and
71.9% of total executed transactions), and lower
volume was through Nex Montenegro stock
exchange (45.6% of total turnover and 28.1% of
transactions.

Situation at the Montenegrin capital market
in the first nine months of 2010 was not at
all satisfactory. To wit, the turnover at both
Montenegrin stock exchanges in the first nine
months recorded the highest decline in relation
to the same period of 2009, compared to all stock
exchanges in the region (Box 3.2).

Turnover Structure

As for the turnover structure recorded in the first
nine months of 2010, company shares accounted
for the main share (60.7%), followed by various
bonds (28%) and shares of joint investment funds
had the share of 11.3% in total turnover.

As for the turnover structure in the first nine
months of 2010, in relation to the same period
of 2009, company shares recorded significant
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decline in total turnover (by 329 [
percentage  points), while the
significant increase was recorded in
turnover of bonds (239 percentage
points) and shares of joint investment
funds (9.1 percentage points). The
increased share of bonds in total
turnover was the result of greater
interest in investing into safer

Graph 3.4
Turnover at Montenegrin stock exchanges in the first nine months
of 2010
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Table 3.2

Total turnover and its structure in the first nine months, by years

I-1X 2007 I-1X 2008 I-1X 2009 I-1X2010
Turnover
structure Absolute % of total Absolute % of total Absolute  %oftotal Absolute % of total
amount turnover amount turnover amount turnover  amount  turnover

Shares 484.286.590 79,33% 97.542.111 71,0% 320.900.673 93,6% 25792377 60,7%
Joint
Investment 113.145.152 18,53% 25.451.192 18,5% 7.544.055 2,2% 4.791.957 11,3%
Funds’ shares
Bonds 13.023.362 2,13% 14.334.660 10,4% 14.387.911 4,2% 11.930.763 28,0%
TOTAL 610.455.105 100,0% 137.327.963 100,0% 342.838.639 100,0% 42.515.096 100,0%

Source: Montenegro and Nex Montenegro stock exchanges

Total turnover of Montenegrin companies
shares amounting to EUR 25.8 million in the
first nine months of 2010 was recorded through
9.7 thousand transactions or 62.9% of totally
realized transactions. The recorded turnover was
by 92% lower than in the comparative period
of 2009, whereas the number of transactions
involving these shares declined by 11.2 thousand
transactions in the reporting period.

Turnover with JIF shares in the first nine months
0f 2010 was EUR 5.2 million recorded through 3.3
thousand transactions. However, turnover with
JIF shares was by 30.8% lower than in the same
period of 2009, while the number of transactions
declined by 35.4%.

Graph 3.5

Turnover and number of executed transactions of companies’
shares in the first nine months of 2009 and 2010
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Graph 3.6

Trends of turnover and number of transactions of JIF shares in
Montenegrin stock exchanges in the first nine months of 2010
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JIFs decreased their value in relation
to September 2009, pointing to
the significant decline in prices of
shares in their portfolio. Trend was
the only JIF which value of assets in
September 2010 increased in relation
to the same period of 2009.

The biggest part of the total bonds
turnover (EUR 11.9 million), referred
to restitution bonds (73.1%)" followed
by frozen foreign currency savings
bonds (14.1%), while the remaining
129% was to pension-disability
insurance  beneficiaries  bonds"
There was no trading with municipal
bonds and road reconstruction bonds
in the reporting quarter.

The high share of restitution and
frozen foreign currency savings
bonds was influenced by the Decision
of the Ministry of Finance®, which
enabled debtors (natural and legal
persons) to settle their liabilities
to the State (paying taxes, debts
to state) using the restitution and
frozen foreign currency savings
bonds. The increase in the turnover
of bonds was mostly contributed by
the turnover of bonds of the Pension-
disability insurance beneficiaries
bonds (PO9P, PO9D, P10P, P10D,
P11P). The bigger part of pension
insurance beneficiaries, due to low

13 The Law on Budget of Montenegro, OGM 12/07, has planned EUR 10 million for the purchase of restitution bonds in 2009. The
nominal value of bonds was EUR 1. The broker house that gave best offers committed itself to pay EUR 0.35 per bond, while
their market value is slightly below the amount.

'* The Ministry of Finance issued Pension and Disability Insurance bonds at the total amount of EUR 105 million. The bonds
have been maturing at 6 different series starting from 20 October 2008. The Law on Compensation to the Holders of Pension
and Disability Insurance Rights (OGM 40/08) foresees that the pensioners may their right to restitution for paying the
electricity bills, taxation obligations, purchase of state companies shares and companies owned by the Development Fund of
Montenegro, which are in the process of privatization, as well as for the purchase of flats, residential premises, land and other
state property. The nominal value of bonds is EUR 1.

> Decision on the Conditions and Procedure of the debt buy-back of Montenegro using frozen savings bonds and restitution

bonds, O

GM 17/08 from 11 March 2008.



living standard, immediately upon
acquiring rights to bonds, decided
to sell them in order to satisfy their
living needs. The turnover with these
bonds contributed to recording the
slightly better turnover at the stock
exchanges in the Q1 2009 as well.

In relation to the same period of
2009, the turnover recorded a
decline of 174%, while the share of
turnover of bonds in total turnover
recorded significant growth (by 23.9
percentage points). The number of
transactions was by 8.9 times lower
in relation to the first nine months of
2009.

Indices

Since the beginning of 2010, all
three indices declined with some
oscillations. At end September 2010,
compared to end-2009, MOSTE,
NEX20 and NEX PIF recorded
respective declines of 24.2%, 5% and
18.8%

In relation to end September 2009,
all three indices at the Montenegrin
stock exchanges declined. At the end
of September 2010, MOSTE index
registered an absolute decline of
464.55 index points or 49%, NEX 20
declined by 4,205.78 index points or
23.3% whereas the NEX PIF fell by
4,960.95 index points or 46.5%.

Money and Capital Market HEENI

Graph 3.8

Trends of turnover and number of transactions of JIF shares in
Montenegrin stock exchanges in the first nine months of 2010
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Graph 3.9

Turnover of various bonds on Montenegrin stock exchanges in the
first nine months of 2010
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In relation to end of second quarter 2010, index of funds declined by 13.2%, while MOSTE and NEX20 grew

by 0.9% and 6.2%, respectively.
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Graph 3.10

Movements of the index at the Nex Montenegro and Montenegro
stock exchanges (NEX20 and NEX PIF- left scale and MOSTE- right

scale)
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Table 3.3
General Data on Indices
MOSTE NEX 20 NEXPIF
Value as at 30 September 2010 484,42 13.870,26 5.703,72
Absolute change of index in 2010 -154,57 -726,62 -1.316,94
Starting index value 100,0 March 2003 1000,00 March 2003  1000,00  March 2003
Maximum value in 2010 623,92 18.022010. 1516499 01.03.2010. 743870  22.04.2010.
Maximum historical value 24554 07.05.2007 4861788 07.05.2007. 50.780,54 17.08.2007
Minimum historical value 94,8 23.06.2004 918,57 14.04.2003 959,53 02.04.2003
Growth (decline) from 31 December 242% 5.0% 18.8%

2009 to 30 September 2010

Source: Montenegro and Nex Montenegro stock exchanges

Block trade

There were eight block trades in the first nine months of 2010, at the total value of EUR 11.9 million. The
highest block transactions turnover (38.6%) was in Restitution Fund bonds.



Box 3.1 - Procedure of merging Montenegrin stock exchanges

The procedure of integrating stock exchanges started after their Assemblies, in late January 2010
univocally decided to accept the initiative of CG broker CG Broker-Dealer on merging. After these
decisions, stock exchanges started to collect the most favourable offers for drafting integration
feasibility study.

In early July, the Board of Directors of the Nex Montenegro stock exchange passed the decision on
accepting the draft contract on merging by joining the Montenegro stock exchange.

In August, the Assemblies of shareholders of both stock exchanges were held making decisions on
merging by joining, i.e. by accepting the joining the Nova berza hartija od vrijednosti Crne Gore a.d. to
Montenegro stock exchange, as well as all other decisions that had to be taken pursuant to legislation.
This was the step forward to creating preconditions for ending the project of integrating Montenegrin
capital market.

In early October 2010, the Securities and Exchange Commission passed the resolution on recording the
issue of shares of Montenegro stock exchange as restructuring by joining. In this way, Nex Montenegro
stock exchange was officially legally joined to the Montenegro stock exchange. After this official
legal step, remained the unsolved issue of technical joining as well as administrative procedures at
competent institutions.

The act of merging Montenegrin stock exchanges is the positive signal enabling all investors, either
domestic or foreign, more simple monitoring of trends at the market as well as higher possibility
for more efficient technical analysis. On the other hand, unique stock exchange would enable
the centralisation of capital market, better control by the supervisor and the increase of investors’
confidence.

Capitalization
Graph 3.11

end-September 2010,  the Capitalization at Montenegrin stock-exchanges
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Graph 3.12

Market capitalization at both stock exchanges in the first nine

months of 2010
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September 2009. It was by 54.8%
lower in relation to the maximum
market capitalization recorded in
August 2007.

Total capitalization at Montenegrin
stock exchanges in September 2010
amounted to EUR 2.8 billion, making
up 87.2% of estimated 2010 GDP.

The liquidity at end-September 2010,
measured through the turnover
ratio, in relation to the 2009 year-
end, was by 499% lower at the
Nex Montenegro stock exchange,
whereas it recorded a 87.6% decline
at the Montenegro stock exchange.
In relation to end September 2009,
liquidity decreased by 98.8% at Nex
Montenegro stock exchange, while
it declined by 48.6% at Montenegro
stock exchange.

Box 3.2 - Regional stock exchanges, selected operations indicators

Most of stock exchanges in the region have faced downtrend in indices, turnover and capitalization.
The three tables below show some of operation indicators of stock exchanges in the region

The data from table show that the total turnover at all stock exchanges in the first nine months
of 2010 was far below the turnover recorded in the reference period of 2009.The highest turnover
decline was recorded in: Montenegro stock exchange (88%), Nex Montenegro stock exchange



(87.2%), Ljubljana stock exchange (50.3%) and Sarajevo Stock Exchange (47.3%). In the first nine months
of 2009, turnover at the Zagreb stock exchange increased by 9.3% in relation to the same period of
2009. All stock exchanges in the region recorded decline in number of transactions in relation to the
reporting period in 2009 except Belgrade stock exchange, which recorded 190% more transactions
than in the same period of previous year.

Table 1
Turnover and realized transactions at regional stock exchanges

Stock exchange Relative turnover ratio I-IX  Relative transactions ratio
10/ 1-1X 09 I-IX 10/ I-IX 09
Belgrade stock exchange -16,3 190,0
Zagreb stock exchange 93 -46,2
Sarajevo stock exchange -47,3 -253
Macedonian stock exchange -12,0 -13,1
Ljubljana stock exchange -50,3 -24.3
Nex Montenegro stock exchange -87,2 -729
Montenegro stock exchange -88,0 -65,7

Source: Reports of national stock exchanges

In the first nine months of 2010, all stock exchange indicators recorded decline in relation to end-2009.
The annual indices show the decline at all stock exchanges, while the highest decline was recorded at
the Montenegro stock exchange (48.9%) and the Macedonian stock exchange (32.8%).

Table 2
Changes in selected regional stock exchange indices

Index value % of change
Stock exchange Index

IX10 X1l 09 IX09 | IX10/XI109 IX10/1X09
Belgrade stock exchange BELEX15 620,74 663,77 825,97 -6,48 -24,85
Zagreb stock exchange CROBEX 1.91558 2.004,06 2.197,36 -4,42 -12,82
Sarajevo stock exchange SASX-10 894,31 1.053,10 1.129,71 -15,08 -20,84
Macedonian stock exchange MBI10 2.084,04 2.751,88 3.101,88 -24,27 -32,81
Ljubljana stock exchange LJSEX 330086 4.07864 430133 -19,07 -23,26
Nex Montenegro stock NEX20 | 1387026 1459688 1807604 -4,98 -23,27
exchange
Montenegro stock exchange MOSTE 484,42 638,99 948,97 -24,19 -48,95

Source: Reports of national stock exchanges

As per the Belgrade SE sentiment index, investors have optimism regarding the market trends in the
following period.
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Table 3
Market capitalization at SEs in the region
Stock exchange IX"10 XI1'09 IX"10/1X'09
Belgrade stock exchange 0,2 -32
Zagreb stock exchange -0,5 -7,1
Sarajevo stock exchange -4,7 -86
Macedonian stock exchange 0 -89
Ljubljana stock exchange 49 2,0
Nex Montenegro stock exchange -2,8 -93
Montenegro stock exchange -9,5 31,0

Source: Websites of regional stock exchanges
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Belex sentiment represents index of expectations of the most active market members (substantial share in the turnover and
trade frequency over the period preceding voting), portfolio managers of investment and voluntary pension funds and wider
public. Index is calculated as weighted value of votes of these three groups of participants regarding direction and intensity of
future market developments during the following month. Belex sentiment core value is 100, and it may have value from 0 to
200. The value lower than 100 points to negative expectations of market participants, while the value above 100 points to their
positive expectations. Indices value points to derogation from the core value, as well as to the change of the value in relation to
the previous month. Similar index existed at the Montenegro stock exchange - so called , Moste intuitivo®
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Although there are significant indicators which provide positive economic condition and foresee gradual exit
from the crisis period, Montenegro is still facing problems affected by the global crisis, which create more
difficult conditions for revival of economic activities, such as construction, trade, tourism and transportation
which influenced insufficient implementation of budget projections with the volume and dynamics as
planned for the nine months of 2010.

4.1. Consolidated Public Expenditure

In the period January-September 2010, according to the Ministry of Finance" total current public revenues™
amounted to EUR 920.1 million or 30.4% of estimated GDP for 2010. In comparison with the same period of
the previous year, public revenues were 4.1% lower while in relation to the plan they were 3.7% lower.

In the Public revenues structure, dominant were tax revenues (61.0%), contribution revenues (25.8%), while
all other revenues made up 13.2% of total revenues.

Consolidated public expenditures amounted to EUR 914.5 million or 30.2% of estimated GDP in the period
January — September 2010. In comparison with the same period of the previous year, public expenditures
was 7.7% lower, while in relation to the plan it declined by 18.2%. Decline of expenditures was affected by the
decline of current and capital expenditures.

Current public expenditures"” amounted to EUR 820.7 million or 27.1% of GDP and was by 11.0% lower in
relation to the plan in the observed period, while in relation to the same period of the previous year, current
public expenditures declined by 1.1%.

In accordance with the economic classification, the structure of public expenditures recorded the highest
share of current expenditures (39.3%), transfers (49.0%) and capital expenditures (10.3%), while all other
expenditures reported insignificant share of total 1.4%.

Thelevel of public revenues for the first nine months of 2010 is higher than recorded consolidated expenditures,
thus, surplus of the public sector amounted to EUR 5.5 million or 0.2% of estimated GDP (Annex D, Table 12).

7 Source: MoF; estimated GDP for 2010 amounts to EUR 3,025 million.
'8 Total current public revenues include budget revenues, revenues of state funds and local administration

¥ Consolidated public expenditures decreased by total capital expenditures.



4.2. Montenegrin Budget and State Funds

According to the Ministry of Finance data, total budget revenues with state funds amounted to EUR 8454
million or 27.9% of estimated GDP in the first nine months of 2010. In the budget revenues structure, 95.1%
referred to current revenues, while revenues from privatization and sold property, donations and domestic
and foreign borrowings made up 4.9%.

In the first nine months of 2010, revenues from privatisation were substantially lower bearing in mind that
privatisation of remaining companies and enterprises was not performed according to the planned dynamics.
In relation to the plan, these revenues were 93.7% lower. At the same time, foreign donations were 91.4% lower
than planned, while in relation to the same period of the previous year they decreased by 55.6% (Table 4.1).

In the first nine months of 2010, current budget revenues amounted to EUR 803.8 million or 26.6% of
estimated GDP. In relation to the plan, these revenues were 2.8% lower due to lower revenues from: (profit
tax of legal persons, VAT, tax on real estates and excise duties turnover). In relation to the same period of
the previous year these revenues were 3.6% lower. Budget revenues provided regular payment of earnings,
pensions and social insurance, due servicing of all state liabilities to citizens and international community, as
well as continuation of investment projects.

Inthe structure of current revenues, tax revenues recorded the largest share of 62.7%, followed by contributions
(29.7%), while the rest (7.6%) referred to revenues from fees, compensations, other revenues and repayment
of granted loans.

In the QIII 2010, tax revenues declined by 7.9% in relation to the plan, and 1.3% in relation to the same period
of the previous year. Decline of tax revenues in the observed period in relation to the plan was affected by
declined revenues: profit tax of legal persons (59.9%), international trade and transactions tax (11.5%), excise
duties (11.4%), real estates turnover tax (7.0%) and VAT (4.9%). All tax categories recorded increase in relation
to the same period of the previous year, except profit tax of legal persons and profit tax of natural persons
which declined by 60.0% and 6.0%, respectively.

In relation to the same period of the previous year, positive trend was recorded by fee tax, while compensation
tax, other revenues and repayment of loans granted recorded decline of 4.5%, 12.0% and 94.8%, respectively.

According to the Ministry of Finance estimations, total budget expenditures amounted to EUR 955.8 million
or 31.6% of estimated GDP in the first nine months of 2010. Budget expenditure was realized with regular
servicing of liabilities to international and domestic financial institutions, as well as regular servicing of all
beneficiaries and budget participants.

Consolidated budget expenditures® amounted to EUR 803.82 million or 26.6% of estimated GDP in the QIII
2010. In relation to the plan, recorded expenditures were 18.2% lower in the first nine months of the current
year. Decline of expenditures in relation to the plan resulted from continuous implementation of adopted
saving measures by the Government with a view to rational expenditures at all levels. Accordingly, one of the
saving measures included decrease of monthly expenditure plan for all expenditure units. Due to this, and in
comparison with the same period of the previous year, budget expenditures declined by 4.4%.

 Total expenditures less debt repayment.



Table 4.1
Current revenues of the Montenegrin budget and state funds

Plan Realized % of Realized
L % of share . . % of
Jan-Sep injan-sep in revenues %of  realized inJan-Sep realized
Revenue 2010 2010 Jan-Se share in relation 2009 in relation
INEUR  InEUR P inGDP tothe In EUR
- - 2010 - to plan
million million plan million

TAXES 547,21 504,17 62,72 16,67 92,13 511,03 98,66
Personal income tax 57,11 61,38 7,64 2,03 107,48 65,27 94,04
Income tax of legal persons 43,05 17,28 2,15 0,57 40,14 43,16 40,04
Real estates turnover tax 413 3,84 0,48 0,13 92,98 3,80 101,05
VAT 293,36 279,11 34,72 9,23 9514 262,79 106,21
Excise duties 107,41 9517 11,84 3,15 88,60 94,34 100,88
Tax on international trade and 34,76 38,77 482 128 11154 3494 11096
transactions
Other republic taxes 7,39 8,62 1,07 0,28 116,64 6,73 128,08
Contributions 206,42 238,47 29,67 7,88 115,53 214,51 11117
Pension and disabled insurance 12658 14594 1816 48 11529 0,00 0,00
contributions
Health insurance 73,43 82,06 10,21 2,71 111,75 0,00 0,00
Unemployment insurance 6,41 6,60 0,82 0,22 102,96 0,00 0,00
Other contributions 0,00 3,87 0,48 0,13 0,00 0,00 0,00
TAXES 16,00 16,04 2,00 0,53 100,25 15,98 100,38
FEES 25,00 20,77 2,58 0,69 83,08 21,75 95,49
OTHER REVENUES 27,02 21,99 2,74 0,73 81,38 24,99 88,00
Loan repayment revenues 5,00 2,36 0,29 0,08 47,20 45,38 5,20
CURRENT REVENUES 826,65 803,30 100,00 26,57 97,24 833,64 96,42
Privatization revenues 44,25 2,77 0,33 0,09 6,26 2,10 131,90
Donations 14,39 1,24 0,15 0,04 8,62 2,79 44,44
Borrowings and loans from foreign 7500 17,64 209 058 2352 69,32 2545
sources
Borrowings and loans from domestic 000 19.99 236 066 000 66,64 30,00
sources
TOTAL BUDGET AND FUNDS REVENUES 960,29 845,44 100,00 27,95 88,04 974,49 86,76

Source: Ministry of Finance

In the structure of budget expenditures, current budget expenditures recorded the highest amount of 39.8%
and were 18.8% lower than the plan, with substantial decline of all expenditure items. In relation to the same
period of the previous month, current expenditures declined insignificantly (0.03%). In current expenditures,
gross salaries dominated with 52.4%, while other current expenditures (rent, interests, expenditures for
material and services, subsidies, current maintenance) accounted for 47.6%. In relation to the same period
of the previous year, expenditures from interests, rent, material and services as well as current maintenance
increased, while expenditures for gross salaries, subsidies and other expenditures decreased in relation to
2009. In QI11 2010, all current expenditure categories were lower in relation to plan.

