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Review of macroeconomic developments

2010  IX2011 %

REAL SECTOR DEVELOPMENTS

GDP (in current prices in EUR million)* 3,104.0
Industrial output index (compared to the same period the year before) 17.5 -6.2
Forestry (compared to the same period the year before) 184 1.7
Construction (compared to the same period the year before-measured by effective working hours) -0.8 258
Employment
Number of employed people** 157,679 167,955
Number of unemployed people 32,106 29,404
Inflation rate (compared to December the year before)
CPI 0.7 3.0
Average salary (EUR, without taxes and contributions)*** 479 485 13
MONETARY DEVELOPMENTS (EUR million)
M11
Total deposits 1,7899 18778 49
Deposits by economy 439.1 499.2 13.7
Government deposits 1233 100.5 -185
Central government 584 46.6 -20.2
Institutions and agencies of central government 230 239 38
Funds and municipalities 419 30.0 -28.3
Deposits by financial institutions 113.7 98.1 -13.7
Deposits by households 9519 11,0349 8.7
Deposits - other 161.8 145.2 -10.3
Total loans 2,2000 19573 -11.0
Loans to economy 1,207.3 985.8 -183
Loans to government 48.2 67.3 39.7
Central government 11.0 23.7 114.2
Institutions and agencies of central government 3.0 3.0 -0.6
Funds and municipalities 34.1 40.7 19.2
Loans to banks and financial institutions 9.3 7.9 -14.6
Loans to private citizens 863.6 8439 -23
Other loans 716 524 -26.9
MONEY AND CAPITAL MARKET
Turnover in stock exchange (EUR million)****
Montenegroberza stock exchange 548 41.1
Stock exchange indices
MONEX20 14,522.53 11,446.54
MONEX PIF 6,777.76  4,905.64

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 2.27%

Average interest rates on 182-day T-bills, last recorded 2.58% 2.58%
FISCAL DEVELOPMENTS (EUR million)*****
Current incomes***** 1,280.2 9325
Expenditures®***** 14315 991.6
Surplus/deficit -151.2 -59.1
Foreign debt without debt of public enterprises (in EUR million) 9124 1067.6 17.0
Public debt without debt of public enterprises (in EUR million) 3583 3923 9.5
EXTERNAL DEVELOPMENTS****
Current account balance (EUR million) -764.2 -374.7

Trade balance -1,267.2 -984.7

Balance of services 4103 5218

% other balances coverage/of trade deficit 39.7 61.9
Current account balance in % of GDP -24.6

* Monstat published the 2010 GDP data in September 2011.

** Data for August 2011.

**% 2011 data is the average for the first nine months.

**** Data cover the periods I-XI1 2010 and |-IX 2011.

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






MACROECONOMIC DEVELOPMENTS

In the first nine months of 2011, according to rough estimate, economic growth was above expectations and
the GDP growth rate amounted to 3.5%. The key generators economic growth were tourism, construction
and trade. Forestry recorded modest economic growth and the expected economic decline was recorded in
industrial output, yet production in manufacturing industry and mining and quarrying recorded increase.
Many segments in transport declined. The number of employees increased resulting in the decrease in
unemployment.

The slowing of global economy and deepening of the sovereign debt crisis in the Euro Area, threatening to
endanger the economy of its main members, posed real threat to the Montenegrin economy as well, with
the highly uncertain ending. The crisis confirmed that the growth strategies may not permanently be based
on external financing sources, especially with lower ratings of some countries, due to over-indebtedness,
resulted in the enormous increase of yield rate to state bonds, as the market’s response to the decline in the
investors’” trust and difficulties in debt servicing. This problem is becoming systemic in the Euro Area, also
with the evident negative implications to the neighbouring countries. This should particularly be taken into
account as regards plans and dynamics of servicing Montenegrin external debt. On the long run, the noticed
tendencies shall be the fiscal challenge due to possible increase in costs of borrowing, effects to the country’s
credit rating as well as to the economic growth.

There are still internal risks: fiscal deficit and tight public finance, growing liquidity of real sector and the
inadequate level of lending activity in banks that, unfortunately, cannot take over the role of economic growth
and development generator. Still, the efforts in creating the budget strongly decreasing the level of fiscal deficit
and the share of public spending in the GDP are encouraging.