Transfers to institutions, individuals, NGO, public sector and social protection transfers amounted to 53.3%
of total expenditures, capital expenditures made up 5.7% of funds, while the remaining 1.2% of funds referred
to granted borrowings and loans by the Government and budget reserves. Some EUR 152.0 million referred
to debt repayment. Debt repayment to residents amounted to EUR 37.1 million, to non-residents EUR 32.2



million, while debt repayment form the previous period (frozen foreign currency deposits, restitution and
other liabilities) amounted to EUR 82.6 million (Table 4.2).

Table 4.2
Consolidated expenditures of the Montenegrin Budget and state funds, 01 Jan-30 Sept 2010

Realized % of Realized % of
Plan Jan- . % of . . N
Sep 2010 in Jan-Sep sharein  %in realized inJan-Sep realized in
DESCRIPTION In EUR 2010 expendi- GDP in relation 2009 relation to
million  INEUR t’f"es to the INEUR  Jan-Sep
million plan million 2009

Current expenditures 394,19 320,08 39,82 10,58 81,20 320,19 99,97
Gross salaries and contributions of 19141 167,64 2086 554 8758 187,50 89,41
employers
Other personal income 16,95 12,28 153 041 72,45 9,84 124,80
Expenses for material and services 94,76 65,78 818 217 69,42 65,02 101,17
Current maintenance 22,15 17,19 2,14 057 77,61 2,75 625,09
Interest 24,1 22,62 281 0,75 93,86 18,02 125,53
Rent 7,03 547 068 0,18 77,81 5,08 107,68
Subsidies 32,90 25,72 320 085 78,18 28,03 91,76
Other expenditures 489 3,38 042 0,11 69,12 3,95 85,57
Social protection transfers 318,78 309,80 38,54 10,24 97,18 274,86 112,71
Transfers.to institutions, individuals, NGO 131,75 118,73 1477 392 90,12 135,14 87,86
and public sector
Total capital expenditures 127,08 45,56 567 1,51 35,85 84,67 53,81
Borrowings and loans 3,56 3,15 039 0,10 88,48 18,30 17,21
Reserves 7,6 6,49 081 021 85,39 7,87 8247
CONSOLIDATED EXPENDITURES 982,96 803,81 100,00 26,57 81,77 841,03 95,57
Debt repayment to non-residents 13,38 37,12 388 1,23 27743 53,49 69,40
A RIS LU 50,01 82,58 864 273 16513 5841 141,38
period
Debt repayment to non-residents 32,51 32,25 337 1,07 99,20 16,99 189,82
TOTAL EXPENDITURES 1.078,86 955,76 100,00 31,60 88,59 969,92 98,54

Source: Ministry of Finance

In the QII1 2010, Montenegrin budget recorded deficit* of EUR 0.02 million. Still, substantially higher budget
deficit should be expected by the year-end, bearing in mind that significant capital expenditure is expected
in the last quarter.

Ministry of Finance expects that capital expenditure will increase in the last quarter, due to previously contracted
liabilities, which execution is planned in the last quarter of 2010, in particular referring to capital budget.

4.3. Local administration

In the QIII 2010, according to the Ministry of Finance, current revenues of the local administration with transfers
from the budget amounted to EUR 119.2 million or 3.9% of estimated GDP for 2010. In comparison with the
same period of the previous year, they were 5.2% lower, while in relation to the plan they were 10.1% lower.

1 Methodology of calculating surplus/deficit, 0GM, 53//09.



The structure of recorded revenues shows the highest share of tax revenues (48.5%) and compensations
(38.9%), while other revenues (fees, revenues from loan repayment and other revenues) made up 12.6%.

Consolidated local administration expenditures amounted to EUR 112.2 million, or 3.7% of the estimated
GDP. In relation to the same period of the previous year, they declined by 25.0%, while in relation to the plan
they were 18.5% lower. Capital expenditures (43%) and current expenditures (36.4%) represented the most
important items in the local governments’ expenditures, while the remaining 20.6% referred to other local
expenditures. In the firstnine months of 2010, local administration recorded a EUR 8.5 million surplus (table

43).

Table 4.3

Current revenues and consolidated expenditures of local administration

Plan Jan- . Feallkis % of . el s % of realized
in Jan-Sep % of N inJan-Sep . .
Sep 2010 . realized in in relation
Revenue 2010 share in R 2009
In EUR relation to to Jan-Sept
L In EUR GDP In EUR
million - the plan . 2009
million million

CURRENT REVENUES 132,10 117,72 3,89 89,11 125,77 93,60
Taxes 55,65 57,11 1,89 102,62 50,01 114,20
Fees 6,05 4,77 0,16 78,84 4,75 100,42
Compensations 58,18 45,77 1,51 78,67 61,20 74,79
OTHER REVENUES 12,22 10,07 033 82,41 9,81 102,65
CONSOLIDATED EXPENDITURES 137,67 112,16 3,71 81,47 149,53 75,01
CURRENT EXPENDITURES 69,25 63,88 2,11 92,25 73,36 87,08
Current expenditures 47,81 40,80 1,35 85,34 49,54 82,36
Gross salaries and contributions of 26,48 2091 0,69 7897 25,12 83,24
employers
Other personal income 3,82 3,37 0,11 88,22 3,93 85,75
Expenses for material and services 11,73 11,24 037 95,82 13,84 81,21
Current maintenance 3,37 3,04 0,10 90,21 3,90 77,95
Interest 0,72 0,75 0,02 104,17 0,92 81,52
Rent 04 0,49 0,02 122,50 0,40 122,50
Subsidies 0,76 0,40 0,01 52,63 092 43,48
Other expenditures 0,53 0,60 0,02 113,21 0,51 117,65
Social protection transfers 0,25 0,22 0,01 88,00 0,66 3333
Instntut|qnal transfers to individuals, NGO 1913 1961 065 102,51 18,69 104,92
and public sector
Capital expenditures 68,42 48,28 1,60 70,56 76,17 63,38
Borrowings and loans 017 0,72 0,02 423,53 1,96 36,73
Reserves 1,89 2,53 0,08 133,86 2,51 100,80
DEFICIT/SURPLUS -4,43 8,54 0,28 -192,78 -23,76 -35,94
Transfers from the Montenegrin Budget 0,57 1,49 0,05 261,40 0,00 0,00
Privatization revenues 10,67 11,25 0,37 105,44 11,54 97,49
Donations 1,93 1,02 0,03 52,85 4,93 20,69
Borrowings and loans from foreign sources 0,00 0,00 0,00 0,00 0,00 0,00
Borrowings and loans from domestic 622 68 022 109,32 1147 59,29
sources
Debt repayment 95,90 151,95 5,02 158,45 2797 543,26

Source: Ministry of Finance



4.4, State funds

In period January — September 2010, the Pension and Disability Insurance Fund of Montenegro* recorded
total revenues of EUR 237.6 million. Current revenues represented the only incomes and were approximately
the same as in the same period of the previous year. Current revenues were 4% higher than planned. The share
of contributions as the basic financing source of the Pension and Disability Insurance Fund of Montenegro
in the current revenues amounted to 67.0% and this revenue category was 14% higher in relation to the first
three quarters of the previous year, while in relation to the plan it was 7% higher. Economy contributions
increased by 13% in relation to the same period of the previous year, contributions from agriculture by 15%,
while non-economic contributions increased 2.8 times in relation to the same period of the previous year.
Other revenues (capital and collection of disputed claims from the previous period) made up 0.6% of current
revenues and decreased by 71% in relation to the same period of the previous year. Budget transfers declined
by 10% in relation to 2009, and their share in current revenues amounted to 32.4%, while the Fund did not
use loans in the observed period.

Total expenditures of the Pension and Disability Insurance Fund of Montenegro (consolidated expenditures
and loan repayment) amounted to EUR 248.5 million in the period January-September 2010 or 3% more in
relation to the same period of the previous year and 2% more in relation to the plan. Expenditures for pensions
represented the most significant expenditures of pensions (92.3%), while 7.7% relates to payment of pensions
abroad, military pensions, contributions for the health care of retired persons, operational expenditures,
repayment of liabilities form the previous years, and repayment of loans.

Comparing recorded current revenues and consolidated expenditures, the Fund recorded deficit in amount of
EUR 10.9 million in the period January-September 2010.

Health Fund of Montenegro recorded revenues in amount of EUR 117.0 million in the period January-
September which is 6.9% more in relation to the same period of the previous year.

In the QIIL, total expenditures of the Health Fund amounted to EUR 117.0 million or 0.4% higher in relation
to the same period of the previous year. The highest share in total expenditures (97.5%) referred to regular
activities, while 2.5% of funds referred Fund’s operations.

According to the Employment Agency of Montenegro data, this institutions recorded total revenues
amounting to EUR 20.8 million or 17.3% less in relation to the plan in the period January-September 2010. In
relation to the same period of the previous year, total revenues were 15.1% lower.

In QIIL, the Agency’s expenditures amounted to EUR 20.5 million and were 6.6% lower in relation to the same
period of the previous year. Regarding expenditures, 23.1% referred to current expenditures, while social
protection transfers made up 40.1%, for transfers to individuals, institutions and public sector 25.5%, while
borrowings and loans granted amounted to 12.8%.

Comparing revenues (current revenues with transfers) and recorded expenditures in QIII 2010, the Agency
operated with the surplus inamount of EUR 0.3 million. Outstanding liabilities amounted to EUR 2.3 million.

2 Source: Pension and Disability Fund (preliminary data)
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At the end of the QIII, according to Ministry of ~ Graph 5.1
finance data, Montenegrin public debt amounted ~ Public debt as a % of GDP
to EUR 1,279.2 million or EUR 163.9 million

more in relation to the second quarter of this 4
year*, while in relation to end-2009, the state debt 450
increased by EUR 139.0 million. At the end-QII, 400
public debt represented 36.9% of the estimated 0
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for 2010.% 200
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Total public debt 1.279,2 2007 2008 2009 2010
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Montenegrin guarantees amounted to EUR 289.9
million or 9.6% of GDP or 22.7% of the public
debt. Public debt made up 105.2% of total realized EUR
budget revenues in 2009 (without revenues from UsD
privatization, loans and donations). Public debt 8% :gg;
with the debt of public companies amounted to

EUR 1,5879 million or 52.5% of estimated GDP -
(Table 5.1).

Source: Ministry of Finance

= Euro bonds issue resulted by the debt increase
# Estimated GDP for 2010 amounts to EUR 3,025.0 million



Currency structure of the public debt is favourable. Total domestic debt is in euros, while 89% of the foreign
debt is in Euros, and a part of liabilities, towards the Paris Club of creditors, as well as liabilities from IDA
loans and the debt to EUROFIMA was shown in other currencies.

The average interest rate on loans to international financial institutions amounted to 3.24%, while variable
rate was mostly related to movements of EURIBOR and LIBOR.

As of 30 September 2010, deposits of the Ministry of Finance amounted to EUR 275.9 million, including
38,477 ounces of gold, thus, net amount of the public debt amounted to 33.2% of GDP.

5.1. Domestic Debt

As of 30 September, domestic debt amounted to EUR 361.5 million or 12.0% of estimated GDP. In QIII 2010,
domestic debt declined by EUR 78.8 million in relation to end-2009. The decline of internal debt recorded
in the first, second and third quarter of 2010 resulted from the decline of debt from restitution by EUR 21.8
million, decline of indebtedness of municipalities by EUR 14.2 million, loan repayment in commercial banks
and non-financial institutions in amount of EUR 37.1 million, repayment of regular instalment of debt for
retired persons indemnification in amount of EUR 15.3 million and repayment of regular instalment for
FX savings in amount of EUR 9.1 million. On the other hand, domestic debt increased by EUR 16.9 million
due to indebtedness in amount of EUR 6.0 million for the realization and completion of works regarding
construction of the Police administration building, indebtedness in amount of EUR 5.0 million for
reconstruction of monuments at Cetinje and issue of T-bills in amount of EUR 5.9 million.

At the end of QIII 2010, the domestic debt structure was dominated by the frozen foreign currency savings
(27.6%), followed by liabilities based on obligations from restitution (21.9%), T-bills (15.4%) and debt of local
administrations (12.8%), while debt from retained pensions accounted for 9.0%, commercial loans 7.5% and
loans of non-financial institutions 5.8% of the domestic debt (Table 5.2, Graph 5.3).

Table 5.2
Structure of domestic debt, 30 September 2010

. Debt condition Share of domestic debt % of domestic  Public
Creditor

EUR million in estimated GDP debt debt
Old frozen foreign currency deposits 99,9 33 27,6 8,8
Debt of local self-governments 46,4 1,5 12,8 4,1
Obligations from restitution* 79,1 2,6 21,9 6,9
Loans with commercial banks 27,2 09 7,5 24
Loans with non-financial institutions 209 0,7 58 1,8
Unpaid pensions 325 1,1 9,0 29
Treasury bills 55,5 1,8 154 49
TOTAL 361,5 12,0 100,0 31,7

* Bonds acquired based on the Law on indemnity to pension and disability insurance beneficiaries were issued on 15
September 2008 in total amount of EUR 105.0 million.

Source: Ministry of Finance



Total liabilities based on restitution amounted to ~ Graph 5.3
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bonds of citizens for years 2016 and 2017, and up
to now some EUR 1.2 million of bonds was repurchased: EUR 0.5 million in 2009, EUR 0.04 million in the
first three quarters of 2010, while remaining EUR 0.68 million was repurchased in 2008.

Consolidated municipalities’ debt amounted to EUR 64.0 million:

Foreign debt includes the debt of municipalities according to contracts signed by the Government
of Montenegro and foreign creditors, while sub-loan agreements were made with municipalities, in
amount of EUR 17.6 million (the amount of withdrawn funds).

Domestic debt includes debt of local administrations to credit institutions in amount of EUR 46.4
million.

The debt based on T-bills amounted to EUR 55.5 million, due to the issue of T-bills through six auctions.

In QIIT 2010, paid interest to residents amounted to EUR 5.0 million while paid principal amounted to EUR
37.1 million. Repaid debt from previous years amounted to EUR 82.6 million.

5.2. Foreign Debt

At the end of QIII 2010, foreign debt amounted to EUR 917.7 million. In relation to end-2009, foreign debt
increased by EUR 217.8 million or 31.1%. Foreign debt increased by the issue of Eurobonds in amount of EUR
200.0 million, withdrawal IBRD loan for the project “Health” in amount of EUR 0.6 million, project "Energy
Efficiency” (EUR 0.5 million), project “MIDAS” (EUR 0.9 million), Hungarian loan (EUR 1.6 million), EBRD
loan for the railway (EUR 2.1 million), IDA loan (EUR 1.5 million), loan for financing of the project “Supply
of special vehicles for extinguishing fire and rescue” from Austrian Steiermarkisiche bank und Sparkassen
AG (EUR 12.9 million), EIB loan for the railway (EUR 7.0 million), EIB loan for waste water disposal project
for the Niksic municipality (EUR 1.0 million), EIB loan for the project ,,Roads and bridges™ (EUR 3.0 million),
commodities loan of the Spanish Government for the recycling centre in Podgorica (EUR 3.0 million), Polish
loan (EUR 0.2 million), KfW loan for the water supply project (phase [l and I1I) (EUR 2.2 million) and loan of
the Exim Bank Hungary for financing projects of constructing school in Bar (EUR 0.3 million). Withdrawal of
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commodity loan funds of Erste Bank from Austria was recorded. These funds were allocated for the financing
of the Health Fund project in amount of EUR 6.0 million. Foreign debt increased due to the value of US dollar
in relation to euro, which conditioned the increase of the value of loans in US dollars. Foreign debt declined
on the basis of regular repayment of the principal in amount of EUR 32.3 million.

Table 5.3
Foreign debt, January-September 2010

Creditor DePF Foreign  Share in foreign Share in
cor;?}ltRlon debt/GDP debt state debt
million %
IBRD 1789 5,9% 19,5% 14,0%
IFC 57 0,2% 0,6% 0,4%
Member countries of the Paris club of creditors! 1233 4,1% 13,4% 9,6%
IDAT 574 1,9% 6,3% 4,5%
EIBf 724 2,4% 7,9% 5,7%
EBRD 20,3 0,7% 2,2% 1,6%
Council of Europe development bank 0,7 0,0% 0,1% 0,1%
European Community 55 0,2% 0,6% 0,4%
KfWiv 12,2 0,4% 1,3% 1,0%
Austrian loan 10,1 0,3% 1,1% 0,8%
Hungarian loan 14,0 0,5% 1,5% 1,1%
Polish loan 11,6 0,4% 1,3% 0,9%
Societe Generale - Education IT 1,1 0,0% 0,1% 0,1%
French loan” 8,5 0,3% 0,9% 0,7%
EUROFIMA - debt of the Railways" 26,0 0,9% 2,8% 2,0%
Czech EXIM - debt of the Railways 37,7 1,2% 4,1% 2,9%
Steiermarkische Bank und Sparkassen AG' 22,0 0,7% 2,4% 1,7%
Erste Bank 30,0 1,0% 3,3% 2,3%
Credit Suisse Bank 76,2 2,5% 8,3% 6,0%
Spanish loan for the depot construction 39 0,1% 0,4% 0,3%
Exim Bank Hungary 0,2 0,0% 0,0% 0,0%
EUROBOND 200,0 6,6% 21,8% 15,6%
TOTAL 917,7 30,3% 100,0% 55,8%

© Amount of original debt in Euros is 71%, in USD 26% and 3% in other currencies.

i QOriginal amount in SDR. The rate that was used - SDR/EUR = 1.13

il EIB loans in the total amount of EUR 47.0 million which are serviced by the public companies (Monteput, Aerodromi
CG and EPCG) are not in the amount of the foreign debt, but they are treated as guarantees

v KfW loans for the water supply needs are used by municipalities, but it is showed in the aggregate table of the
foreign debt.

v Commodity loan - EPCG

vi Debt to EUROFIMA amounts to CHF 34.5 million, FX rate - 0.7543.

Vil oan for purchase of fire fighting vehicle for the Ministry of Interior Affairs
Source: Ministry of Finance



The amount of the external debt did not include
liabilities from outstanding debts to Libya,
Kuwait, Czech Republic, Slovakia and UBS Bank
on the basis of bonds issued in the London club.
Montenegrin debt to governments of these four
countries resulted from the distribution of the
unallocated debt (5.88% from 38% for Serbia and
Montenegro), and according to the Agreement on
succession issues from Viennaas of 29. June 2001,
it is resolved by harmonized attitudes within the
Commission for the allocation of the financial
assets and liabilities of the former Yugoslavia.
Regarding API bonds, it is expected that
negotiations with the USB bank representatives
will be held by the end of the current year, with
a view to finding possibilities for the bilateral

Graph 5.4
The level of the foreign debt (2002-Qlll 2010), EUR million
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solving of this issue. Total amount of liabilities based on unsolved debt will probably amount to 1% of GDP
and it is included in projections of the debt in the period 2010-2013.

Table 5.4

Data on foreign debt in amount of no- withdrawn loans

Foreign debt
Creditor
Debt condition Non-withdrawn assets
IBRD 1789 29,7
IFC 57
Member countries of the Paris club of creditors 1233
IDA 574 84
EIB 724 35,0
EBRD 20,3 06
Council of Europe development bank 0,7
European Community 55
KfW 12,2 50,5
Austrian loan 10,1
Hungarian loan 14,0 0,5
Polish loan 11,6 0,1
Societe Generale - Education IT 1,1
French loan 85
EUROFIMA - debt of the Railways 26,0
Czech EXIM - debt of the Railways 37,7
Steiermarkische Bank und Sparkassen AG 22,0
Erste Bank 30,0
Credit Suisse Bank 76,2
Spanish loan for the depot construction 39 1,0
Exim Bank Hungary 0.2 4,0
EUROBOND 200,0
TOTAL 917,7 129,8

Source: Ministry of Finance




Foreign debt of Montenegro as of 2008 is constantly recording the increase, thus, at the end of QIII 2010, it
has reached the highest absolute value since 2002. Despite this, the level of the foreign debt is substantially
below the Maastricht criteria.

The aforementioned data on the foreign debt includes amounts of employed (withdrawn) assets by individual
loans.

Accordingly, total amount of available, non-withdrawn assets amounted to EUR 129.8 million.

Box 5.1 - Issue of Montenegrin Eurobonds

In September 2010, for the fist time Montenegro entered the Eurobonds market by issuing EUR 200
million. Demand was three times higher than offer. Bonds were issued for the period of 5 years with
the interest rate of 7.875%. In the structure of investors the following were dominant: funds with 45%,
banks with 38%, private banks with10%, hedge funds with 3%, insurance companies with 2% and
others with 2%. Bonds were sold to buyers from Germany, Austria, Switzerland, USA, Scandinavian
countries, eastern Europe, while a part of bonds was bought by Asian investors.

Montenegro left a positive impression on investors, which is confirmed by the fact that demand
amounted to EUR 597.1 million, which represents a unique case that one developing country at the
bonds’ market records demand almost three times higher than the offer. Offer was submitted by over
140 investors from 25 different countries, Europe, Asia and USA, while bonds were bought by 125
investors.

Bonds were issued with the maturity of 5 years, with the fixed interest of 7.875%, while the leading
bonds’ arrangers were Credit Suisse and Deutsche Bank, Erste Bank was the transaction manager, and
law company Linklaters from London was the legal counsellor in the process of the project preparation
phase.

The aforesaid represents good opportunity for investors which did not yet invest in Montenegro, to
meet more in detail the investment possibilities, while, this opens possibility to our financial and
corporate institutions for the entrance at this market.

Money from the bonds' issue will be used for the financing of the deficit and debt repayment according
to the Budget Law for 2010.

State’s obligation based on the Eurobonds’ issue is to pay the annual interest in the next 4 years (around
EUR 16 million per year), and to return a full amount up to 2015.
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5.3. Publicdebt and issued ~ Graph5.5
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Graph 5.7
Debt repayment in 2009 and in QlI 2010
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Graph 5.8
Repayment plan of the external debt in the following 5 years
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5.4. Debt repayment

In the QII 2010, on the basis of
the loan repayment (principal and
interest) some EUR 175.3 million of
debt was paid to residents and non-
residents, including repayment of
liabilities from the previous years,
while the budget for 2010 stipulates
repayment of EUR 1599 million
of the debt to residents and non-
residents, including liabilities from
the previous period. According to
this, debt repayment in the first three
quarters exceeded the annual plan.

According to the state liabilities based
on the debt, Ministry of Finance
made a plan of the debt repayment.
Plan of the repayment of the external
debt refers to withdrawn loan funds.

Significantly ~ high amount  of
liabilities based on external debt in
2015 resulted from the euro bonds
maturity in amount of 200 million,
issued in September 2010.

In QII 2010, according to the
Ministry of Finance data, external
debt will be declined by EUR 12.5
million on the basis of regular
repayment of loan, while if we observe
domestic debt, debt from unpaid
unpaid pensions will decline by
EUR 15.2 million, T-bills in amount
of EUR 5.9 million, restitution EUR
11.0 million, while the debt on the
basis of loans with commercial banks
will decline by EUR 9.7 million.
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Graph 5.9
Plan of repayment of domestic debt principal in the following 4
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Source: Ministry of Finance
5.5. Projection and Sustainability of Public Debt
The following table shows projection of the Ministry of Finance regarding movements of the public debt in

the period 2010-2014, with a view to assessing the debt sustainability. Assessment is performed on the basis
of on the basis of assumed legal and contracted liabilities of the State.

Table 5.5
Projection of the amount and structure of the Montenegrin public debt, end-2010-2013

2010. 2011. 2012. 2013. 2014.
projection projection projection projection projection

Foreign debt (in EUR million) 911,2 1.037,0 1.117,7 1.1539 1.101,9
Foreign debt (% of GDP*) 30,1% 32,7% 33,2% 32,2% 28,8%
Domestic debt (in EUR million) 3529 3222 256,7 189,9 150,6
Domestic debt (% of GDP) 11,7% 10,2% 7,6% 5.3% 3,9%
Total debt (in EUR million) 1.264,1 1.359,2 13744 1.343,8 1.252,5
Total debt (% of GDP) 41,8% 42,9% 40,9% 37,5% 32,8%

* Estimated GDP in 2010 is EUR 3.025,0 million, in 2011 EUR 3.170,0 million, in 2012 EUR 3.363,0 million, in 2013 EUR
3.585,0 million, and in 2014 EUR 3.822,0 million - Source: MoF

Source: Ministry of Finance

In accordance with the projection of the public debt development by the end-2010, the Ministry of Finance
foresees that the total debt will amount to 41.8% of GDP. In relation to end-2009 when it amounted to 38% of
GDP, the increase of debt will result from euro bonds issue.



Graph 5.10
Public debt during the period 2006-Qlll 2010 (EUR million)

In the following period, according to projected GDP movement, as well as in accordance with macroeconomic
movements, Ministry of Finance data foresees mild increase of the public debt until 2012, after which it is
expected that the debt will decrease. Growth of foreign debt will mostly affect the increase, due to additional
indebtedness for the budget needs, in amount of EUR 150 million, additional borrowings in amount of EUR
110 million, that is, EUR 72 million are foreseen for 2011, 2012 and 2013, while there is an assumption that,
due to economic recovery, additional borrowing will not be needed in 2014. In the period 2011-2014, domestic
debt will decline due to higher repayment of domestic debt in relation to new liabilities.

Debt sustainability represent a situation where debtor is able to service debt without significant correction
of his incomes and expenses, and it is tested mostly in accordance with GDP movements, inflation, interest,
rate, FX rate and budget revenues (primary balance). According to IMF survey on debt crisis of medium-
income countries in the last 30 years, probability of the country with the debt to GDP ratio around 40% to
fall into the debt crisis is under 20%, while, for example, if we have debt to GDP ratio of 80%, the probability
is 50%. Limit considered as safe in medium-income countries is the 15% to 20% share of debt in GDP, while
the average debt to GDP ratio in 8 countries
which suffered debt crisis in the last 10 years or
had to refinance debt averagely amounted to 62%.
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there is a tendency of its rapid growth.

According to WB methodology (Debt Reporting System), the share of foreign debt in GDP which amounts
less than 30% points to country with low indebtedness, 30% - 50% to country with moderate indebtedness,
while the share over 50% points to highly indebted country. With the foreign debt share of 30.3% in GDP,
Montenegro may be considered as medium-income country, but at the threshold of this indicator.

In relation to GDP estimated for 2010, public debt® of Montenegro, according to WB methodology amounted
to 51.9% at the end of the third quarter. This indicator is considered to be the most important indicator of debt
sustainability. Namely, the share of public debt in GDP which amounts less than 48% points to country with low
indebtedness, 48% to 80% is considered as moderate indebtedness while the share over 80% represents high
indebted country. With the public debt share of 51.9% in GDP, Montenegro is moderately indebted country.

# WB counts public debt as the Government’s debt (Government with funds and local administration) and guarantees for
companies
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According to preliminary data, in the first nine months of 2010, current account deficit declined, as well as
foreign trade deficit, while the surplus was recorded at the services and current transfers accounts. Faster
recovery of the foreign than domestic demand affected higher growth of export than the import of goods and
services. Capital-financial account recorded net inflow at the accounts of direct and portfolio investments,
while other investments’ accounts recorded net outflow.

In the first nine months of 2010, current account deficit amounted to EUR 502.6 million, which is by 11.6%
less in relation to the same period of the previous year. Deficit decline was affected by the decline of foreign
trade deficit, as well as increase of surplus at the accounts of services and current transfers. In the observed
period, current account deficit was financed by the inflow of FDI and portfolio investments.

Due to mild recovery of the economic activity, commodity export recorded faster growth than the import.
Total volume of commodity exchange amounted to EUR 1,484.2 which is by 3.7% more than in 2009, while
at the same time foreign trade deficit amounted to EUR 986.4 million or 1.7% less than in the previous year.
Coverage of the foreign deficit by surplus recorded at other accounts of the current account amounted to 49%
or 5.7 percentage points higher than the coverage in comparison with 2009.

The increase of foreign demand in QIII 2010 affected positive movements at the services accounts. In the first
nine months this account recorded surplus in amount of EUR 431.9 million or 11.1% more in relation to the
comparative period of 2009. Revenues from services amounted to EUR 661.2 million and were 8.5% higher
in relation to the same period of 2009, while expenditures amounted to 229.3 million or 4% more in relation
to the same period of 2009. Volume of services exchange amounted to EUR 890.5 million or 7.3% more in
relation to 2009.

Deterioration was recorded at the income account, where deficit amounted to EUR 27.7 million, while it
amounted to EUR 14.3 million in 2009. Increased outflow from interest repayment affected deficit at this
account. Growth trend of transfers inflow in Montenegro is continued in this year. As a result of the inflow
increase, current account transfer recorded surplus in amount of EUR 79.7 million or 32.9% more than in
the previous year.

Net FDI inflow in the first nine months of 2010 amounted to EUR 397.9 million or 48.8% less than in the
previous year, which represents substantial inflow, bearing in mind the fact that there were no privatizations
in this year. Total FDI inflow amounted to EUR 478.3 million, while the outflow amounted to 80.4 million.



Portfolio investments account recorded inflow of EUR 213.6 million in the first nine months of 2010, while at
the same time, the outflow amounted to EUR 26 million.

Other investments recorded net outflow in amount of EUR 429.4 million. Indebtedness of the private sector
increased, while banks and state sector declined their foreign liabilities.

Table 6.1
Balance of payment of Montenegro, in EUR 000

Jan -Sep 2009 Jan - Sep 2010. % of change

A. CURRENT ACCOUNT -568.485 -502.553 -11,6
GOODS -1.002.968 -986.416 -1,7
1. Export 214433 248916 16,1
1.1 Export in foreign trade statistics 199.324 229.004 14,9
1.2 Adjustment covers 15.109 19913 31,8
2. Import 1.217.401 1.235.332 1,5
2.1 Import in foreign trade statistics 1.207.015 1.222.297 1,3
2.2 Adjustment covers 10.387 13.035 255
SERVICES 388.821 431.864 11,1
1. Revenues 609.216 661.173 85
2. Expenditures 220395 229309 4,0
INCOMES -14.300 -27.661 934
1. Revenues 120.542 116.040 -3,7
2. Expenditures 134.842 143.701 6,6
CURRENT TRANSFERS 59.962 79.660 329
1. Transfers in Montenegro 84.102 102.387 21,7
2. Transfers from Montenegro 24.139 22727 -59
B. CAPITAL AND FINANCIAL ACCOUNT 222.892 82.509 -63,0
1. CAPITAL ACCOUNT 1.953 -325
2. FINANCIAL ACCOUNT 220.939 82.833 -62,5
1. Direct investments-net 776.682 397.893 -48,8
1.1. Abroad -23.969 -30.045 253
1.2. In Montenegro 800.651 427938 -46,6
2. Portfolio investments-net -33.049 187.600
2.1. Assets -31.070 -1.176 -96,2
2.2. Liabilities -1.979 188.775
3. Other investments-net -389.717 -429.417 10,2
3.1. Assets -389.260 -376.652 -3,2
3.2. Liabilities -457 -52.765 11.442,7
4. Change of CBM reserves -132977 -73.242 -44,9
C. NET ERRORS AND OMISSIONS (-A-B) 345.593 420.044

Source: CBM



6.1. Current account

External Sector INIEEI

In the first nine months of 2010, current account recorded deficit decline. Improvement of current account
balance occurred due to decline of foreign trade deficit and the increase of surplus at the services account (by
11%) and current transters (32.9%) in relation to the comparative period of the previous year.

Table 6.2
Current account, in EUR 000

Jan.-Sep. Jan.-Sep. Jan.-Sep. Jan.-Sep.  Changein % 20
2007 2008 2009 2010 October 2009

A. CURRENT ACCOUNT (1+2+3+4) -626.711  -1.141.767 -568.485 -502.553 -11,6
1. GOODS -1.117916  -1.625.628  -1.002.968 -986.416 -1,7
1.1. Export 386.367 369.684 214433 248916 16,1
1.2. Import 1.504.283 1.995.312 1.217.401 1.235.332 1,5

2. SERVICES 437583 395.394 388.821 431.864 11,1
2.1.Revenues 593.290 661.543 609.216 661.173 8,5
2.2. Expenditures 155.707 266.149 220.395 229.309 4,0

3. INCOMES 13.445 36.053 -14.300 -27.661 934
3.1.Revenues 64.013 123.975 120.542 116.040 -3,7
3.2. Expenditures 50.567 87.922 134.842 143.701 6,6

4. CURRENT TRANSFERS 40.176 52412 59.962 79.660 329
4.1. Transfers in Montenegro 70.201 80.213 84.102 102.387 21,7
4.2. Transfers from Montenegro 30.025 27.800 24.139 22.727 -59

Source: CBM
Graph 6.1

Foreign trade deficit amounted to EUR 986.4
million which is by 1.7% less than in the same
period of 2009. As well as in previous year, deficit
resulted from insufficient volume and low share
export of goods in the total exchange. Coverage
of the foreign trade deficit by surplus recorded
at other sub-accounts of the current account
amounted to 49% and was 5.7 percentage points
higher in relation to the same period of the
previous year.

6.1.1. Visible exchange?®

The visible exchange of Montenegro in the first
nine months of 2010 was characterized by
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% Methodology notes: Foreign trade data in the BoP of Montenegro are shown according to the special trading system. CBM
performs data adjustment obtained by Monstat for the needs of BoP according to IMF methodology (Balance of Payments

Manual, Fifth edition, IMF, 1993).




Graph 6.2
Trends at goods account in the period 2007 - September 2010,
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Graph 6.3

Coverage of commodities import by export in period 2007 -

Qlll 2010

-

Source: Monstat

faster export growth (15%), while the increase
of import was more moderate (1.3%). Although
moderate, revival of the industrial output in this
year contributed to the export growth, which is
a sigh of positive trends in economy. According
to preliminary Monstat data, total foreign
goods exchange in period January-September of
2010 amounted to EUR 1,451.3 million which
represents increase of 3.2% in relation to the
same period of 2009. The share of import in total
exchange was still small amounting to 15.8%.

Observed by quarters, in the third quarter of 2010
has been recorded the highest value of export
since end-2008, as well as the highest value of
import. In the third quarte of 2010, the export
was 14.7% higher in relation to the same quarter
of 2009, while the value of import was by 6.6%
higher.

According to Monstat data, foreign trade deficit in
period January-September 2010 amounted to EUR
993.3 million and was 1.4% lower in relation to the
comparative period of the previous year. Coverage
of import by export amounted to 18.7% or 2.2
percentage points higher in relation to 2009.

Encouraging trends in visible exchange recorded
at end of QIII 2010, point to gradual economic
recovery. Commodity exchange often is the best
indicator of economy developments. However, it is
still early to talk about the recovery of the export
and decrease of deficit in a long-term. Foreign
trade deficit characterizes Montenegrin economy.
The improvement needs increase of quality and
volume of exported products, as substitution to
excessive import. Recovery of the Montenegrin
economy and fresh capital may affect returning of
the import to the level before the crisis period and

thus deepen foreign trade deficit. Thus, there is a need to make a new strategy of stimulation of export. Export
growth in the following years, besides improvement of SME sector, will be possible only with realization of
,Greenfield” investments in the production sector and technological reconstruction of the existing capacities.



In first nine months of 2010, trend of significant export recovery continued. At end-QIII 2010, total export
amounted to EUR 229 million, which represents an increase of 15%. According to the SITC¥ classification, in
the export structure the most dominant products are classified according to material - (Sector 6) in amount
of EUR 111.4 million, consisted of colour metals, iron and steel, among other products. Share of this sector in
total export amounted 48.6%. Second largest is sector 2 — raw materials except fuels, which export amounted

to EUR 31.4 million (13.7%).

Export growth resulted from the increase of the value of export of products from the category “mineral
fuels, mineral oil and products of its distillation” (by EUR 17.8 million) and aluminium and aluminium
products (by 6.2 million). Increase of copper and copper products export amounted to EUR 4.1 million. In
the observed period, the following products were dominant in export: aluminium and aluminium products
(40.9%), mineral fuels, mineral oil and products of its distillation (10.3%) , iron and steel (8.5%), beverages,
alcohols and vinegar (5.3%) and wood and wood products (5.2%).

Table 6.3

Structure of export of goods in period Jan-Sep 2010, EUR 000

Product Value Share in %
Aluminium and aluminium products 93.572,0 40,9
Mineral fuels, mineral oil and products of their distillation 23.639.3 10,3
Iron and steel 19.404,7 8,5
Beverages, alcohol and vinegar 12,1499 53
Wood, wood products; wood coil 11.927,6 52
Reactors, boilers, machines, mechanical devices and their parts 8.792,2 38
Copper and copper products 5.819,1 2,5
Pharmaceutical products 50514 272
Fruit for nutrition, including kernel fruits 40734 1,8
Raw small and big leather 2.960,1 13

Source: Monstat

Export of products from category “mineral fuels,
mineral oil and products of their distillation®
amounted to EUR 23.6 million, which is
substantially more in relation to 2009 when
the export amounted to EUR 5.8 million. This
increase was mostly affected by the recovery
and increase of production of the largest
Montenegrin exporters. Aluminium is the main
Montenegrin exporting product for years. Very
high dependence of our export from aluminium
and metal industry makes it very vulnerable
category. Insufficient diversity of export and
poor competition of our products are the main

%7 Standard international trade classification

Graph 6.4

Top 5 products affecting the exports of goods in the period
January- September 2009 and 2010, EUR 000
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Graph 6.5

Movement of aluminium export and its share in total export

problems of Montenegrin exporting industry. Thus, we need more investments in production activities and
state’s assistance in order to provide higher market competition of Montenegrin products.

Total value of aluminium and aluminium products export in the first nine months of 2010 amounted to
EUR 93.6 million or 7.1% more in relation to the same period 2009. Bearing in mind recorded result in the
first nine months, it is realistic to expect that the export of aluminium and aluminium products in 2010

will have higher value in relation to 2009. In the
recent years, aluminium recorded highest export
in 2007 (EUR 255 million). Since than, export
of aluminium has constantly been declining.

e This was affected by both, internal and external
Exportin thousand of euros % factors. Decline of aluminium price and global
300,000 70 crisis mostly contributed to the decline of export
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Source: Monstat

steel products (by 3.5 million or 59.5%).

Box 6.1 — World trade trends in 2010

World trade shows recovery signs in the first half of 2010, bearing in mind that in the first half of 2009
the foreign trade volume declined by 13%. Recovery was much faster in emerging and developing
countries than in advanced countries. At end-April 2010, the volume of exchange in fast emerging
economies reached value from 2008.

The price of primary goods continued with the growth in 2010, in particular prices of metal and energy
products (especially raw oil). At the same these are goods which suffered the most severe decline
in prices in the second half of 2008, due to close relation with global industrial output. Prices of
agricultural products recorded moderate growth. Substantial increase of demand by fast emerging
economies, among which the China is a leader, contributed to the increase of commodities’ prices.
China, which was heavily hit by the recession in key exported market — advanced economies, was
the most decisive in stimulating domestic demand by simulative measures. Key export engines in the
world were USA and China.
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External Sector INIEEI

Import of goods in the first nine months 0f 2010, according to Monstat dataamounted to EUR 1,222.3 million
or 1.3% more than in 2009. Unlike the export, import is diversified. In the import structure, according to
SITC classification, dominant were sector 7 products — machines and transportation devices in amount of
EUR 251.3 million or 20.6% of total import. Import of products from the category “food and live animals
amounted to EUR 239.8 million or 19.6% of total import. In the observed period, the following categories
recorded the highest import: mineral fuels, mineral oil and products of their distillation (EUR 148 million);
reactors, boilers, machines and mechanical devices and their parts (EUR 94.4 million); electric machines
and equipment and their parts (EUR 79.7 million); vehicles (EUR 71.3 million) and meet and meet products

(EUR 44.3 million).