Annual inflation rate in September was 3.4%, and it amounted to 3% in relation to the 2010 year-end. Higher
prices of excise products (alcohol beverages and tobacco), services (health, transport, hotel management) and
food products had strong effect to the annual inflation rate.

After long period, banking sector recorded positive results at the plan of internal consolidation. Activities on
restructuring and displacement of non-performing loan portfolio from balance sheets of systemic banks had
positive effects to improving the ratios of assets quality and banking sector profitability. The continuous and
sound growth in the depositary potential of banks is the reflection of the citizens” and economy’s trust into
the banking system. Liquidity and solvency are at the satisfactory level and above the statutory indicators.
Still, an open threat in the form of current sovereign debt crisis in European countries, especially in those
intensively cooperating with Montenegro, with the expected adverse effects to parent banks, may lead to
increase of risk in this sector.



In Q3 2011, lending and deposit interest rates recorded a slight decline. At end-September 2011, weighted
average effective lending interest rate amounted to 9.61%, showing insignificant decline by 0.02 percentage
points in relation to 2010 year-end, yet showing annual growth of a mere 0.01 percentage points. Its trend
was largely affected by country’s high risk premium, as well as trend in non-performing assets, clients’ risk
and general business climate. Weighted average deposit interest rate amounted to 3.11%, showing a decline
by 0.16 percentage points in relation to 2010 year-end, and showing annual decline by 0.41 percentage points,
as an expected response to the satisfactory liquidity level in the banking sector.

Total industrial output decrease in first nine months of 2011, in relation to the same period of 2010, was
6.2%. Increased output in mining and quarrying sector and in manufacturing industry by 12.7% and 9.8%
in relation to the same period of 2010, respectively, has not compensated the decline in the output recorded in
the electricity, gas and water supply sector by 27.5%, which resulted in the decline of total industrial output.
This refers to the expected decline in the production of electricity, taking into account the extremely high base
from 2010 and extremely favourable hydro-meteorological conditions in 2010.

Comprehensive and intensive international promotion activities resulted in the increased interest of foreign
tourists for coastal and mountain resorts, and thus in the positive trends in the physical indicators of number
of tourists arrivals and overnights. In the first nine months of 2010, according to Monstat data, Montenegro
was visited by 8.4% more tourists which recorded 10.2% more overnights than in the same period of 2010.
Still, it should be noted that the increase in number of tourists was affected by political instability in some
competitive destinations, as well as by favourable weather conditions in September.

Road and railway cargo and passenger transport recorded decline in the first nine months of 2011, air
passenger transport showed increase, yet air cargo transport recorded decrease as well as total volume of
turnover in ports. In relation to September 2010, forestry recorded output increase of 1.7%. Construction
activity, according to Monstat preliminary data, recorded increase by 25.8% measured in effective working
hours, i.e. by 19% measured in the value of performed construction works in relation to September 2010.

During the first nine months of 2011, Montenegrin budget ran a deficit of EUR 63.7 million (1.9% of GDP).
Against the backdrop of risks of new European recession, the most important priority for Montenegrin
economy in the fiscal part is the continuation of initiated consolidation, i.e. the key fiscal challenge is
decreasing deficit and the need for borrowing and initiating capital investment projects. At the Q3 2011-end,
Montenegrin public debt amounted to EUR 1,459.9 million, or 44.6% of the estimated GDP for 2011, recording
an increase by 14.9% in relation to 2010. External debt dominated in the structure of total debt 73.1%, while
internal debt made up to 26.9%. Total guarantees of Montenegro amounted to EUR 347.1 million or 11.4% of
estimated GDP, i.e. 25.6% of public debt.

The decline in misbalance started at the current account, started in 2009, continued in 2011. Current account
deficit in the first nine months of 2011 amounted to EUR 374.7 million which is by 23.5% less than in the
same period of 2010. Primary reasons for this trend are the slight increase of commodity deficit and strong
positive trends on the sub-accounts of services, current transfers and factor income. Deficit financing is still
mostly recorded through the FDI inflow, but also the inflow of portfolio investments through issuance of
Eurobonds at the international market.



In the first nine months of 2011, according to Monstat preliminary data, total visible exchange increase was
the result of increased exports by 44.7% and import of goods by 11.2% Imports coverage by exports of 24.3%
was low, although an improvement by 5.6 percentage points was recorded in relation to September 2010.
Share of exports in total visible exchange amounted to 19.6%, despite increase by 3.8 percentage points.
Increased imports was positively affected by the economic activities recovery and the increased output in
manufacturing, as well as the increase in export prices. In order to continue recording exports increase in
the coming period, higher investments into export-oriented output and expanding assortment and quality of
export products is needed.

Growing uncertainty at the international financial market reduced the interest of foreign interests for
Montenegro and postponed the realization of announced large investment projects for some period. The
abovementioned tendencies had adverse effects to FDI inflow. Total FDI inflow amounted to EUR 348.8
million, of which 36.4% was in investments into banks and companies, some 23.9% was intercompany debt
and some 36% was in investments into real estates. Net FDI inflow amounted to EUR 265.9 million, showing
year-on-year decline by 35.5%. There was evident decline in inflow of equity investments by 28.9%, as well as
in borrowings from foreign parent companies by 31%. Still, taking into account global operational context,
relatively high level of FDI was recorded, pursuant to which Montenegro has been recognized as a leader as
regards European transition economies.

In August 2011, an increase in the number of employees by 6.5% was recorded in relation to December 2010.
Number of employed amounted to 167,955 in August 2011, and it showed y-o0-y increase by 5.9%. Services
and public sector dominated in the structure of employees. Positive trend in the decline of unemployed
from February 2011 ended in September, when the number of unemployed persons increased again due to
ceased effects of the seasonal employment factor, which had strong effects to mitigating the results of open
unemployment. The number of registered unemployed persons in the first nine months of this year was 2.4%
lower year-on-year. The records of the Employment Agency of Montenegro saw 29.404 registered persons
looking for employment in September 2011, or 5.2% less than in September 2010, and 8.4% less than in
December 2010.

In the first nine months of 2011, both net and gross average wage recorded year-on-year increase in twelve out
of fifteen sectors. Average wage with contributions and taxes amounted to EUR 723 EUR and it was by 2%
higher, while average net salary amounted to EUR 485, or 2.1% more in relation to the same period of 2010.
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1.1. Gross Domestic Product

Ofhcial data on nominal and real GDP for nine months of 2011 were not available. According to the Ministry
of Finance estimate, total GDP in 2011 should record a real growth of 2.5%. The CBM estimated that the GDP
recorded increase of 3.5% in the first three quarters.

Most indicators had the growing trend during the reporting period. Volume of activities in forestry and
construction increased, as well as retail turnover and the number of tourist arrivals and overnights. Total
industrial output is declining, but the manufacturing industry and mining and quarrying output are
increasing. Transport sector recorded decline in most of segments.

The economic activities growth conditioned somewhat better movements at the labour market. Number of
unemployed had the declining trend since February 2011 until September, when the number of unemployed
started increasing. In relation to previous year-end, the number in employees increased. Average gross and
net wages in September recorded a respective decline of 7.3% and 7.4%, while inflation increased by 3% in
relation to December 2010.

1.2. Industries Graph 1.1
Industrial output, annual rate
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During the first nine months of 2011, production in the manufacturing industry increased by 9.8% in relation
to the same period 2010. Growth was recorded in the six subsectors of manufacturing industry, which make
up 32.9% of total industrial production. Observed by subsectors, the highest growth was recorded in the
subsector of production of wood and wood products (40.9%), followed by the production of other machines
and devices (33.7%), production of basic metals and metal products (16.8%), production of other non-metal
minerals (16.1%), production of transportation equipment (14.5%) and the production of textile and textile
products (5.3%).

The decline in production was recorded in five subsectors of manufacturing industry: the subsector of food
products, beverages and tobacco by 3.6%, production of paper, publishing and printing by 7%, subsector of
chemical products and fibres by 10.5%, rubber and plastic masses production by 34% and in the subsector
manufacturing, other by 49.2%. In the first nine months of 2011, leather and leather products subsector did
not record production.

In the first nine months of 2011, the mining and quarrying sector recorded the output growth of 12.7% in
relation to the same period of 2010, mostly due to output growth in the subsector of the extraction of other
raw materials by 58%. The subsector of extraction of energizers recorded a decline of 1.8%.