Table 6.4
Structure of import of goods in period Jan-Sep 2010, EUR 000

Product Value Share in %
Mineral fuels, mineral oil and products of their distillation 147.985,3 12,1
Reactors, boilers, machines, mechanical devices and their parts 94.369,1 7.7
Electric machines and equipment and their parts 79.666,8 6,5
Vehicles, except railway and tram vehicles and their parts and accessories 71.261,1 58
Meet and meet products 44316,8 3,6
Iron and steel products 40.034,7 33
Non-organic chemical products 395109 32
Pharmaceutical products 384196 3,1
Furniture 373394 31
Beverages, alcohol and vinegar 364224 30

Source: Monstat



Import of products from category mineral fuels, mineral oil and products of their distillation amounted
to EUR 148 million, or 0.8% less than in 2009. The highest import within this category was recorded at
oil products and bituminous minerals in amount of EUR 103.2 million (69.8% of import in this category).
Import of electric energy amounted to 194 million or 27.6 million or 58.8% less than in the same period of
2009. Growing trend in electric energy consumption expected in the forthcoming period with the recovery
of economy, points to a need for higher stimulation of investments and construction of new capacities and
continuation of modernization and revitalization of the existing production capacities.

Import of products form category reactors, boilers, machines and mechanical devices increased by 18.5% and
amounted to EUR 94.4 million, resulting from the mild recovery of construction activities. In the observed
period, import of electric machines and equipment and their parts amounted to EUR 79.7 million or 12.7%
more in relation to the first nine months 0f 2009. Total value of imported vehicles was 16.9% higher in relation
to the same period of 2009, amounting to EUR 71.3 million. Import was dominated by passenger vehicles
and other motor vehicles for the transportation of persons (EUR 41.2 million) and motor vehicles for special
purposes (11.3 million). Import of meet and meet products amounted to EUR 44.3 million and was 1.2%
lower.

According to the import structure by groups of
countries, Montenegro mostly exports in EU

Graph 6.6
P . . ‘ countries (55.5% or EUR 127.2 million of the total
Montenegrin export structure in the period Jan-Sep 2010 by .
countries export) and CEFTA countries (39.6% or EUR
90.7 million). In the observed period, the largest
(" ) export was to Serbia (22.6% or EUR 51.9 million
of the total export), Greece (18.9% or EUR 43.3
Serbia 22.6% Albania 2.5% million) and Italy (11% or EUR 25.3 million).
Greece 18.9% m Netherlands 2.4%
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Kosov0 5.9% points more in relation to the same period of 2009.
Import form EU countries amounted to EUR
\_ ) 4583 million or 37.5% of total import. Observed by

Source: Monstat

countries individually, most goods were imported
from Serbia (EUR 321.5 million or 26.3%, Bosnia
and Herzegovina (EUR 89.8 million or 7.3%) and
Germany (EUR 874 million or 7.2%).

Total visible exchange with EU and CEFTA countries is increasing in relation to the same period of the
previous year by 2.5% and 3.8%, respectively. Volume of exchange with other countries also increased by
16.1% while the exchange with EFTA group declined by 63.1%.



Table 6.5
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Structure of export and import of goods by countries in period Jan-Sep 2009/2010, EUR 000

Export Import Balance
jan - sept. jan-sept. jan-sept. jan-sept. jan-sept. jan-sept.
2009 2010 2009 2010 2009 2010
EU (27) 103.174 127.190 467.755 458.262 -364.580 -331.072
Greece 38426 43283 79.617 78793 -41.190 -35.510
Italy 28.823 25291 79.026 75422 -50.203 -50.131
Germany 1962 1.904 83671 87.437 -81.709 -85.532
Slovenia 14.055 15177 47565 43547 -33510 -28370
Austria 1351 2288 36233 39615 -34.882 -37.327
Hungary 9.151 22659 11317 9232 -2.165 13427
Netherlands 3.640 5.574 18.793 19.520 -15.153 -13.947
CEFTA 90.549 90.720 476.068 497.325 -385.520 -406.605
Albania 4316 5.751 7.162 6.524 -2.845 773
ﬁ‘;ﬁ;:;g:ﬁ]a 11.958 16,095 57.199 890.764 45242 -73.669
Croatia 7.733 2867 60978 61426 -53.245 -58.559
Moldova 0 0 101 101 -101 -101
Serbia 53938 51.853 335.049 321477 281111 -269.624
Macedonia 1.049 614 14.597 17.221 -13.548 -16.607
Kosovo 11555 13.541 982 812 10573 12728
EFTA 143 1.770 43.073 14.162 -42.930 -12.392
Other countries 5.458 9.324 220.118 252.549 -214.660 -243.224
russia 958 1.102 5.603 18.022 -4.644 -16.920
USA 269 286 14.656 11.261 -14.387 -10.976
TOTAL: 199.324 229.003  1.207.015 1222297  -1.007.690 -993.293
Source: Monstat
6.1.2. Services Graph 6.7
Structure of revenues from services in period January-September
in the first nine months of 2010, in international ~ 2010
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relation to the same period of 2009. Total volume
of services exchange amounted to EUR 890.5 Transportaton 14.9%
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construction services EUR 20.3 million.
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Expenditures from services amounted to EUR 229.3 million or 4% more. In the expenditures structure,
the highest share was recorded by transport expenditures which amounted to EUR 54.5 million in the first
nine months of 2010. Other business services expenditures amounted to EUR 51.5 million, with dominant
expenditures from various business services (EUR (38.6 million). Expenditures from construction services
amounted to EUR 39.7 milion, while expenditures from travel amounted to EUR 25.8 milion.

Graph 6.8

Structure of expenditures from services in period January-
September 2010
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Graph 6.9
Transportation revenues, Jan-Sep 2009 and 2010, EUR 000
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Transportation services follow the dynamics of
visible exchange and tourism trends. Positive
trends in this areas affected increase in surplus
at the transportation services account by 66.7%
in relation to the same period of 2009, and
the surplus amounted to EUR 43.9 million. In
the first nine months of 2010, transportation
revenues amounted to EUR 98.4 million or 29.5%
more than in 2009. The increase of revenues
resulted from the increase of revenues in railway,
road and air transportation.

The highest revenues were recorded in air
and maritime  transportation.  Maritime
transportation recorded revenues in amount
of EUR 314 million or 11.1% more in relation
to the previous year, which resulted from the
increase of cargo transportation. Revenues
in air transportation amounted to EUR 375
million or 26.4% more in relation to 2009. The
increase of revenues resulted from passengers’
turnover in international transportation, as
well as good connection of Montenegro with
many international destinations (16 direct
connections). Increase in number of passengers,
besides regular connections, resulted also from
the introduction of new connections (Skopje,
Nis, Pristina). Revenues in road transportation
amounted to EUR 10.5 million or 46.5% more
than in 2009, which was a result of higher volume
of transportation of domestic transportation
companies in international transportation.

Total transportation expenditures amounted

to EUR 54.5 million and were by 9.7% higher. The highest expenditures were recorded in air and road
transportation. Expenditures in air transportation amounted to EUR 23.5 million or 3.2% more in relation
to 2009. Expenditures in road transportation amounted to EUR 19.7 million or 12.1% more than in 2009.



In 2010, as in the previous years, tourism mostly
contributed to the growth of revenues from
services. In the first nine months of 2010, estimated
revenues from travelling-tourism amounted to
EUR 483.8 million or 5.3% more in relation to the
previous year. Positive trends in tourism resulted
from the increase of overnights of foreign tourists
which resulted from improved services quality and
end of recession period as well as more visible crisis
in competitive tourist destinations. Overnights
were 4.8% higher than in the previous year. In the
structure of foreign tourists’ overnights, the highest
number of overnights was recorder by tourists from
Serbia, Russia, Bosnia and Herzegovina, Kosovo
and France. Tendency of changes in the tourist
demand structure is positive since the number of
tourists who are coming from advanced countries
is increasing (France, Italy, Hungary, Germany).
Precondition for further revenues growth from
tourism are modernization of the existing
capacities and construction of new hotels , as well
as active role of the Ministry of tourism and tourist
organizations in promotion of Montenegro as
attractive destination for vacation and recreation.

In the first nine months of 2010, the surplus
recorded from travelling amounted to EUR 458
million or 6.4% more in relation to 2009, resulting
from the decline of expenditures by 10.7% and
increase of revenues by 5.3%.

Graph 6.10

Transportation expenditures, Jan-Sep 2009 and 2010, EUR 000
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Structure of foreign tourists’ overnights by countries, %
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Box 6.2 - Global trends in tourism in 2010

In 2010, according to UNWTO, tourism recorded strong recovery from the global financial crisis. Unlike
in 2009, when the decline amounted to 4.2%, in the first 8 months of this year some 642 million of
foreign arrivals' was recorded, which is by 7% or 40 million arrivals?® more than in the same month of
2009, and 1 million more than in 2008, which was the record one. Bearing in mind trends in the first 8
months of this year, it is expected that by the end of this year, a number of arrivals of foreign tourists
will be 5-6% higher than in the previous year. In 2011, more moderate annual growth is expected

(about 4%).

2 UNWTO World Tourism Barometer, Volume8, No 3, October 2010
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Observed by regions, the
increase of foreign arrivals
is recorded in all regions.
However, expanding
economies still have the leading
position with the growth rate of
8% in comparison with 5% in
advanced economies. Although
recovery did not occur in
certain European and American
countries, many destinations
already expressed real growth
and achieved records. Asia
and Pacific once more have
shown high level of resistance
to external influences and
strong recovery capacities,
which resulted by the increase
in number of arrivals by 14%.
Most of tourist destinations in
this region already recorded
two-digit growth rates, which
in some region exceed 20%.
The highest regional growth
was recorded at Middle East
(16%), while Africa recorded
growth of 9%. Europe recorded
more moderate growth of
tourist arrivals (3%), which
resulted from uneven recovery
of individual regions. However,
most destinations showed
positive growth rates: West
Europe (4%), Central and
Eastern Europe 4% and South
Europe and Mediterranean
(2%). North Europe is the only
region in the world which still
registers negative growth rates
(-3%).

Despite substantial decline of arrivals, international revenues from tourism are still small. The same
trend characterizes main issuing markets. Regarding expenditures based on tourism, the following
countries are leading issuing markets: Germany with the growth of expenditure of 1.5%, USA (2.5%),
France (2%), Italy (3.5%) and Japan (8%). As in the previous year, fast emerging economies showed
strong growth of tourist consumption: China (22%), Russia (26%) and Brasil (54%). Such world trends
indicate that tourism is one of the most dynamic economic sectors, which during the crisis showed
high level of resistance and one of the most advanced sectors which in the following period may

contribute to the unemployment decline.



Regarding the communication services, revenues amounted to EUR 17.2 million which is by 5.7% more
in relation to 2009. Expenditures in this area amounted to EUR 13.1 million, which resulted by surplus in
amount of 4.2 million.

Revenues based on other business services amounted to EUR 23.3 million or 10.9% more than in 2009.
The highest revenues were recorded from offering business, professional and technical services (legal and
accounting services, consulting, engineering services and the like) inamount of EUR 19 million. Expenditures
amounted to EUR 51.5 million. Some EUR 14.2 million was paid for services in the areas of law, accounting
and consulting. Expenditures for promotion of domestic products and services on foreign fairs, purchase of
promotional material, market research and other kinds of media advertising amounted to EUR 12.2 million.
Funds outflow based on payment of architecture, engineering and other technical services amounted to EUR
10 million or 11.3% less than in 2009. Based on accounts of other business services in the observed period,
deficit in amount of EUR 28.2 million was recorded which 13.3% is less than in 2009.

Process of gradual recovery of economy reflected the increase of activities in construction activities, which
affected theincrease of expenditures from employment of non-residents. Inflow of funds based on construction
works of domestic companies out of Montenegro, as well as in Montenegro amounted to EUR 20.3 million
which is at the same level as in 2009. Expenditures from employment of non-residents in construction works
amounted to EUR 39.7 million or 41.2% more than in 2009. Lack of good domestic construction labour
force is still present, which affects the increase of outflow due to employment of non-residents. Construction
services deficit amounted to EUR 19.3 million or EUR 11.6 million more than in 2009.

In the first nine months of 2010, Montenegrin residents allocated EUR 9.8 million for international insurance
services, while these revenues amounted to EUR 3.1 million. In the insurance services area, deficit of EUR 6.7
million was recorded which is 12.3% less than in 2009.

6.1.3. Factor income
Graph 6.12
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Expenditures from factor incomes amounted to EUR 143.7 million or 6.6% more than in 2009. Growth of
expenditures resulted from the increase of outflow based on interest repayment. Out of total expenditures,
EUR 137.3 million referred to investment revenues (investments in the form of loans, foreign direct and
portfolio investments) while EUR 6.3 million referred to non-residents employed in Montenegro. Out of total
expenditures from investments, majority referred to interest repayment (EUR 72.9 million), which is by 7.2%
more than in the same period of 2009. Outflow from paid dividends amounted to EUR 64.5 million or 3.5%
million more in relation to 2009.

6.1.4. Current Transfers

In the first nine months of 2010, current transfers recorded increase due to the increase of inflow of
remittances, which, at the same time, make the main portion in transfer inflow. Current account balance
amounted to EUR 79.7 million or 32.9% more in relation to 2009.

Total transfers inflow in Montenegro amounted to EUR 102.4 million or 21.7% more than in 2009. Observed
in the period 2009-2010, transfers inflow in Montenegro recorded growth trend (with minor decline in the
Q1 2010).

In the revenues structure, EUR 85
million referred to other sectors,
while EUR 174 million referred to

Graph 6.13
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state sector accounted for EUR 4.6
2007 2008 2009 2010 . .
L ) million, while other sector made up

18.1 million

Source: CBM

6.2. Capital and financial transactions account

In the first nine months of 2010, capital and financial account recorded net inflow of EUR 82.5 million. Net
inflow of FDI and portfolio investments was recorded, while net outflow was recorded at the account of other
investments.



According to preliminary data,
net FDI inflow in period January-
September 2010 amounted to EUR
3979 million or 48.8% million less
than in 2009. Despite the decline in
relation to 2009, we can be satisfies
with the inflow since there were no
major investments in this year. Total
FDI inflow amounted to EUR 478.3.
Observed by months, the highest
inflow was recorded in June (131.9
million) or 45.6% more in relation to
the same month of 2009.

In the FDI structure, the highest
inflow was recorded from the
investments in domestic companies
and banks (EUR 224 million) or
64.4% less than in the same period of
2009. Inter-company debt recorded
inflow of EUR 106.2 million or 8.5%
less. Real estates investments in
country recorded increase of 6.4%
amounting to EUR 1311 million.
Inflow from cash withdrawal which
residents invested abroad amounted
to 17 million.
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Graph 6.14
Structure of financial account by investment categories, EUR 000

a N
500,000
400,000

300,000
200,000
100,000
0
-100,000
-200,000
-300,000| = Direct investment-net
;‘88888 Portfolio investment-net
600,000 m Other investment-net

1 @ B ¥ o @ 6 4 a0 2 &

2008 2009 2010

N J

Source: CBM

Graph 6.15
FDI inflow, EUR 000

4 N
350,000

300,000
250,000
200,000
150,000
100,000

50,0001
0

2008 =2009 = 2010

| Il m N vV Vv X
- J

Source: CBM

Graph 6.16
Structure of total FDI inflow in period January-September 2010
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Box 6.3 - Greenfield investments and cross-border mergers and acquisitions in 2010

In the first three quarters 2010, world registered recovery of cross-border mergers and acquisitions.
Preliminary data for Qlll 2010 shows increase of value of cross-border mergers and acquisitions by 27%
in relation to the second quarter. Number of contracted businesses of this kind decreased in the third
quarter, but it is still higher than the average from 2009. (Graph 1). In general, trends in cross-border
mergers and acquisitions reflect improvement of world’ business conditions.

Graph 1
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Graph 2

Value and number of Greenfield projects, QI 2007 - Qlll 2010
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Greenfield investments
increased at the global level
according to the number and
value in Qll 2010, while in Qlll
their value declined, although
their  number  remained
approximately the same as in
the QIl. Substantial growth of
Greenfield projects in Qll 2010
was affected by advanced
countries, where majority of
these projects was realized.
However, this was not enough
for the compensation of
higher declines in advanced
countries which contributed to
the decline of total number of
Greenfield investments in the
third quarter. In comparison
with 2009, a number of
Greenfield investments shows
slight fluctuations (Graph 2).

According to UNCTAD report
on FDI trends in 2010, it is
expected that FDI in 2010
will be stabile or record mild
growth due to recovery of
cross-border mergers and
acquisitions. However, these
expectations are  highly
uncertain due to vulnerability
of the global financial system
and new risk factors such
are currency war and trade
protectionism.



Total FDI outflow in period January-September 2010 amounted to EUR 80.4 million and was by 13.2% lower
than in 2009. The highest outflow was recorded on the basis of the intercompany debt in amount of 59.1
million. Residents’ investments in foreign banks and companies amounted to EUR 7.7 million. Outflow from
real estates amounted to EUR 10.6 million while the outflow from funds invested in domestic banks and
companies amounted to 3 million.

Box 6.4 - FDI flows at the global level 2010

Graph 1 Assessment of global FDI
trends for 2010 is based on
FDI trends in the first and the
-~ ~ second quarter, combined with
2100 dataon Greenfield investments
and cross-border mergers
and acquisitions from the Qlll
2010 point to stagnation of
FDI. Such trend implies that
estimated FDI costs in 2010 will
be 25% lower than the average
from the years before the crisis,
and by 40% lower than the
maximum recorded in 2007,

FDI global level, in billion US dollars
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The recovery was in particular

Source: UNCTAD
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even recorded negative FDI values in Qll. As a country with the highest FDI inflow, USA recorded
decline of USD 20 billion. In the group of advanced countries, only small number recorded increase:
Netherlands, Switzerland and Norway. As opposed to sharp declines in the most of advanced countries,
certain fast emerging economies recorded substantial increases if we compare the first and the second
quarter of 2010. China, as the second FDI receiver after USA, recorded growth of 20% in Qll in relation
to Ql of 2010. Russia recorded increase of 30%. Observed globally, emerging countries recorded smaller
declines in relation to advanced countries.

Total inflow of portfolio investments in first nine months of 2010 amounted to EUR 213.6 million, which
is substantially higher than in 2009 (EUR 33.4 million). Increase of liabilities from portfolio investments
resulted from state indebtedness at the world’s capital market by issuing euro bonds in amount of EUR 200
million. At the same time, funds’ outflow from portfolio investments amounted to EUR 26 million. The
largest part of outflow (EUR 13.3 million referred to investments of residents in foreign securities, while EUR
12.7 million referred to withdrawal of funds invested in domestic securities. Portfolio investments account
recorded net inflow in amount of EUR 187.6 million.

Other investments account in the first nine months recorded net outflow in amount of EUR 4294 million
and was 10.2% higher in relation to 2009. In reporting period, banks decreased their liabilities on borrowed
loans by 43.8 million. State sector indebtedness was lower than in 2009 while the private sector indebtedness
increased. Inflow from withdrawal of loans by the private sector amounted to EUR 182.9 million which is
substantially higher than in 2009 (EUR (57.6 million), while the outflow from principal repayment amounted
to EUR 1175 million or 94.6% more than in the same period of 2009.

At end-September 2010, cash of the CBM at foreign accounts and in the Vault were EUR 73.2 million higher
in relation to 31 December 2009.

Box 6.5 — Implementation of investment policies and contracts with
a view of stimulating FDI

In the period April-October 2010, liberalization and promotion of investments increased. At least
41 country passed the measures referring to FDI, and the most active ones were countries in Asia.
In addition to liberalization and introduction of facilities for FDI, with a view to improving FDI
inflow countries applied also additional measures such as free zones, adoption of new privatization
programmes, decrease of tax rates as well as other tax facilities.

In addition, some countries adopted measures with a view of strengthening the role of the state in
economy. Some of these measures were nationalization and expropriation, enhanced financial sector
regulation, introduction of new restrictions for foreign investors, tax increase and the like. Investment
protectionism remains serious obstacle to the FDI recovery, in particular, the protectionism hidden in
the implementation of the existing laws.

At the international level, countries continued to sign investment contracts. In the period April-October
2010, 50 contracts between 79 countries were signed. This number includes 39 contracts on double
taxation, one bilateral contract and 10 other contracts.