Graph 1.2
Industrial output by sectors @ 2010 = 100
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In the first nine months 2011, the period-on-period electricity, gas and water supply declined by 27.5%, which
is mostly the result of record output in 2010. Unfavourable hydrological situation additionally contributed
to the negative indicators, affecting the decline in the production of the hydro power plants “Perucica” and
“Piva” below plan in the first nine months. Production above plan was recorded by the thermo power plant
“Plievlja”, however insufficient to compensate the decline in hydro power plants” output.

Project MONTESOL, the implementation of which shall realise considerable saving of electricity in
households, was officially launched at the beginning of July. The project envisages granting interest free loans
to households enabling the purchase of solar systems for water heating. For this purpose, funds amounting to
USD 1 million have been envisaged for subsidizing the interest rate. Ministry of Economy of Montenegro is in
charge of the implementation of the project in cooperation with the United Nations Environment Programme
(UNEP) and the Italian Ministry for the Environment, Land and Sea (IMELS).

In August 2011, the Government of Montenegro and A2A signed the Memorandum on Understanding
defining the basis for the amending some articles of the Contract on Partial Privatisation and Recapitalisation
of the Montenegrin Electricity Company (EPCG). The MoU envisages that A2A shall waive the majority
ownership rights in EPCG, while the Government

shall waive the rights to purchase the A2A's shares  Graph 1.3
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1.2.2. Tourism

Positive trend in the development of physical indicators of tourists arrivals and overnights in the first six
months continued in the summer tourist season. According to the Monstat data, some 1,304.5 thousand
tourists visited Montenegro during the first nine months of 2011, which is by 8.4% more than in the same
period of 2010. Increase in the number of tourists was registered in coastal resorts by 9.7% and in the mountain
resorts by 5.8%, while the decrease in the number of tourists was recorded in the main administrative center
by 2.5% and other tourist resorts by 24.4%. The number of domestic tourists arrivals declined by 2.3%, while
the number of foreign tourists arrivals increased by 10.1%. In the structure of foreign tourists arrivals, tourists
from Russia were dominant (18.4%), followed by tourists from Poland (3%), Ukraine (2.8%), Germany (2.4%),
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Graph 1.4
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Graph 1.5
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Graph 1.6
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Italy (2.3%) as well as tourists from
neighbouring  countries: ~ Serbia
(22.2%), Bosnia and Herzegovina
(7.2%) and Kosovo (2.9%).

During the first nine months of 2011,
some 8,519.1 thousand overnights
were recorded, or by 10.2% more
than in the same period 2010. Of
this amount, 8979 thousand were
domestic tourists, ie. by 2.8% less
than in the same period 2010, while
foreign tourists recorded 7,621.2
thousand or 12% more than in the
same period of 2010. The number
of overnights increased in the
coastal resorts by 11%, while the
number of overnights in the main
administrative center declined by
11.2%, in mountain resorts by 8%
and in the other tourist resorts by
21.8%.

In the first nine months, the increase
in the number of overnights was
recorded by tourists from Ukraine
(61.5%), Russia (47.5%), Germany
(19.6%), Czech Republic  (3.4%),
Bosnia and Herzegovina (2.2%) and
Serbia (0.8%). However, a decrease
in the number of overnights was
recorded by tourists from France
(-36.5%), Italy (-30.3%), Kosovo
(-28.4%), Albania (-16%), Macedonia
(-14.4%). These data point out the
markets needing the “intensification”
of promotional activities.

Promotional activities started in the
previous period continued during the
summer season as well. The National
Tourist ~Organization introduced
the tourist offer at fairs abroad. At
end-July it took part at the biggest
European fair (RDA Workshop) in
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Box 1.1 — Tourism indicators in Europe above expectations — global arrivals trend in
accordance with the prognosis

In the first eight months of 2011, according to UNWTO data, international tourist arrivals increased by
4.5% in relation to the same period of 2010.

Opposite to the trend evident in the previous years, the increase in tourist arrivals in the first eight
months was higher in advanced countries (4.9%) than in the emerging countries (4%). This was affected
mostly by the considerable growth of arrivals in Europe of some 6%. After the recovery, started in 2010,
Northern Europe and Central and Eastern Europe recorded a growth of tourist arrivals of 7% and 8%
respectively. The situation is similar with some certain Southern Europe destinations which benefited
from the redirection of tourists from the Middle East (-9%) and Northern Africa (-15%), which leading to
the increase in the number of arrivals in this region by 8%. In the first eight months of 2011, Montenegro
recorded the growth of arrivals

by 7.3% in relation to the same  Graph 1

period of 2010, being above the
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In certain regions of Asia, tourism kept the two-digit arrivals growth rate, in South-East Asia (12%) and (13%),
while arrivals to North-East Asia decelerated partially due to the decline of tourism in Japan and in Oceania.

South America (+13%) continued to lead the arrivals growth in America (+5%), using positive economic
trends in the region and the increase of regional integration. Records of remaining regions — North
America (+3%), Central America (+4%) and the Caribbean (+4%) were below the average.

Graph 2
Global expectations in the international tourist arrivals trend
4 N
(Change (%)
E 103
8 8.0
6 54 55 08 66
4 10 7
2 I I S
0
2 16
_4 .
% -38
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011*2012*
\_ J

* Forecast 2011: 4% - 4.5%, 2012: 3% - 4%
Source: World Tourism Organisation (UNWTO)

Africa recorded a decline in
the number of arrivals of 4%,
as a result of the North African
crises. Despite the current
situation in the Middle East,
certain destinations such as
Saudi Arabia and United Arab
Emirates continued the arrivals
growth trend, and the data
recorded in July and August
show the increase in the tourist
arrivals in Egypt as well.

It is envisaged that the
international tourist arrivals
growth shall be moderated
by the end of 2011, ranging
between 4% and 4.5% in
relation to 2010, which is in
accordance  with  UNWTO
projections made at the
beginning of 2011. Although

the stronger financial and fiscal challenges resulted in the growth of instability at the tourism market,
trends recorded in the last several months imply the expectation of the continuation of the tourism
indicators growth in 2012 ranging between 3% and 4%.

Graph 1.8
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1.2.3. Forestry

In the first nine months 2011, the
forestry sector produced a total of
204,351m’ of wood products, which
is by 1.7% higher than in the same
period 2010.

A public discussion on the draft of
the document “Operational criteria
and indicators of sustainable forest
management  in  Montenegro’,
organized by the Ministry of
Agriculture and Rural Development
supported by the SNV (Netherlands



development organisation), was conducted in Zabljak in July. The document is based on sustainable forestry,
understanding an active forest management, and it shall significantly contribute to the increase in the degree
of realisation and control of planned documents in forestry.

1.2.4. Construction

Inthefirstnine months of 2011, according to the preliminary Monstat data, the value of performed construction
works amounted to EUR 187.5 million, recording an increase of 19% in relation to the comparative period.
Measured by the effective working hours, construction activity increased by 25.8%. According to Monstat
records, the value of new contracts on buildings amounted to EUR 31.2 million, which is by 27.4% more, and
the value of new contracts on other buildings amounted to EUR 35 million, i.e. 55.6% less compared to the
same period 2010.

In September, the 33nd International Construction Fair was held in Budva. Over 300 participants from 30
countries, including building material manufacturers and distributers, engineering and construction design
companies as well as publishers of professional literature in the construction field, appeared at the fair.

Graph 1.9
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1.2.5. Transport

In the first nine months of 2011, according to Monstat data, road transport, measured by passenger kilome-
tres, recorded 7.9% less passengers than in the same period of 2010. Road freight transport recorded decline
by 32.3%.

Protocol on Cooperation in the Area of International Passenger and Freight Transportation in Road
Transportation between Montenegro and Bosnia and Herzegovina was signed in July. The Protocol made a
considerable progress by removing a permission regime for the transportation realised between these two
countries using Euro 4, Euro 5 and higher standard vehicles.
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Graph 1.10
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In the reporting period, railway passenger
transport recorded a decline by 30.9% and the
transportation of goods by 2.3%.

Total turnover in ports amounted to 1,315.6
thousand tones, and it was by 1.8% lower in
relation to the same period 2010, whereby 50.2%
referred to export and 47.9% referred to import
(the difference of 1.9% referred to transit). In the
reporting period, export and import increased by
8.2% and 3.5%, respectively.

In the first nine months of 2011, air passenger
transport recorded 1,073.8 thousand passengers,
or 7.8% more than in the same period of 2010,
while the freight transport decreased by 46.2%.