Table 1

International investment contracts with selected countries, April-October 2010

Contracts on double

Country Bilateral contracts taxation Other contracts

Albania X

Bosnia and Herzegovina X

Bulgaria X
Romania X
Serbia X

Slovenia X
China X X
Czech Republic X
Germany X X
Greece X
Russia X

Slovakia X

Source: UNCTAD

General trend reflecting in attracting foreign investments can speed up economic recovery in the
period after the financial crisis, in particular in this decisive moment when the public institutions in
many countries are declining and when private institutions should have a leading role which they used
to have in the world economy. In addition, some occurrences serving to enforce control of the state,
especially in the financial sector, could result in more cautious future investments. However, finding
a right relation between stronger regulation and higher promotion remains a challenge to economic

policy creators.
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HEDONIC REAL ESTATE PRICE INDEX FOR MONTENEGRO September 2010

The CBM conducted its regular research on the movement of real estate prices in Podgorica. The calculation
of an average housing price in September 2010 was based on a sample of 72,917 housing units located in
the cadastral municipalities of Podgorica 1, Podgorica 2 and Podgorica 3. Of 82 cadastral municipalities,
according to the data of the Real Estate Head Office of Podgorica, the three foregoing cadastral municipalities
were the most indicative for Podgorica, since they covered the narrowest areas of the city. The survey included
a random sample of 2,500 apartments; 544 questionnaires were successfully completed, which was 21.76%
of the total number.

The survey questions concerned the qualitative characteristics of housing units (manner of heating; internet
connection; number of rooms; number of balconies; etc.); the objective was to assess relative effects of such
qualitative characteristics on the value of a housing unit. A subjective value of an apartment unit was assessed
using the following question: What is the price that an apartment owner would not go below as at the survey
date?

Following the collected data, an econometric model was prepared resulting in the following conclusions:

In September 2010, an average housing price” in Podgorica was 1,177 EUR/m?, which is 1.17% less than
in June 2010 when it was 1,191 EUR/m?, thus leading to the conclusion that the real estate prices have been
rather stable in the last six months (mild fluctuations in the period March-September).

An average price of a private house amounted to 1,094 EUR/m?, which was 7.25% less than in September
2009, while an average price of an apartment unit amounted to 1,242 EUR/m?, which was 6.7% less than in
September 2009.

Observed at the annual level, the prices declined slightly, by 4.3%, in relation to September 2009 when an
average apartment unit price was 1,231 EUR/m? General conclusion is that after ten quarters (as of QIV 2007)
of an ongoing decline in the real estate prices, the market has finally started showing signs of stabilisation as
of March this year, with mild oscillations in March (1,128 EUR/m?), June (1,191 EUR/m?), and September
(1,177 EUR/m2) 2010.

The price of a square meter of a housing unit - house averaged 1,075 euros in September, which is 1.73% less
than in June 2010, whereas an average price of a square meter of a housing unit — apartment was 1,232 euros,
showing a decline of 0.8%.™

# Price of an average age apartment unit in Podgorica.

0 The estimated model is based on teh full sample although there are 5 outlier observations (leverage value exceefing 0.4) that

affect the result efficiency.
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Table 7.1

Summary statistics of average value, standard deviation, minimum and maximum prices by housing
category; in EUR

b Medan  Sandnd Mo e
Average Housing Price 529 177 333 769 3000
Average Housing Price - House 153 1075 3511 769 2500
Average Housing Price - Apartment 370 1232 365,2 800 3000
Source: CBM, 2010
Graph 7.1
Histogram housing objects price distribution, September 2010
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Histogram square area variable distribution, September 2010
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Descriptive statistics, verification of the model sustainability, and results of the econometric hedonic

index of Montenegro

According to the importance level, the most influential qualitative characteristics of a housing object that
affects the price of a housing unit are a higher number of balconies and rooms, and the possession of a garage.
These indicators positively affect the price of a housing unit, whereas electricity, as the primary source of

energy used for heating, has a negative effect on the value of a housing unit.

Robustness testing show that the model is properly specified and that there are neither problems with the
multicollinearity (extremely low value of VIF) nor with the functional form (Ramsey Reset test).

Table 7.2

Empirical results of a housing unit average price, September 2010

Ln square area

Dependant variable
P Coefficient SEICETE t-statistics P>t

Po<':lgor|ca 1- Qummy variable has the value 1 for a housing 02 0,04 0,04 097
unit in Podgorica 3

Pot'jg.orlca 3- Qummy variable has the value 1 for a housing 0.1% 004 191 0,06
unit in Podgorica’

House- Dummy variable has the value 1 for a house 0,2%%* 0,04 5,08 0,00
Floor- Dummy variable has the value 1 for a housing unit 00 003 145 015
up to 6 floors

Newly bw!t hou§|ng units- Dummy variable has the value 1 00 007 006 095
for a housing unit up to 5 years old

Medlum-olq housn'ng units- Dummy variable has the value 01 008 068 050
1 for a housing unit from 5 to 10 years old

Balco.ny2plt.Js Qummy variable has thg value 1 for a 0.2+ 004 351 0,00
housing unit with more than 2 balconies

Ro.om?plus- Dummy variable has the value 1 for a housing 0,475 004 975 0,00
unit with more than 2 bedrooms

He.atlng- Dummy varlabl.e has the value 1 for a housing 01 004 126 021
unit using wood for heating

G‘?\rage- Dummy variable has the value 1 for a housing unit 1% 003 25 003
with a garage

In.terr.met Dummy varla.ble has the value 1 for a housing unit 0.2+ 005 374 0,00
with internet connection

Lnprice- logarithm value of the real estate price per square 0.2%% 0,06 251 001
meter

Constant 2,9%** 0,45 6,56 0
Diagnostics

No. observations 512
R_squared=0.344
VIF=3,11

Ramsey Reset test
F(3,311) =172

Prob > F =0.55

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



As the table 7.2 shows, the number of bedrooms significantly influences the price of a housing unit (those
with more than one bedroom have a higher price), as well as those using electricity for heating and having the
Internet connection. An interesting fact is that unlike expectations, owning a garage has a negative effect on a
real estate price. A potential explanation could be that houses are those that usually come with a garage, and
the price of a house is lower than the price of an apartment.

Box. 7.1 — Overview of results of the survey on expectations of real estate agencies in 2011

In October 2010, the Central Bank of Montenegro performed the annual analysis of the achieved results
and expectations of the biggest real estate agencies in Montenegro with regard to the demand and
prices. A sample of 38 real estate agencies served as the basis for a quantitative analysis based on the
survey responses relating to the achieved turnover of these agencies in 2010, the year-on-year changes
in trends, and their estimates of real estate prices and demand in 2011.

The survey showed that 20.1% of the respondents had the same turnover both in 2009 and 2010, 45.9%
saw a decline in turnover (an average decline amounted to some 25%), while 16.1% reported a higher
turnover in 2010 (an average increase of 20%).

As for the type of a housing unit, being those that were the focus of demand, some 40.5% of
respondents claim that newly built housing units in the city centre were most demanded, 27% claimed
that their clients mostly demanded newly built housing units in the city suburbs, whereas 32.4% of the
respondents said that their clients mostly demanded other types of housing units such as old housing
units both in the centre and suburbs.

In case of a half of the surveyed agencies, commission fees were at the same level as in 2009, while a
half of them reduced the prices of their services by 10% - 20%.

Clients were mostly looking for apartments which price ranged between 1,000 - 1,500 EUR/m?.

Only one real estate agency considered that average real estate prices were higher in 2010 than in
2009, 29.7% believe that the real estate prices stagnated in 2010, while 67.6% of the respondents claim
that the housing prices were lower in 2010 than in 2009, with the decline ranging between 15% and
20%.

When it comes to the 2011 prices expectations of the real estate agencies, 48.6% believe that the real
estate prices will remain at the 2010 levels, 31.5% think that they will increase by 10% to 15%, whereas
16.2% believe that the real estate prices will decline in the upcoming year.

The results concerning the demand side are undisputedly in favour of its increase, whereby 27%
of the respondents believe that the demand will remain at the 2010 level, 67.6% believe that it will
increase, while only 5.4% of the real estate agencies believe that there will be a decline in demand in
the forthcoming year.

As for foreign demand for real estates in 2011, 35.1% of the respondents believe that foreign demand
for real estates will remain the same, 40.5% think that it will increase, while 24.3% believes that it will
decline.
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In QIII 2010, there were global indicators that most advanced as well as emerging countries succeeded
to overcome the consequences of the financial crisis and the crisis in the real sector. In QII 2010, world’s
economy grew over 5.25% in average, which is substantially above the IMF projections from July 2010, when
the projected growth amounted to 4.75%. Thus, for the third time this year, revision of the projection of the
economic growth developments was performed: from 4.5% in April to 4.8% in October, while it is assumed
that in 2011 global growth might reach the level of 4.2%. Emerging countries are still key growth generators,
thus it is expected that these countries in 2010 will record growth of 7.1% in 2010 in relation to 6.4% increase
in 2011. Regarding advanced countries, this growth is projected to 2.7% in 2010 and 2.2% in 2011.

General IMF recommendation from October 2010 is that countries, with the special emphasis on advanced
economies, should still be proactive. Although majority of advanced as well as emerging countries have very
low reference rates, IMF considers that non-conventional monetary measures should be further implemented
if the fiscal impulses weaken and provoke a new deterioration of the private consumption, while it is necessary
to speed up the reform of the financial system.

Regarding fiscal stimulus creation, IMF recommended that fiscal stimulus should not be abolished before
2011, since it could jeopardize the economic recovery. On the other hand, despite the recommendation on
the further implementation of the expansive short-term fiscal policy, long-term plans for fiscal consolidation
should be created, which would contribute to sustainability of the fiscal balances, firs of all in advanced
countries.

Second IMF recommendation is that in particular advanced countries should focus on recapitalization of the
banking system, consolidation of the banks’ balances, as well as institutional reforms of the banking system,
since so far the expected progress has not been achieved. Thus, the implementation of amended Basel rules
should be faster.

Finally, IMF recommendation regarding structural policy is that the structural reform must be continued, in
particular in emerging economies, primarily, at the labour market with a view to decreasing unemployment
in a long term. In addition, emerging countries should perform better diversification of their exporting
potential. Namely, so far they were focused on demand of advanced countries which, in the following period,
will not be high, and further focus only on these markets would imply decrease of utilization of the production
potential and sub-optimum export of emerging countries which would affect their slower economic growth.



Table 8.1

MMF assessments of the most important macroeconomic indicators

2008 2009 2010 2011

2010

2011

2009 2010 2011

Projections

Assessment change in

Quarter on quarter

relation to July 2010

GDP at the global level 28 -06 48 42 0.2 -0.1 2 43 44
Developed economies 02 -32 27 22 0.1 -02| -04 24 25
USA 00 -26 26 23 -0.7 -06| 02 22 27
Euro area 05 -41 1,7 15 0.7 02, =20 19 14
Germany 1 47 33 2 19 04| -20 39 1,2
France 0.1 =25 16 16 0.2 00| -05 1,7 1,6
Italy -13 =50 1 1 0.1 -0.1] -28 1,3 1,1
Spain 09 -37 -03 07 0.1 01| =30 0. 14
Japan -12 =52 2,8 15 04 -03] -14 19 21
Great Britain -01 49 1,7 2 05 -01] =29 28 1,6
Canada 05 -25 31 2,7 -0,5 =01 =11 3,1 29
Other advanced economies 7 =12 54 37 038 -00| 32 42 47
New-industrialized countries in Asia 18 09 78 45 1,1 -02| 6,1 52 66
Emerging countries 6 25 7] 6,4 03 00| 56 7 7
Central and east Europe 3 =36 37 3] 05 -03 18 29 43
Commonwealth countries 53 65 43 46 0,0 03| -32 33 5
Russia 52 =79 4 43 -03 02| -29 32 5
Emerging countries in Asia 77 69 94 84 0,2 -0,1 95 91 8,7
China 96 91 105 96 00 00| 114 99 96
India 64 57 97 84 03 00| 73 103 79
Asian countries 53 4,7 1,7 64 55 1 -0,1 51 49 6,8
East Close and north America 5 24 5,1 -04 0.2
Sub-Saharan Africa 55 26 5 55 0,0 -04 o o )
West hemisphere 42 -18 48 4 08 00
Brazil 51 02 7,5 41 04 -0,1 44 56 4,5
Mexico 15 -65 5 39 0,5 -05| -23 3,1 45
EU 08 -41 1.7 1,7 0,7 01 =21 2,1 1,7
World’s trade volume 29 =110 114 7 24 07
Import of advanced economies 04 -12,7 101 52 29 06 o Vi i
Import of emerging economies 9 -82 143 99 1,8 06 ) Lo i
Export of advanced economies 19 -124 11 6 28 1 ) i o
Export of emerging economies 46 -78 119 91 14 0,1

Source: IMF macroeconomic outlook, October 2010



Box 8.1 - Forecasts and assessments of global risks of leading financial institutions
for 2011

Although financial institutions, first of all, investments and joint funds, were encouraged by the
growth and positive trends in many countries, they are very aware of additional risks occurred as a
consequences of measures implemented by monetary and fiscal authorities in prevention of crisis
consequences and which might have negative effects in the following year. Their general assessment
is that the following year will record positive growth rates at the global level, with the special emphasis
on developed economies. Regarding European market, there is a risk of restrictive fiscal measures,
which might jeopardize economic growth, while for the emerging countries they foresee expansive
monetary measures scenario, which should fasten the economic growth. In case of USA, there is an
assumption that reference rates will not change until 2012, and that other central banks will keep
low reference rates over the next year, as well as programmes of quantitative easing which is the
characteristics for the Bank of England and ECB.

Risks which potentially leave space for prolonged recession are the following: inflation in emerging
countries and their response through restrictive monetary policy which would postpone fast recovery
of these countries; countries with high public debt in Euro area, which, in case they again record
insufficient economic growth or high budget deficit, may increase the level of investment risk also
in other Euro area countries; ,currency war” (with a view to increasing their competitiveness, many
countries devaluated their currencies during the financial crisis) and there is a fear that it might turn
into the “trade war” which would not bring benefit to any country.

8.1. Economic trends
8.1.1. Advanced economies

USA - In QIII 2010 USA recorded economic activity growth, which according to preliminary projections
amounted to 2% at the annual level. Economic growth in QI resulted from the growth of private and public
consumption, stocks as well as export and import, followed by the recovery of two industries — car industry
(contributed to GDP growth with 042 percentage points) and IT technology (0.25 percentage points).
Observed from the production side, they represent carriers of the USA economic growth.

Positive signals were present in the balance of payment statistics. Thus, export in QIII increased by 2.2%
in relation to import growth of 4.5%, which represents improvement in relation to QII when the growth of
import was estimated to be 7.5%.

Regarding the unemployment rate, in the past half of the year it was very non-elastic and fluctuated between
9.5% and 9.9%. In March it amounted to 9.7%, then it increased to 9.9% in April, fell down to 9.7% in May
and in June it amounted to 9.5%, while the unemployment grew in August reaching the level of 9.6% which
was kept by the end-September 2010. In QIII 2010, positive signs in employment were recorded in trade,
tourism and construction, while, contrary to expectations, a number of employees in manufacturing industry
declined. In addition, there is an assessment that the unemployment rate in the following months will keep
the level of 9.6%.



According to American Ministry of Labour, productivity increased by 1.9% in QIII, which represents
substantial growth in relation to the decline of productivity of 1.8% at the annual level in QII 2010. Despite
this increase, many analysts consider that the labour market recovery will be very slow and that the
American economy will be depending on productivity of the existing number of employees rather than on
the employment growth.

Inflation rate in QIII was low amounting to 1.2% at the annual level, which largely resulted from the decline of
prices of unit labour costs as well as the decline of prices of cars, machines and textile products.

FOMC kept low reference rate of 0.25% with the plan not to make corrections for a certain period. In addition,
with a view to further recovering of a real sector FOMC decided to inject additional USD 600 billion in the
banking system by the end-June 2011, mostly through the purchase of long-term state bonds, by purchasing
75 million per month, which should provide faster economic growth and recovery of the labour and real
estates market, which still insufficiently react according to measures implemented so far.

Box 8.2 - What the FED does and why?

One of FED measures against the crisis referred to monetary policy liberalization - decrease of short-
term interest rates almost down to a zero. In addition, FED repurchased more than USD billion of
T-bills and ,poor” mortgage loans which affected decline of long-term interest rates. These measures
affected the economy to start to recover after ,free economic decline) in mid-2009.

However, a year after the first signs of recovery, American economy is still weak and sensitive. FED
cannot be satisfied with implemented measures, since labour market is still weak, unemployment rate
amounts to 10%, and many people are unemployed over 6 months. High unemployment costs reflect
in weakening of households’ financial strength, which can satisfy only basic needs, Which affects
private consumption and aggregate demand which is very low and cannot improve economic growth
and this affects low inflation.

Although low inflation is generally positive, observed in mid-term it can represent risk for the economy,
especially in the period of low economic growth. In the most extreme case, low inflation may transfer to
deflation (decline of prices and wages) which contributes to prolongation of the economic stagnation.
Due to high unemployment and low inflation, FOMC decided to further support the economic growth
and to repurchase additional USD 600 billion of short-term securities as it was done in 2008 and 2009.
This approach to the fight against the economic crisis, applied in the past is again activated. Favourable
financial conditions should stimulate economic growth, for example, lower interest rates on mortgage
loans will enable construction sector recovery, and higher share prices will stimulate consumption
and households’ welfare which again affects increase of the aggregate consumption. The increase of
consumption will affect the growth of income and profit and the economic growth in general.

Those who criticize this approach are worried by these FED measures. The think that high offer of cash
may occur which might affect substantial inflation increase. However, FED considers that the effect of
measures depends on other institutions, such as other regulatory bodies, Congress and the like.



Japan

Japan economy showed recovery signs at end-QIII 2010, which is much faster than in the previous two
quarters. Thus, it records GDP growth of 0.9% in QIII and 3.8% at the annual level, which is substantially
higher than the annual growth in the QII when the growth amounted to 1.8%. This growth was due to
consumption growth, primarily private consumption (cars, machines, tobacco), before the implementation
of a new set of measures or taxes on certain groups of products. Thus, private consumption with a growth
of 0.9 percentage points mostly contributed to the GDP growth, capital expenditure grew by 0.8 percentage
points which affected the increase of GDP by 0.1 percentage points, while net export did not contribute to
GDP growth. Namely, in QIIL export declined by -0.4% in relation to QII, while the import recorded a small
increase of 1.1% in relation to QII when it amounted to 6.3%.

Construction recorded the highest growth of 1.3%. On the other hand, labour market recovery occurred in
September, which was reflected through the decline of the unemployment rate, amounting to 5% in September
in relation to June when it amounted to 5.3%.

IN QIII 2010, prices stagnate and constant deflation represents potential danger to further recovery of the
Japanese economy. Annual deflation in September, measured by CPI amounted to -1.1%, which represents
decline of 0.1 percentage points in relation to August. Inflation was negative due to low oil prices which
recorded certain increase, but their increase was compensated by the decline of education services, thus,
there is a general assumption that there will be no inflator pressures in the following period which would
affect more expressed prices growth in Japanese economy.

Table 8.2
Most important macroeconomic indicators of Japanese economy?'

2009. 2010 2010
Q1 Q2 Q3 Q4 Q1 Q2

Real GDP -3,6 1,5 -0,1 1,0 11 0,4
Domestic demand -3,0 -0,3 -0,5 04 0,5 0,0
Private sector demand -33 -0,6 -04 03 04 0,1
Private consumption -0,8 0,7 04 04 03 0,0
non-resident investments -1.3 -0,6 -0,3 0,1 0,1 02
Resident investments -0,2 -03 -0,2 -0,1 00 -0,0
Private sector stocks -09 -04 -0,2 -0,2 01 -0,1
Public demand 03 03 -0,1 0,1 0,1 -0,1
Public investments 0,1 03 -0,1 -0,1 00 -0,1

Net export of goods and services -0,6 1,8 0,3 0,5 0,6 0,3
Export -38 1,2 11 0,7 1,0 09
Import 3,2 0,6 -0,8 -0,2 -04 -0,5
Nominal GDP -3,7 -0,1 -0,6 0,1 14 -0,6

Source: Monthly report of BOJ, November 2010

3" Data on macroeconomic indicators referring to GDP components for QIII are not available yet
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8.2. European Union (EU) and Euro area

Economic activity — Although the economic growth in EU is under the potential, substantial growth was
recorded in QIII 2010. Estimated growth for 2010 was at the level of 1.9% in EMU countries, or 2.1% in EU
member states, which represents improvement in relation to the estimation from European Commission
projections from April 2010, when the estimation of the EU economic growth amounted to 1%.

Table 8.3
GDP growth in EU and Euro area, Qlll 2010

% change in relation to Qll % change in relation to the previous year
OUEEE 2009 2010 2009 2010

Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3
EA16 0,2 0,3 1 04 -2 0,8 19 19
EU27 0,2 04 1 04 -2,2 0,7 2 2,1
Belgium 04 0,1 1 0,5 -0,1 1,7 2,6 2,1
Bulgaria -0,2 -0,5 0,5 03 -6,7 -08 -0,3 0,2
Czech Republic 0,5 0,5 09 1,1 -3,2 1,1 2,5 3
Denmark 02 0,7 1,7 -29 -04 38
Germany 03 0,6 2,3 0,7 -2 2,1 39 39
Estonia 14 11 19 05 -8,8 -2,6 3,1 47
Ireland -2,5 2,2 -1,2 -56 -0,7 -1.8
Greece -11 -0,6 -1,7 -11 -3.2 -2,7 -4 -4.5
Spain -0,2 0,1 0,2 0 -3 -1,3 -0,1 0,2
France 0,6 0,2 0,7 04 -0,5 11 1,6 1,8
Italy -0,1 04 0,5 0.2 -2,8 0,5 13 1
Cyprus -0,1 04 0,5 06 -2,7 -1,.2 0,2 1,5
Latvia -1,2 09 0,8 0,8 -16,8 -5,1 -29 24
Lithuania -0,2 -0,1 05 0,1 -14 -0,6 -0,3 0,3
Luxembourg 13 038 -03 2,1 29 53
Hungary 0 1 04 0,8 -5.2 -11 0,5 2,1
Malta 1 14 0,1 0,1 3,5 3,7
Netherlands 06 0,5 09 -0,1 2,2 06 2,2 1,8
Austria 04 0 12 0,9 -19 0,1 2,2 2,5
Poland 1,2 0,6 1 2,8 3 35
Portugal -0,2 1,1 0,2 04 -1 1,7 14 1,5
Romania -1,5 -0,3 0,3 -0,7 -6,9 -3,2 -1,5 -2,3
Slovenia 0,1 -0,1 11 -6,1 -0,1 1,5
Slovakia 13 0,8 1 09 -4,2 45 44 4,1
Finland 03 0,1 19 13 -5.2 06 34 36
Sweden 06 1,5 19 -1,5 2.8 4,5
Great Britain 04 04 1.2 0,8 -3 -0,3 1,7 2.8
EFTA COUNTRIES -03 -1,2 -3,1 -7,6 -6,5 -8,6
Norway 0,1 0,2 0,1 -1 -04 09
Switzerland 0,7 1 09 -0,1 19 34

Source: Eurostat, October 2010



Elements which point to further economic recovery reflect in further growth of investments and consumption,
thus the level of capacities utilization approaches to the traditional level of 80%. On the other hand, despite
modest economic recovery of the available income, decline of the private sector’s savings and stabilization of
the labour market indicate that private consumption will continue to grow in the following period.

Labour market represents one of the EU economic segments which were mostly affected by the crisis
and finally, in the QIIT 2010 it started to show clear recovery signals, reflected through stagnation of the
unemployment rate. High misbalance at this market is still present, thus, in Slovakia, the estimated
unemployment rate amounted to 14.7% in September, while this rate in Germany amounted to 6.7%.

As well as in QII, also in QII 2010 the unemployment rate in Euro area remained at the level of 10%, that s,
10.1% in the EU (see Table 8.4). Expectations regarding the unemployment rate by the end of 2010 are not
changing, thus remaining at the level of projections from April 2010, according to which this rate is expected
to be 9.75% in the EU or 10.5% in EMU countries (see Table 8.5). According to European Commission
financial crisis consequences will be present for almost 5 years and will contribute to the increase of long-
term unemployment in amount of 0.7 percentage points.

Table 8.4
Key indicators of the labour market in Euro area

Period Population % of labour force in % of employmentin % of unemployment
in millions total labour force total labour force in total labour force

1971-80 287 - - 4
1981-90 297,3 - - 9,3
1991-00 3091 - - 9,7
2001-05 3186 68,8 62,7 8,7
2006 324,22 70,6 64,6 84
2007 326,1 71 65,6 7,5
2008 3279 714 66 7,5
2009 329, 71,5 64,7 94
2009 Q2 71,6 64,9 94
Q3 71,6 64,8 9,7
Q4 71,6 64,5 99
2010 Q1 71,3 63,8 99
Q2 71,5 64,4 10
Q3 . . 10

Source: Statistics Pocket Book, November 2010



Table 8.5
Unemployment rate (%) — EC projections

2007 2008 2009 2010 2011
Belgium 7.5 7,0 79 838 9,0
Germany 84 73 7,5 78 78
Ireland 4,6 6,3 11,9 13,8 134
Greece 83 7,7 9,5 11,8 13,2
Spain 83 1.3 18,0 19,7 19,8
France 84 7.8 9,5 10,2 10,1
Italy 6,1 6,7 7.8 838 838
Cyprus 4,0 36 53 6,7 7,0
Luxembourg 472 49 54 6,1 6,4
Malta 6,4 59 6,9 73 7.2
Netherlands 32 28 34 49 572
Austria 44 3,8 4.8 51 54
Portugal 8,1 7.7 9,6 99 99
Slovenia 49 44 59 7,0 73
Slovakia 11,1 9,5 12,0 14,1 13,3
Finland 6,9 6,4 8,2 9,5 9,2
Euro area 75 75 94 10,3 104
Bulgaria 6,9 56 6,8 79 73
Czech Republic 53 44 6,7 8,3 8,0
Denmark 38 33 6,0 6,9 6,5
Estonia 4,7 55 13,8 15,8 14,6
Latvia 6,0 7.5 17,1 20,6 18,8
Lithuania 43 58 13,7 16,7 16,3
Hungary 74 78 10,0 10,8 10,1
Poland 96 7,1 8,2 9,2 94
Romania 6,4 58 6,9 8,5 79
Sweden 6,1 6,2 83 9,2 838
Great Britain 53 56 76 78 74
EU 7,1 7,0 89 98 9,7
USA 4,6 58 93 9,7 98
Japan 39 4,0 5,1 53 53

Source: European Commission, Economic Forecast, spring 2010

Current account deficit — QIII 2010 was characterized by substantial adjustments and corrections at current
and capital account of the EU, as a result of the external demand recovery, change in oil and oil products prices,
decline of food products prices. Mild import growth conditioned further decline of the current account deficit
in the Euro area which now amounts to EUR 41.2 billion or 0.5% of estimated GDP.



Table 8.6

Key indicators of the Euro area current account

International Economy HEENI

Current and capital
accounts in EUR

Current and capital
accounts as % of

Balance of goods and
services trade, EUR

Balance of goods and
services trade as % of

billion GDP billion GDP
2006 -11 0 52,3 06
2007 153 0,2 92,5 11
2008 -124,2 -16 23,8 0,2
2009 -43,7 -0,6 715 0,8
2009 Q3 0,8 -0,1 257 12
Q4 12,7 03 29 13
2010 Q1 -19,3 -1 6,4 03
Q2 -21,3 -09 15,8 0,9
Source: Statistics Pocket Book, November 2010
Table 8.7
Current account deficit GDP(%)
2007 2008 2009 2010 2011
Belgium 3,7 0,2 2,0 30 33
Germany 79 6,6 50 4.8 4.8
Ireland -5.3 -5.2 -29 -0,9 -0,6
Greece -14,7 -13,8 -13,1 -10,3 -8,6
Spain -10,0 -9,5 -5,1 -4,6 -4,5
France -23 -33 -2,9 -33 -3,6
Italy -1,8 -3,1 -3,2 -3,2 -29
Cyprus -11,7 -17,7 -8,5 -71 -7,0
Luxembourg 9,7 53 -04 09 1,5
Malta -6,2 -54 -39 -49 -4.4
Netherlands 8,5 4.2 39 59 6,4
Austria 34 3,6 29 3,1 41
Portugal -9.8 -12,1 -10,5 -10,1 -10,0
Slovenia -4,5 -6,2 -09 -14 -1.6
Slovakia -5,1 -6,7 -3,1 -4,5 -4,1
Finland 43 3,5 1,5 1,1 13
Euro area 0,3 -0,9 -0,6 -04 -0,3
Bulgaria -22,5 -229 -9,6 -6,0 -52
Czech Republic -2,6 -34 -1,0 -03 -1,5
Denmark 1,5 2,72 40 39 3,7
Estonia -17.9 94 46 49 38
Latvia -22,5 -13,0 8,7 8,3 4.6
Lithuania -15,1 -1 2,6 2,8 20
Hungary -6,5 -7.2 04 -0,2 -0,3
Poland -5.2 -50 -1,6 -2,8 -33
Romania -13,6 -12,7 -4.4 -4.4 -56
Sweden 9,1 9,5 7,1 6,1 6,1
Great Britain -2,7 -1,5 -1,3 -1,8 -2,0
EU -04 -1 -0,5 -04 -04
USA -5,2 -4,9 -3,0 -3,7 -3,7
Japan 4.8 32 2,8 3,1 2,5

Source: European Commission, Economic Forecast, spring 2010
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Inflation — measured by HICP index, inflation increased in QIIT 2010. Due to the growth of prices of energy
products of 7%, transportation 4.1%, alcoholic beverages and tobacco 3.2% and food products 1%, inflation
in Euro area amounted to 1.8% at end September 2010 at the annual level, which is above the EC projections
from April. Inflation in the EU amounted to 2.2% in September 2010, measured by HICP at the annual level,
and it is higher than the EMU level, mostly due to the prices growth in Great Britain and VAT growth in
Romania (7.7%) as well as prices growth in Greece (5.7%).

Table 8.8
Projection of inflation development in EU and Euro area until 2010 (in %)

Euro area EU
2007 2008 2009 2010 2007 2008 2009 2010
Personal consumption deflator 2,2 29 0,5 12 23 3 038 13
GDP deflator 2,3 2,3 15 1,2 2,6 2,6 15 13
HICP 2,1 33 04 1,2 24 37 09 13
Labour force costs 1,7 33 34 0,1 2 35 33 0,2
Import deflator 1,2 39 -4,2 18 09 4,7 -1,6 2

Source: Economic Forecast, European Commission, spring 2010

Table 8.9
HCPI in EU and Euro area until 2011 (in %)

2007 2008 2009 2010 2011
Belgium 1,8 4,5 0,0 1,6 1,6
Germany 23 28 02 13 1,5
Ireland 29 3,1 -1,7 -1,3 08
Greece 3,0 472 13 3,1 2,1
Spain 2,8 4,1 -0,3 1,6 1,6
France 1,6 3.2 0,1 14 1,6
Italy 2,0 35 08 18 2,0
Cyprus 22 44 0.2 2,7 2,5
Luxembourg 2,7 4,1 00 26 2,0
Malta 0,7 4,7 18 2,0 2,1
Netherlands 1,6 2,2 1,0 13 1,5
Austria 2,2 3,2 04 13 1,5
Portugal 24 2,7 -09 1,0 14
Slovenia 38 55 09 18 2,0
Slovakia 19 39 09 13 2,8
Finland 1,6 39 1,6 1,7 1,9
Euro area 2,1 33 03 1,5 1,7
Bulgaria 76 12,0 2,5 23 1,5
Czech Republic 30 6,3 0,6 1,0 13
Denmark 1,7 36 11 23 1,5
Estonia 6,7 10,6 0,2 13 2,0
Latvia 10,1 15,3 33 -3,2 -0,7
Lithuania 58 11,1 472 -0,1 14
Hungary 7.9 6,0 4,0 4,6 28
Poland 2,6 42 40 24 14
Romania 49 79 56 43 30
Sweden 1,7 33 19 1,7 1,6
Great Britain 23 36 2,2 24 14
EU 24 3,7 1,0 1,8 1,7
USA 2,8 38 -04 1,7 0,3
Japan 0,0 14 -14 -0,5 -04

Source: Economic Forecast , European Commission, spring 2010



Projections by the end of this year indicate further substantial inflation decline, thus it is expected that HICP
in Euro area will reach the level of 1.2% or 1.3% in the EU, while the slight recovery with positive reactions
to measures of the expansive monetary and fiscal policy will primary effect will be the growth of consumer
goods prices.

Fiscal policy and foreign debt — Almost all EU and Euro area countries applied wide range of measures
of the expansive fiscal policy, which conditioned temporary rejection of Maastricht criteria. Budget deficit
is projected to reach 7.25% in 2010. Currently, at end-QII, EMU budget deficit amounted to 6.5%. There is
an assumption that all countries besides Sweden, Bulgaria and Estonia will exceed level of 3% of GDP. The
reason for further deficit growth is the fact that automatic stabilizers are still in force with substantial costs,
referring to significant expenditures for social programmes. Also, EERP is fully implemented and it foresees
substantial fiscal stimuli focused on the increase of investments and assistance to SME. External debt is
projected to grow in 2010. Thus, bearing in mind guarantees, it is expected to reach the level of 84% of GDP.

Table 8.10
Key indicators of public revenues and expenditures at the Euro area level

Total . Indirect Social Total Interest Budget
revenues Direct taxes taxes incomes  expenditures rates deficit
2004 44,5 11,3 132 155 47,5 3,1 -3
2005 448 11,5 134 154 473 3 -2,6
2006 45,3 12,1 13,5 153 46,7 29 -14
2007 45,3 12,4 13,5 151 46 3 -0,7
2008 449 12,2 13 153 46,9 3 -2
2009 Q1 449 12,1 12,9 154 47,8 3 -3
Q2 44,7 11,8 12,8 15,6 49,1 3 -4,3
Q3 44,6 11,6 12,8 15,7 50 29 -54
Q4 445 114 12,8 15,7 50,8 2,8 -6,3
2010 Q1 444 11,3 12,7 15,7 51 2,8 -6,7
Q2 44,2 11,3 12,7 15,7 50,7 2,8 -6,5
Cash Short-term Long-term
deposits Loans securities securities
2004 69,5 2,2 12 5 50,3
2005 70,3 24 12,1 4,7 51,1
2006 684 24 11,7 41 50,2
2007 66,1 2,2 11,1 472 487
2008 69,8 2,3 11,3 6,7 49,5
2009 Q1 73,2 2,3 11,6 79 51,5
Q2 76,5 24 19 84 53,38
Q3 78,3 2,3 12,1 9,2 54,7
Q4 79,2 24 123 86 559
2010 Q1 81 24 12,5 84 57,6
Q2 82,4 24 13,2 8 58,3

Source: Statistics Pocket Book, November 2010



Table 8.11
Projections of budget revenues and public debt for EU and Euro area

Euro area EU
2007 2008 2009 2010 | 2007 2008 2009 2010
TOTAL REVENUES 454 44,7 448 444 449 44,5 441 43,8
TOTAL EXPENDITURES 46,1 46,6 50,1 51 45,7 46,8 50,1 51,1
BALANCE (3) = (1)-(2) -0,6 -1,9 -5,3 -6,5 -0,8 -2,3 -6 -7.3
Interests (4) 29 3 3 32 2,7 2,7 28 31
Primary balance (5) = (3)+(4) 23 1,1 23 -33 1,9 04 -3,2 -43
Cyclical adjusted balance -1,9 -29 -39 -4,7 -2,1 -33 -4,6 -5,6
Cyclical adjusted primary balance 1,1 0,1 -0,9 -1,5 0,6 -0,5 -1,8 -2,5
Structural budget balance -1,8 -2,8 -39 -4,7 -2 -3,1 -4,6 -55
Gross public debt 66 69,3 77,7 83,8 58,7 61,5 72,6 794

Source: Economic Forecast , European Commission, spring 2010

8.2.1. Advanced economies of the European Union that do not belong to the European
Monetary Union

Great Britain - In QIII 2010, the value of real GDP rose by 0.8% compared to the previous quarter, which
represents a decrease in relation to the second quarter when growth was 1.2%, but an increase in relation
to the first quarter when the growth was only 0.4%. The main sources of growth in the second and third
quarter were construction of around 9.5% in the second, and 4% in the third quarter, as well as the growth
in the services sector, which in the third quarter amounted to 0.6%. Households™ consumption which grew
by 0.8% represented the largest contribution to GDP growth, while the apparent stagnation of investment
and public spending was due to restrictive fiscal policy measures. Also, the assumption is that in the next 5
years significant fiscal consolidation will be applied, which will result in less public spending, as well as the
stagnation in private consumption due to reduction in public sector wages, layofts in the sector and reduced
social benefits, which could further slow economic growth.

However, the greatest risk is further annual rise in unemployment of 2.5% that does not fall below the level
of 8% and the estimates of analysts showed that this remains a segment of the economy that will continue to
suffer the consequences of financial crisis.

At the end-September inflation amounted to 3.2%, which is above the set target of 2%. The reason for the rise
in inflation lies in the growth of VAT on a 17.5%, rise in oil prices, as well as the effects of amortization of
previous significant devaluation of the pound. The assumption is that in the coming period the inflation will
increase, because as of January 2011 planned increase in VAT is 20%, which will cause a simultaneous rise
in prices during 2011, which can be stimulated by further growth in nominal earnings continuous growth.

In QIII, Denmark achieved annual economic growth of 3%, which is a continuation of growth from the
second quarter, when the growth was 2.8%, representing a growth of 0.7% compared to the second quarter.
The inflation rate at end-QIII 2010 was 2.3%, while the level of unemployment in the second quarter was
4.2%, which represented relative stagnation in the second quarter when the same unemployment rate was
recorded. As of February 2010, National Bank of Denmark holds a very low reference interest rate to stimulate
economic activity and it amounts to 0.75%.



8.2.2. European Union - New Members

In the new EU member states there has been a growth in economic activity and improvement of the economic
assessment (Latvia and the Czech Republic), although some countries such as Romania are lagging behind. It
should be noted that the speed of recovery varies from country to country in accordance with their investment
cycles, which are not compatible with the EMU member countries, as well as in accordance with the type of
fiscal and monetary stimulus implemented in the previous period.

In QI Latvia recorded significant growth in real GDP, which according to preliminary assessments
amounts to 2.7% annually, compared to the decline in the second quarter, which annually amounted to -2.1%,
and decreased in relation to the first quarter by almost 6%, 11 of which goes to support the conclusion that
Lithuania is slowly coming out of the crisis.

Industrial production increased by 20.5%, while export grew by 23.3% annually. Unemployment rate
declines, so that at the end of September it was 14.6%. In September, Latvia has reached the annual inflation
level of 0.4%.

Czech Republic - The Czech National Bank estimates show the annual economic growth of 2.7% in the third
quarter, while in the second quarter growth was estimated at 2.4%. By the end of the year is expected the
rise could reach 3.1%. Such a strong recovery of the Czech economy has contributed to the growth of private
consumption by 1.2%, and a significant increase in gross capital investments, which increased by 8.9%.
Inflation remains stable at a level of 1.9% at the end-September, earnings increased by 2.6%, while it achieved
ahigh level of productivity which is estimated at 3.4%. The unemployment rate is 8.8% and is recovering after
growth in the second quarter, when it amounted to 9.1%. With a view to reviving the economic activity, the
Czech bank holds reference rate at a level of 0.75%.

In QIII 2010, Romania once again achieved a negative annual growth rate of -2.3%, i.e. a decrease of 0.7%
compared to the second quarter. Only industrial production recorded a significant annual growth of 4.8%.
The IMF estimate that Romania will record economic activities decline of 2% in 2010. The unemployment
rate is at a level of 7.35% and it declined if compared to June when the unemployment rate amounted to 7.44%.
Inflation in September, as measured by the CPI index was 7.7%, well above the upper target limit which is
determined at the level of 3.5%. The reason for such significant growth of inflation was the growth in VAT
to 5 percentage points which cumulatively transferred to the growth of prices, particularly food products.
Romania holds reference rate at 6.25% which was not changed during 2010. year.

InQIIL in Bulgaria the growthrate of real GDP amounted to 0.3% compared to second quarter while theannual
growth amounted to 0.2%. The main cause of economic growth in Bulgaria lies in recovery in manufacturing,
which had an impact on the ,strong” growth in exports which amounted to 32% in September, while imports
registered growth of 7%. or 3.6% at the annual level. The unemployment rate in September amounted to 9.6%
and was higher than in June, when it was 9.26%.

Also Bulgaria, which is considered as one of the few countries in the region without any problems with the
fiscal deficit, has faced in the third quarter with a budget deficit of 2.3% of estimated GDP due to significant
spending on social programs and slower payment of taxes, primarily VAT.



In QIL, Poland recorded annual economic activity growth of 3.5%. Industrial production is the main cause
of the rapid growth of the economy so that the growth in September amounted to 16.4% at the annual level.
The reference rate was maintained at a level of 3.5in relation to the second quarter when it amounted to 2.3%.
Gross earnings rose by 1.3%, as well as at end-QII. IN QIIL, unemployment rate was 11.5% which represents a
slight decrease compared to the second quarter when the unemployment rate amounted to 11.7%.

According to IMF estimates, this group of countries (Central and Eastern Europe) could record economic
growth of 2.8% in 2010.

8.3. Advanced economies (Asia)

In QII1 2010, advanced countries continued with the rapid economic growth, which relies on strong external
demand with parallel growth in domestic demand, but somewhat slower pace, primarily due to the withdrawal
of monetary and fiscal stimuli, which are supposed to mitigate the potential negative eftects of financial crisis.
According to IMF projections, the region will grow until end-2010 at a rate of 79% and 6.7% in next year.

China - In QIII 2010 further strong economic growth of 9.6% was still present representing a slight slowdown
compared to the second quarter, when growth was estimated at an annual level of 10.3%, while the growth in
the first quarter was 11.9%. The latest IMF projections for China forecasts growth of 10.5% in 2010.

Although fiscal and monetary stimulus affected economic growth in the first quarter, in the second quarter
a gradual reduction of fiscal stimulus occurred, as well as the reduction of loans to household and stock level.
However, despite restrictive monetary and fiscal policy, at the end of QIII there was a significant increase in
inflation. Thus, the basic monetary authorities focus is to calm the year-end inflation which is is targeted to
3%. At end- September, inflation increased and at level the annual level it amounted 3.6%. It is expected that
during this year, inflation continues to rise due to a very bad year for farmers, because the floods destroyed
large areas under crops in southern China. General announcements of Chinese monetary authorities will
continue with restrictive monetary policy, which will include the growth of reference interest rates and the
appreciation of the Yuan to 5%.

Unemployment rate was stable and amounted to 4.2%. Trade has increased at an annual level of 18.6%,
industrial output grew by 13.3%, while investment spending grew by 24.4%.

External demand is recovering rapidly, so that there is a significant export growth of nearly 22.9% and
imports by 25.3% so that the trade surplus in September was at a level of about 16.9 billion dollars. China
remains the largest exporter of computer equipment, telecommunications equipment, electrical equipment
and clothes, while continuing to import iron and steel.

India - According to preliminary data for the second quarter, economic growth in India amounted to 8.80%,
which represents a slight increase in relation to the previous quarter, when it was 8.6%. This increase was
primarily the result of growth in manufacturing, then agriculture growth of around 2.8%, industrial output
of around 12%, and the sector of mining and quarrying, which recorded annual growth of 9%. Inflation at the
end of the third quarter of 2010 amounted to 8.8%, while the unemployment rate remained at 8%, as in the
second quarter. The estimated growth rate of GDP, according to the latest IMF forecast is 8.8%.



Southeast Europe

Theeffect of the crisis was evident in 2010 in the region of Southeast Europe. Low inflow of capital and reduced
lending activity of banks in the countries of the region, have had a negative impact on consumption, which
led to a lower rate of economic growth. Reduced lending activity of banks makes it difficult to access capital,
which affects the reduction of production and the degree of capacity utilization in these countries. However
due to implementation of monetary, fiscal and structural policy measures for the recovery of foreign demand,
positive trends are visible in the economies of Southeast Europe. In most countries, the present recovery in
economic activity was generated by the positive rates of GDP growth. A gradual recovery from the crisis is
reflected in the higher rate of economic growth, a slight increase in domestic consumption, exports and the
stagnation or decline in the unemployment rate.

The second quarter of 2010 was still characterized by unfavourable economic developments in Croatia. The
fall in economic activity continued, but with somewhat less intensity. The weakening of economic activity
was the result of falling of domestic demand and investments, particularly in the construction industry. NBC
estimates indicated that the decline in economic activity in the second quarter on an annual basis amounted
t0 2.5%. The estimates of trends in GDP in the third quarter are not yet available. According to recent estimates
of the European Commission, Croatia will have a positive growth rate of GDP of 0.2%in 2010 and the EBRD
estimate growth amounts to 0.6%.

Unfavourable conditions in the real sector have negative impact on the labour market, which is one of the
biggest problems in the Croatian economy. Croatian unemployment rate increased from the beginning
of 2009, so that the unemployment rate at the end-September 2010 amounted to 16.9% and was higher
compared to the same month in 2009 for the entire 2 percentage points. Nominal wages in the same period
grew by 1.5%.

Croatian economy achieves results that differ by sector. Thus, industrial output in September rose by 5% per
annum, construction had decreased by 9.3%, trade fell by 8.1%, while tourism has increased by 3.6%.

In September 2010, the rate of annual inflation was 1%. Growth has contributed to inflation of energy prices
of around 7.7% per annum. Croatia still faces a high budget deficit, which will require adjustment measures

in the fiscal policy in the coming period in order to stimulate the economy and the need to reduce the budget
deficit.

In QII1 2010, Serbian economic activity grew by 1.4% in relation to the same period of the last year, mostly due
to growing of the domestic demand and exports, but represents a slowdown in economic activity in relation to
the second quarter when the growth rate was 2%. For this year estimated growth is 1.5%, which will be based
on the growth of external demand, while the total final consumption have a negative impact on GDP growth.

Export growth has continued in the third quarter and amounted to 24.9% per annum, while import growth
was 17.4%, which caused the foreign trade to significantly contribute to GDP growth in QIII, at a level of
around 1.2 percentage points. Growth of exports was mostly due to growth in exports of iron, steel and
nonferrous metals, followed by growth of production in this area. Increased exports also reflected the effects
of depreciation of the dinar.



Theinflation ratein QIII 2010 amounted to 7.7%, while core inflation reached a high level of 5.7%, primarily due
to significant growth in food prices of about 7.8%. Number of employees in the third quarter fell by about 3.4%
compared to September 2009, primarily due to falling of employment in manufacturing industry. Earnings in
September nominally rose by 1.6%, while the real level decreased by 1.6%. In the future we can expect earnings
growth because as of January 2011 the decision to thaw in the public sector wages, pensions shall be applied.

According to the estimates, the budget deficit in 2010 amounted to 4% of GDP, whereas in September it
was -3.2% of GDP. So far, public consumption fell by 1.5%, primarily due to measures of freezing wages and
pensions that will be in force until 2011.

According to preliminary estimates, Bosnia and Herzegovina will achieve modest growth in economic
activity in 2010, which will range from 0% to 1%, which depends on the success in implementing of structural
and fiscal reforms. The annual inflation rate in September amounted to 1.9%, while the twelve-month price
movement was above 1.3%. A significant rise in inflation resulted from the increase of prices of alcoholic
beverages and tobacco by 12.2%, communications 6.9%, and transport 3.5%. In September, the decline of
industrial production amounted to -0.4%. Export recorded a significant growth of 29.1%, while the annual
import growth amounted to 8.7%.

In QI as well as in QII Macedonia recorded GDP growth (0.4%). GDP growth was mostly affected by the
growth of final consumption of households by 4.7%, while exports increased by 21.3%. Observed from the
production side, growth in transport was 3.9%, in the financial sector 3.2% and industrial production growth
was 1.6%. According to projections, GDP growth in 2010 will amount to 1%, and it will be a growth of personal
consumption and investments, while the negative impact of exports is expected. The inflation rate in the
third quarter increased by 0.2% on a monthly basis, while annual inflation in September was 2.7%. Growth
rate of inflation was achieved mainly due to higher prices of textile products by 1.4%, alcoholic beverages
from around 1.3%, food and beverages from around 0.4%. Macedonia has the highest unemployment rate in
Europe, which in September amounted to 31.7%, which poses a significant decrease compared to June 2010
when it was 33.5%. About 20% of unemployed persons are between 15 and 24 years old.

8.4. Interest rates

During QII1 2010, the monetary policy of leading central banks was liberal, so that the reference interest rates
remained at historically lowest levels. A mild economic recovery at the level of the global economy and stable
inflation expectations, have led to the central banks to decide not to change reference interest rates, in order
to support further economic growth.

The ECB, in accordance with economic circumstances and the desire to promote further economic recovery
in the Euro area has kept reference interest rate at a level of 1.0% (historical minimum) during QIII 2010.



Table 8.12
Reference interest rates of selected central banks

Currency Reference interest rate Level Latest changes Date of the latest change

EUR »Refinance Rate” 1,00% -25bp 07.05.2009.
CHF ,Libor Target Rate” 0,25% -25bp 12.03.2009.
CAD JJarget Overnight Rate” 0,50% 25bp 01.06.2009.
JPZ J1arget Rate” 0%-0,10% -20bp 08.10.2010..
GBP ~Repo Rate” 0,50% -50bp 5.03.2009.
usD ,FED Funds Target Rate” 0%-0,25% -75bp 16.12.2008

Source: Central banks of selected countries

FED - In QIII 2010, the FED’s Committee for Monetary Policy did not change the reference interest rate
and it remained in the range from 0% to 0.25%. At a meeting held on 21 September FOMC (Federal Open
Market Committee) has reviewed and expressed its readiness for the introduction of additional incentives to
encourage economic growth.

BOE - In the past few quarters Monetary Board of the Bank of England brought the decision on maintaining
the reference interest rate at a level of 0.5%. Although in the previous quarter the BOJ has left open the
possibility for further expansion in monetary policy, in the third quarter measures were not undertaken
because the depreciation of a pound facilitated the economic growth of Great Britain.

BOJ - At the end of the third quarter of 2010, the BOJ decided to lower the reference interest rate down to
almost zero level, i.e. in the range between 0.0% and 0.1%. It also announced that it will consider options for
the application of other instruments of monetary policy that will induce effects on economic growth, such as
the purchase of several types of financial assets.

8.5. Foreign exchange rates

In the previous period there were significant fluctuations in major currencies which conditioned mentioning
of the ,.currency war” in QIII 2010. Disputes between states about the value of their currencies, and attempts
to reduce the value of local currency to make its exports more competitive have made worse an existing
uncertainty at the global market.

Box no. 8.3 - Entering the era of dollar devaluation?

According to the opinion of James Saft** the world entered a new era in world financial markets.
USA deliberate devaluing the dollar aims to enhance the competitiveness of domestic industry
and increase exports, while the FED decision on the purchase of USD 600 billion, tends to improve
liquidity of the economy, lower the effective interest rate that would stimulate investors to move

32 Reuters columnist



into risky types of assets, some of which can generate inflation and jobs. The problem is that the
devaluation of its own currency is not encourages only by the FED, but also other leading central
banks which leads to a ,currency war”. According to Avinash Persuad® no one can expect that the
FED will clearly express an intention to take measures to encourage ,competitive devaluation” of
dollar, but this is still true: ,Devaluation is the intention and the devaluation will happen.” The fact
is that the US dollar is the global reserve currency and the marginal cost of its printing are low and
familiar, but the reaction of the rest of the world to such measures represents the danger. One
consequence may be transfer of capital to emerging economies, which can destabilize them and cause
a speculative price bubbles. Korea, Brazil, Japan has already taken steps to weaken its currency by
purchasing rival currencies, and it is expected that this will be done by other leading central banks.

Abovementioned creates doubt in the recovery of the global economy, and certainly cannot predict
the movement in 2011. If global growth in 2011 substantially increases, the risks and consequences
of the devaluation of the currency may be reduced. So far, measures of USD devaluation did not
have larger effect, and there is concern that such a policy in the coming period can cause a round of
speculative investment in other countries and jeopardize economic recovery at the global level. The
fact is that the special or extraordinary measures can bring great results, but not always, therefore,
there is a hope that current measures undertaken by the leading central banks will not result in loss of
control over monetary policy.

USD/EUR

During QIII 2010, US dollar has weakened against the euro, due to the announcement that the FED plans to
conduct more ,looser” monetary policy. The weakening of US dollar benefits the USA economy, as a way to
encourage economic recovery. In late September, the exchange rate USD / EUR was USD 1.39 to EUR, which
is 12.9% more than at the end of June 2010, and decreased by 0.6% compared to the average rate in 2009.
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Strengthening of the euro against the dollar in
this period was guided by the highest short-term
indicators of economic development and the FED
announcements on continuing the expansive
monetary policy.

In QIII 2010, EUR / USD rate ranged from 1.250
to 1.392 dollars to the euro.

Appreciation of the yen against the euro
was recorded mainly in QII 2010. . The
trend of yen appreciation affected the BOJ to
intervene in September at the foreign exchange
market for the compared to the average in
2009. In the third quarter rate Yen / USD
ranged from 126.3 to 107.8 yen to the euro.



In QIII 2010, there was appreciation of the euro
against the pound by 4.2%. EUR / GBP rate
ranged from 0.829 to 0.878 pounds per euro in
the second quarter of 2010.
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Most important events in July 2010

The Parliament of Montenegro passed the Law on the Central Bank of Montenegro, which provides that the
members of the Council of that institution should be elected within 90 days after coming into force date.
Also, it is adopted the Act confirming the Agreement between Montenegro and Italy on construction of a
submarine power interconnection between the transmission networks of both countries.

The representatives of the Government of Montenegro and Spanish Consortium Fersa signed the Agreement
for the lease of land and wind turbine development in Mozur, for which realization will need 65 million Euros.

The Railway Infrastructure got approval of the European Bank for Reconstruction and Development and
signed the Contract for the reconstruction of ten tunnels on the line Niksic-Podgorica with Austrian company
Porr Technobau und Umwelt, worth 4,35 million Euros.

Slovenian Mercator signed the Agreement on strategic connection with the commercial chains Pantomarket
and Plus Commerce, worth 30 million Euros.

Most important events in August 2010
The representatives of the Governments of Montenegroand Bosnia and Herzegovina signed the Administrative
Agreement amending the existing Agreement on social insurance, which excludes the possibility of decrease

of pensions at the expense of pensioners in both countries.

The representatives of Montenegrin and Turkish respective ministries signed the Memorandum of
Understanding in the area of air traffic.

The Railway Infrastructure of Montenegro and Slovenian company ,Zeleznicko gradbeno podjetje” signed
the Contract for the reconstruction of 20 crossings on the line Niksic-Podgorica, worth 795,6 thousand Euros.

The representatives of the Government and the Consortium led by Japanese Mitsubishi Heavy Industries
signed the Agreement for the lease of state land and construction of wind generators on Krnovo.

Hungarian company OTP factoring, a part of the OTP group, opened the first company that will deal with
factoring jobs in Montenegro.



Most important events in September 2010

The Public company ., Airports of Montenegro” signed the Contract for preparation of conceptual design for
rehabilitation, remodelling and extension of the administrative office building at the Tivat Airport.

The Investment Development Fund will finance 12 projects of SMEs with around 1,32 million Euros.

The World Bank will provide, in the next four years, a significant credit support for projects in Montenegro,
worth 200 million dollars.

In this year's list of economic freedoms, which was published by The Fraser Institute, Montenegro has
progressed by 15 positions and shares 66th position with Italy and Poland.

The Privatisation Council invited a tender for the sale of 30 percent of the shares of national airline company
Montenegro Airlines.
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Annex A: Real sector developments

Table 1 — Overview of macroeconomic developments

o 2009 2010 (chain index)

Description XX 10 m WV VIV VI X X XX

Industrial production (index) 1260 1135 89.1 1174 958 898 1089 857 858 1279

Consumer prices (index) 100.0 99.7 100.1 1004 100.1 999 996 100.2 100.1 100.1

Industrial producer prices (index) 1003 976 992 995 101.5 1038 993 99.1 1003 100.2

Source: Monstat
Table 2 - Industrial output
Contribution ©2009 = 100 LEVEL INDEX

NAZIV in 2009 2010 1X2010 [X2010 [-IX2010
2009 VIl X HX VIl X X VII2010 1X2009  1-HX2009
Industry-total 1000 66.7 723 1024 877 1122 1122 127.9 155.2 109.6
Mining and quarrying 39 262 1615 1060 1925 2214 1444 115.0 137.1 136.2
Mining and quarrying of en. producting mat. 22 26.2 354 1127 2373 2345 1893 98.8 6624 168.0
Mining of pit coal, lignite and peat 22 26.2 354 1127 2373 2345 1893 98.8 6624 168.0
Mining and quarrying exept energy produc. mat. 1.7 262 3330 96.7 1316 2036 833 154.7 61.1 86.1
Mining of metal ores 04 - - 1333 5180 5699 1209 110.0 - 90.7
Other mining and quarrying 13 327 4160 87.6 354 1124 739 3175 27.0 84.4
Manufacturing 62.6 931 1022 1047 91.1 1164 92.8 127.8 1139 88.6
e 122 1182 1047 1030 1124 926 925 824 884 898
Manufacture of food products baverages 119 1213 1074 1023 1153 93.7 93.3 81.3 87.2 91.2
Manufacture of tobaco products 03 - - 1333 - 47.1 62.7 - - 47.0
Manufacture of textiles and textiles products 0.2 92.6 994 107.0 67.7 72.7 773 107.4 731 722
Manufacture of textile fabrics 0.1 - - - - - - - - -
Manufacture of wearing apparel and fur 0.1 953 1023 106.2 69.7 74.8 79.6 107.3 73.1 75.0
Manufacture of leather and leather products 0.1 - 923 1231 - 92.3 308 - 100.0 250
Manufacture of wood and wood products 16 1436 1245 927 1260 1653 935 131.2 132.8 100.9
Manufacture of paper, publishing, and printing 1.3 1129 996 1044 1209 1104 99.5 913 110.8 953
Manufacture of celulose paper and paper products 0.5 994 1147 1042 1437 1393 1164 96.9 1214 1M11.7
Publishing, printing and reproduction 08 1202 914 1045 1086 94.8 90.4 873 103.7 86.5
Manufacture of chemical products and fibres 8.7 863 1277 97.0 374 2025 96.6 5414 158.6 99.6
Manufacture of rubber and plastic products 0.1 60.0 887 1014 99.1 783 60.3 79.0 883 59.5
Manufacture of other non-metal minerals 52 1018 1008 98.1 1485 1431 1256 96.4 142.0 128.0
Manufacture of metal and metal products 29.8 771 921 1104 784 90.7 823 115.7 98.5 745
Manufacture of basic metals 280 72.6 935 1109 81.3 90.4 829 11.2 96.7 74.8
Manufacture of metals products, exept machinery 1.8 149.1 701 1027 312 95.8 72.8 307.1 136.7 709
Manufacture of other machinery and equipment 26 1225 1197 935 1698 1653 1409 97.3 138.1 150.7
Manufacture of transport equipment 0.7 96.8 716 106.2 80.0 80.0 739 100.0 117 69.6
Manufacturing N.E.C. 0.1 989 984 977 798 799 735 100.1 81.2 75.2
Electricity, gas, water supply 335 22.1 6.3 97.7 69.3 91.8 1447 1325 14571 148.1

Source: Monstat
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Table 3 - Industrial production

Total Mining and quarrying Manufacturing Electricity, gas, water supply

2000=100 gr;\m#?:\te grh:\?vltllt\hrliz’te 2000=100 gr;\m#?:\te grh:\?vltllt\hrlayte 2000=100 gr;\\:ll?ltﬁr];te gr'\(:lvovlt‘lt\hrlzi’te 2000=100 gr:ml??ilate gr'\(:l\:/lt‘:lhrlgte

Jan 120.7 5.7 -2.1 93.0 513 -19.5 100.5 -0.6 -17.6 144.9 11.0 42.5
Feb 106.7 4.7 -9.5 91.8 114.8 -13 96.0 -7.9 4.1 139.8 226 -19.0
Mar 1212 3.0 113 90.5 8.0 -14 1188 1.0 233 138.7 73 -74
Apr 105.0 -0.8 -13.7 70.8 149 -21.8 114.2 -0.3 -4.1 89.8 -5.8 -35.1
May 114.3 26 9.0 90.0 279 27.1 1187 -04 4.1 1383 6.8 218
2006 Jun 1179 19 1.6 96.3 -11.2 6.6 1244 20 26 106.2 59 -29
Jul 1380 104 -0.2 96.8 -8.7 0.8 140.3 24 1.7 129.2 63.5 -6.3
Aug 1122 -39 -6.2 108.0 -16.5 1.7 120.8 9.2 -2.5 753 1.1 -24.2
Sep 126.2 -53 55 1243 -149 153 129.2 0.1 6.9 72.1 -21.7 -4.4
Oct 104.9 -4.8 -8.5 82.8 -18.2 -333 120.7 0.5 -6.5 139.1 -20.7 -5.2
Nov 121.5 0.5 15.5 884 19.0 6.5 128.7 9.0 6.7 110.6 -223 61.7
Dec 126.2 23 4.0 1003 -13.6 12.9 116.8 4.8 -0.7 129.8 0.3 17.5
Jan 976 -19.1 -23.1 69.6 -252 -30.2 1120 115 -13.0 52.2 -64.0 -48.9
Feb 109.2 24 15.0 85.2 -7.2 224 107.2 1.7 -33 1225 -124 973
Mar 123.1 1.6 10.5 922 1.8 8.1 1214 22 12.8 139.1 03 6.0
Apr 110.6 54 -10.5 90.0 27.1 =24 116.7 22 -4.0 100.1 1.5 -27.8
May 107.2 -6.2 -29 86.2 -4.2 -4.2 126.9 6.9 89 75.0 -45.8 -40.8
2007 Jun 103.5 -122 -4.9 65.5 -320 -24.2 140.1 126 8.1 15.6 -85.3 -736
Jul 121.2 -12.2 -0.1 94.1 -2.7 439 146.9 4.7 -55 358 -72.3 759
Aug 117.5 48 11.8 105.4 24 121 142.7 18.1 10.0 36.9 -51.0 343
Sep 1239 -1.8 -1 1171 -58 113 139.8 8.2 -2.2 36.6 -49.3 -1.2
Oct 1341 27.8 19.1 124.9 509 6.7 151.6 256 8.6 180.2 296 142.2
Nov 1285 58 -44 1594 80.3 274 126.6 -1.6 -164 1233 1.5 39.1
Dec 1359 77 6.1 604 -39.8 -62.3 129.0 10.5 11.6 1444 113 17.2
Jan 1104 13.1 -19.3 994 429 66.0 121.7 8.6 -14.5 65.1 24.8 -42.6
Feb 129.9 18.9 209 1325 555 332 107.0 -0.2 =110 190.1 552 145.2
Mar 126.1 24 -4.8 104.6 13.5 -21.1 124.8 28 16.1 1384 -0.5 -320
Apr 104.8 -53 -17.3 68.2 -24.2 -34.8 1M11.7 -4.3 -10.7 96.9 -3.2 -29.8
May 96.6 -9.9 -7.7 91.0 56 333 115.0 -94 33 604 -19.5 -50.7
2008 Jun 109.3 56 114 117.2 789 283 113.6 -189 -33 94.1 502.6 98.5
Jul 1254 35 -2.1 87.8 -6.7 -24.9 1356 -7.7 7.6 926 158.7 -24.9
Aug 111.9 -4.8 29 173.7 64.8 98.3 113.7 -20.3 -5.0 738 99.8 4.0
Sep 1388 120 16.3 168.9 442 -2.7 123.0 -12.0 8.0 122.1 234.0 65.0
Oct 105.8 211 -16.1 139.5 11.7 -17.3 117.5 -22.5 -43 128.1 -289 -484
Nov 119.3 -7.2 12.6 119.2 -252 -14.7 1154 -89 -1.8 129.7 52 105.6
Dec 108.3 -20.3 -9.0 515 -14.7 -57.1 89.6 -30.6 -14.9 154.2 6.8 18.9
Jan 105.2 -4.7 -3.5 457 -54.0 -10.6 718 -41.0 -274 168.6 1589 39.1
Feb 105.5 -18.8 30 64.0 -51.7 399 71.0 -33.7 -02 2076 9.2 34
Mar 106.0 -15.9 -1.3 76.2 -27.2 19.0 90.7 -27.3 273 159.7 154 -28.1
Apr 85.7 -18.2 -19.6 68.7 0.7 -10.1 715 -36.0 -21.3 130.0 34.2 -184
May 722 -253 -15.7 306 -66.4 -554 737 -35.9 34 102.0 69.0 -37.8
2009 Jun 65.2 -40.4 -1 6.0 -94.9 -804 79.8 -29.8 59 435 -53.8 -45.7
Jul 67.1 -46.5 -12.3 64 -92.7 75 793 -41.5 -10.3 43.7 -52.8 -23.5
Aug 525 -53.1 -96 10.1 -94.2 579 65.6 -423 -6.4 229 -68.9 -314
Sep 60.8 -56.2 84 62.7 -62.9 517.8 72.2 -41.3 9.8 6.6 -94.6 -713
Oct 65.9 -37.7 194 564 -59.6 99 63.8 -45.7 -11.3 151.1 17.9 1025.8
Nov 64.9 -45.6 -1.5 17.8 -85.1 -68.7 535 -536 -16.2 110.5 -14.8 486
Dec 81.7 -24.6 26.0 21.7 -57.9 21.7 58.5 -34.7 19.7 1489 -3.5 34.7
Jan 934 -11.3 135 503 10.0 1335 454 -36.8 -29.7 186.4 10.6 59.5
Feb 81.0 -23.2 -109 40.1 -374 -204 509 -283 133 171.1 -17.6 -229
Mar 96.8 -8.7 174 44.2 -42.0 10.3 64.1 -294 252 2054 286 12.0
Apr 93.2 8.7 -4.2 559 -18.7 26.2 69.6 -2.7 85 169.7 305 -17.2
2010 | May 83.6 15.8 -10.2 375 226 -32.8 64.9 -12.0 -6.6 188.8 85.1 -11.9
Jun 923 416 89 58.0 870.1 54.8 79.2 -0.7 19.6 136.6 214.2 -7.6
Jul 929 385 -14.3 58.2 807.9 03 80.1 1.0 -8.6 135.1 209.0 -24.9
Aug 69.0 315 -14.2 74.0 634.7 285 64.2 =21 -94 719 2136 -306
Sep 94.3 55.2 279 85.9 37.1 15.0 82.2 13.9 278 96.1 1357.1 325

Source: Monstat and CBM calculations



Table 4 - Industrial output

Annexes HEENI

2009 | Il 1] \% Vv Vi Vil Vil IX Xl Xl
Chain index 1135 891 1174 958 898 1089 857 858 1279
22009 =100 121.6 1084 1273 1219 1095 1192 1022 877 1122
Month-on-month 887 768 913 1087 1158 1416 1385 1315 1552
Year-on-year 826 855 904 942 999 1035 1056 109.6
Table 5 — Consumer prices
| Il 1] \% Vv Vi Vil Vil IX Xl XN
Chain index 99.7 100.1 1004 100.1 999 996 1002 100.1 100.1
2009 =100 100.0 100.1 1005 1006 100.5 100.1 1003 1004 100.5
Month-on-month 100.8 100.2 100.7 1004 1003 1002 101.0 999 1003
Year-on-year 100.5 1006 1005 100.5 1004 1005 1004 1004
December 2009 = 100 99.7 998 1002 1003 100.2 998 1000 100.1 100.2
Table 6 — Producers’ prices of manufactured products
I Il ]l \% Vv Vi vk Vil IX Xl Xl
Chain index 976 992 995 1015 1038 993 991 1003 1002
2 2009= 100 974 967 961 976 101.3 1006 99.7 1000 100.2
Month-on-month 936 938 954 966 101.1 1022 1029 1025 1016
Year-on-year 937 943 948 9.1 971 979 984 988
December 2009 = 100 976 969 964 979 1016 1007 999 1002 1004

Source: Monstat
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Table 7 — Prices

Producer’s prices of manuf.

Retail prices Cost of living el
Total Goods Services Total Total
Annual Monthly Annual Monthly Annual Monthly Annual Monthly Annual Monthly
growthrate growthrate growthrate growthrate growthrate growthrate | growthrate growthrate | growthrate growth rate
Jan 37 0.1 0.9 0.1 16.5 0.0 1.2 0.1 3.6 0.1
Feb 35 0.1 0.9 0.1 15.0 0.0 1.2 0.1 33 0.2
Mar 36 0.2 1.0 0.2 15.2 0.2 13 0.2 25 2.2
April 39 04 13 04 156 03 1.8 0.5 04 -1.5
May 36 0.2 14 0.3 12.8 0.1 20 0.6 0.5 0.5
2005 Jun 38 0.2 16 0.2 132 04 29 03 1.7 0.8
Jul 35 -0.2 13 -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 13 0.1
Sep 3.7 03 14 03 132 03 32 04 2.1 0.2
Oct 33 0.2 14 0.2 114 03 32 03 2.1 -0.1
Nov 34 0.1 15 0.1 114 0.0 3.8 0.6 22 0.1
Dec 1.8 0.1 1.8 0.1 1.8 0.0 24 0.2 35 0.8
Jan 26 0.2 28 03 16 0.0 29 03 3.1 0.1
Feb 23 0.1 25 0.2 16 0.0 29 0.3 -2.8 04
Mar 2.0 0.1 22 0.1 1.5 0.1 28 0.2 23 1.0
Apr 2.1 06 23 0.7 1.0 0.1 3.1 0.7 38 04
May 2.2 03 2.5 04 09 0.0 33 0.7 39 0.2
2006 Jun 2.3 02 2.6 02 0.8 0.1 3.1 0.1 3.6 05
Jul 23 -0.2 26 -0.2 0.9 0.0 33 -1.1 3.6 0.0
Aug 23 0.2 24 0.1 16 0.7 33 03 38 02
Sep 1.7 0.1 1.7 0.0 1.8 03 2.7 03 43 0.7
Oct 1.7 0.0 16 -0.1 2.0 0.5 2.8 04 4.1 -04
Nov 19 0.1 1.9 0.1 20 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 03 20 0.0 26 0.3 1.7 0.6
Feb 1.8 0.0 1.7 0.0 22 0.3 24 0.1 3.1 1.0
Mar 20 0.3 20 04 22 00 24 0.2 56 25
Apr 2.1 0.7 22 038 2.0 0.0 23 04 72 16
May 22 03 22 04 2.1 0.0 23 0.6 6.7 -0.1
2007 Jun 22 0.2 22 0.1 24 04 1.6 -0.6 6.6 0.2
Jul 4.7 23 50 26 3.1 0.8 4.2 1.7 1.1 48
Aug 45 0.1 5.0 0.1 24 0.0 4.6 0.6 10.7 -04
Sep 6.4 1.9 59 0.8 8.6 6.3 6.5 2.1 9.9 0.2
Oct 7.0 06 6.7 0.7 80 0.0 6.9 0.7 10.7 03
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 03 14.5 0.2
Jan 83 14 7.5 0.8 1.3 39 7.9 14 11.6 2.1
Feb 8.8 04 7.7 0.1 133 2.0 8.0 0.1 11.6 0.8
Mar 8.8 04 7.7 0.5 134 0.0 8.2 04 12.7 2.8
Apr 9.0 0.8 7.9 0.9 13.6 0.2 9.1 1.2 115 0.5
May 9.6 09 8.4 0.8 14.7 1.0 95 1.0 132 1.1
2008 Jun 124 28 1.2 28 17.5 2.8 114 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 1.1 95 03 18.6 1.2
Sep 9.8 0.8 9.0 0.7 13.0 1.2 8.5 1.0 17.1 -1.0
Oct 89 -0.2 79 -0.3 132 0.2 7.8 0.0 14.2 0.0
Nov 7.0 -0.8 54 -1 133 0.2 6.5 -0.2 144 -0.8
Dec 3 04 58 0.5 134 0.0 2 1.0 1 -5.2
Jan* 49 -0.2 57 -1.2
Feb 54 0.7 4.7 0.0
Mar 55 04 0.6 -1.6
Apr 54 06 0.1 03
May 48 0.1 -1.9 -0.5
Jun 28 -0.3 -7.8 -1
20091 21 06 93 14
Aug 3.1 1.1 -99 0.6
Sep 1.7 -0.3 -8.6 0.7
Oct 1.7 0.0 -8.1 0.5
Nov 23 0.0 -7.2 03
Dec 1.5 0.1 -34 0.3
Jan 0.8 -0.3 -6.4 24
Feb 0.2 0.1 -6.2 -0.8
Mar 0.7 04 -4.6 -0.5
Apr 04 0.1 -34 15
2010 | May 03 -0.1 1.1 3.8
Jun 0.2 -04 22 -0.7
Jul 1.0 0.2 29 -09
Aug -0.1 0.1 25 03
Sep 03 0.1 1.6 0.2

Source: Monstat

* Costs of living have been replaced by Consumer prices since January 2009.



Table 8 — Tourism

Annexes HEENI

2009 2010 Index
1-1X 10. Structure
IX I-1X IX I-1X m

Total 163,036 1,145,027 175,636 1,203,068 105.1 100.0
Arrivals domestic 23,069 147,769 23,242 160,137 1084 133

foreign 139,967 997,258 152,394 1,042,931 104.6 86.7

Total 907,092 7,297,155 991,713 7,729,454 105.9 100.0
Overnights domestic 110,581 800,533 106,856 923,576 1154 11.9

foreign 796,511 6,496,622 884,857 6,805,878 104.8 88.1
Source: Monstat

Table 9 - Number of employed and unemployed people
| Il 1] IV Vv Vi VI Vil IX X Xl Xl
Employed*
2001 114,536 113,500 113,542 113,663 113943 114,137 114,106 114,024 115077 114,755 114,170 113,744
2002 113,594 113,597 113,953 113,663 113,943 114,137 114,422 113,684 113,526 113,676 113,679 113,425
2003 112,637 112,846 112,317 112,132 111,738 112,648 112,905 112,647 111,461 110911 110,387 109,639
2004 108,562 107,359 108,634 109,623 109,642 109,863 110,886 111,158 110,049 109,696 110,055 108,228
2004*** 142,081 142,834 142,361 143,224 143,845 146,696 145,160 142,634 143,447 143,113 143,992 142,438
2005%** 142,145 142,072 141,298 140959 142,248 145,852 148,528 146,744 145,739 145923 145,528 145,261
2006*** 144,978 145,753 146,554 147,517 149,321 151,678 154,723 154,289 154,236 154,652 155,156 150,746
2007. *** 151,535 152,114 153,140 154,074 156,817 158,190 160,045 158,392 158,164 157,458 157,739 159,223
2008. 160,450 161,105 162,737 162,307 165955 170,146 168916 168488 167,722 168,583 169,079 169,160
20009. 169,305 169,670 170,607 172,549 174,218 178,839 178,622 179016 176,936 175468 174,736 169,859
2010. *¥*** 172,301 171,557 156,967 159,890 163,111 167,890 171,904 173,472 174,376
Unemployed**

2001. 81,238 82,158 82453 83,091 82629 82,140 81,823 80686 80952 80668 80440 81,069
2002. 80,385 81,360 81510 81,961 81,602 81,041 81,116 80830 80809 80,183 79894 76,293
2003. 76,584 76,077 76165 74976 73520 69,735 66951 66,277 67,664 71,023 72544 68,625
2004. 69,573 71419 72378 72202 68993 64572 60993 60,771 60447 59930 59387 58950
2005. 59,115 58,774 58075 57557 56,772 55199 53683 52494 51843 51,266 49886 48825
2006. 48,639 48656 49,388 48651 45640 42560 40,220 39,093 38919 38747 38,892 38876
2007. 39,104 39,155 38,714 37571 35356 33393 32205 31271 31,156 31,569 31,787 31,469
2008. 31,323 31,469 31,684 30270 30021 29088 28660 27954 28276 28666 28645 28,366
20009. 28921 29305 29170 28616 27,785 27113 27,048 26,844 27313 28,731 29607 30,169
2010. 31,055 32375 33117 33,188 32377 31,324 31,118 30,595 31,016

* Source: Monstat
** Source: Employment Agency
*** New methodology applied

****The source of data has been Tax Administration since March 2010.
Methodology: Data for the Pension and Disability insurance have been received from the Central Register of Obligors.
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Annex C

Table 11 - Auctions of 182-day T-bills, EUR thousand

Annexes HEENI

Auction Issue date Issued Sold Demand We;gtheted

XXXI Auction 01.03.2010 35,500.0 35,500.0 40,092.0 3.96%
XXXII Auction 15.03.2010 7,000.0 7,0000 11,6400 3.56%
XXXIIl Auction 23.03.2010 4000.0 3,160.0 6,160.0 434%
XXXIV Auction 27.04.2010 9,500.0 9,500.0 14,000.0 3.50%
XXXV Auction 30.08.2010 39,000.0 39,000.0 47,992.0 3.36%
XXXVI Auction 13.09.2010 7,000.0 7,000.0 15,2320 3.43%
TOTAL january =sep 102,00000  101,16000  135,116.00

2010
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Annex D
Table 12 - Consolidated Public Consumption* in Montenegro realized in the period 01.01-30.09.2010

Plan 1-1X2010 % I-IX 2009 %
I-IX2010 realization % of GDP realization 1-1X2010in
EUR in EUR realization 2010 in EUR relation to
million million million I-1X 2009

CURRENT REVENUES 955.73 920.06 96.27 3042 959.40 95.90
Taxes 602.86 561.28 93.10 18.55 561.04 100.04
Personal income tax 73.79 77.72 105.33 2.57 82.62 94.07
Corporate profit tax 43.05 17.28 40.14 0.57 43.16 40.04
Property taxes 14.01 13.84 98.79 0.46 12.69 109.06
Value added tax 293.36 279.11 95.14 9.23 262.79 106.21
Excise duties 10741 95.17 88.60 3.15 94.34 100.88
Tax on international trade and transactions 34.76 3877 111.54 1.28 34.94 110.96
Local Taxes 29.09 30.77 105.78 1.02 23.77 12945
Other revenues of the Republic 7.39 8.62 116.64 0.28 6.73 128.08
Contributions 20342 237.02 116.52 7.84 214.51 11049
Pension and disability insurance contributions 124.74 145.05 116.28 4.80
Health insurance contributions 7236 81.56 11271 2.70
Unemployment insurance contributions 6.32 6.56 103.80 0.22
Other contributions 0.00 3.85 0.00 0.13
Duties 22.04 20.80 94.37 0.69 20.73 100.34
Fees 83.18 66.54 80.00 2.20 82.94 80.23
Other revenues 39.23 32.06 81.72 1.06 34.80 9213
Receipts from loan repayments 5.00 2.36 47.20 0.08 45.38 520
CONSOLIDATED EXPENDITURES 1117.38 914.51 81.84 30.23 990.54 92.32
CURENT PUBLIC EXPENDITURES 921.89 820.67 89.02 2713 829.70 98.91
Current expenditures 439.01 35941 81.87 11.88 369.72 97.21
Gross salaries and contributions charged to 21490 187,08 8705 6.18 21262 87,99
employer
Other personal earnings 20.78 15.65 7531 0.52 13.77 113.65
Expenses for supplies and services 106.49 77.02 7233 255 78.86 97.67
Current maintenance 2551 20.22 79.26 0.67 6.66 303.60
Interests 24.83 23.37 94.12 0.77 18.94 123.39
Rent 744 596 80.11 0.20 547 108.96
Subsidies 33.65 26.12 77.62 0.86 28.95 90.22
Other expenditures 541 3.99 73.75 0.13 4.45 89.66
Transfers for social protection 318.78 310.02 97.25 10.25 275.51 112.53
Tran§fers to institutions, individuals, NGO's and 150.88 13834 9169 457 15383 89.93
public sector
Total capital expenditures 19549 93.84 48.00 3.10 160.84 58.34
Borrowings and loans 3.73 387 103.75 0.13 20.26 19.10
Reserves 9.49 9.03 95.15 0.30 10.38 86.99
Payment of guarantees
DEFICIT/SURPLUS** -161.65 555 -343 0.18 -31.14 -17.82
Payment of debts to residents 17.14 41.37 241.37 1.37
Payment of debts to nonresidents 3251 32.25 1.07
Payment of liabilities from the previous period 65.00 112.25 172.69 3.71
Privatization revenues 54.92 14.02 25.53 046
Donations 16.33 226 13.84 0.07
Borrowings and loans from foreign sources and
project loans
Borrowings and loans from domestic sources 6.22 26.79 430.71 0.89

Source: Ministry of Finance

* Consolidated public expenditure includes the Budget of Montenegro and state funds adn local administration.

** Surplus/Deficit as the residual of total revenues decreased by borrowings, donations, transfers adn property taxes, and
expenditures for repayment of principal based on debt of taking loan and issuing securities in the country and abroad.