In July 2011, the Government of Montenegro
adopted the Airport Development Master Plan
to 2030. The Plan was prepared at the request of
the project financier, the European Investment
Bank, and it defines the strategy of infrastructure
development of the airports Podgorica and Tivat for
the period 2011 - 2030. The Master plan provides
the development directions in two phases, the first
by 2017, and second by 2030, with the objective of
upgrading the capacities and the quality of services
in relation to the forecasted transport. The plan
includes the implementation of projects affecting
the extension of runways on both airports,
increasing passenger terminal space, expanding
gates as well as providing new parking slots. The
Master plan determines long-term and systemic
development management of airport capacities,
which shall enable efficient and economic air
transportation, based on ecological standards.

1.3. Prices

Inflation amounted to 3% in September in relation
to the end-2010. In this period, the highest
increase was recorded in prices under “alcoholic
beverages and tobacco” (25.6%), “health” (13.9%),
“transportation” (7.7%) and under “other goods
and services” (3.2%). In this period, the increase



was recorded in prices under “hotels and restaurants” (2.9%), “housing” (2.3%), while the growth of 1%
was recorded under “food and non-alcoholic beverages™ and 0.9% under “communications”. The decline in
prices was recorded in four categories, with the greatest decline in prices of 3.9% recorded under “culture and
recreation”. Annual inflation rate in September amounted to 3.4%.

In the first nine months of 2011, the prices in the category “food and non-alcoholic beverages™ recorded a
growth of 1%. Although prices of bread and cereals increased by 10.9%, as well as prices of fruits, oils and fats
and milk, cheese and eggs (10.8%, 3% and 2.1%, respectively), the respective decline in the prices of vegetables
and meat by 13.1% and 2.3% affected somewhat lower share of category “food and non-alcoholic beverages™ in
total inflation (13.1%). In the reporting period, prices of tobacco increased by 39.1%, while prices of alcoholic
beverages increased by 6.4%, affecting the highest share of category “alcoholic beverages and tobacco” in total
inflation (32.2%). The increase in the prices of pharmaceutical products of 18.9% and outpatient services of
2.2% affected the total increase in prices under “health” by 13.9%, while prices under “transportation” grew
by 7.7%, mostly due to higher prices of fuels and lubricants (7.3%) and prices of transportation services by
14.3%. Although price of electricity recorded a decline of 3.6%, the increase in the prices of water supply and
other services of 37.5% resulted in the increase of prices under “housing” by 2.3% and to its share in the total
inflation of 10%. In the reporting period, prices under “restaurants and hotels™ increased by 2.9%, mostly due to
higher prices of catering by 3%, prices under “other goods and services” increased by 3.2%, due to higher prices
of personal care products by 3.6%, while prices under “communications” increased by 0.9%. This period was
characterised by the decline in prices under “clothes and footwear” by 1.2%, due to the decline in the prices of
clothes by 0.1% and prices of footwear by 2.7%, the decline in the prices under “housing and home appliances”
(-1.1%) mostly due to the decline in the prices of furniture and home appliances of 5.8% and the prices of goods
and services for regular maintenance by 1.1%. Prices under “culture and entertainment” declined by 3.9%,
mostly due to the decline in prices of audio-visual and photo equipment of 2.9% and the prices of newspapers,
magazines and paper goods of 5.2%, while prices

under “education” declined by 0.6%.
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The annual growth of consumer prices in
September amounted to 34%, and the highest

Source: Monstat and CBCG calculations

annual growth was recorded by the prices in the categories: “alcoholic beverages and tobacco” (25.6%),
“health” (16.5%), “transportation” (9.9%), and “other goods and services” (3.6%), while the greatest decline
was recorded under “culture and entertainment” (-3.8%).
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Table 1.1
Share of individual categories in total inflation'

The comparison of the annual
inflation in Montenegro with annual
inflation in selected countries shows
that Macedonia recorded the same
rate of 3.4%, while the most of
the remaining selected countries
recorded higher annual inflation. The
highest annual growth in selected
countries was recorded in Serbia
(9.3%), while the lowest annual
growth was recorded in Czech
Republic (2.1%).

September 11

Share in total

Weights December 10 Growth rate  Contribution inflation
TOTAL 10000 103.0 3.0 3.0 100.0
Food and non-alcoholic beverages 3755 101.0 1.0 04 13.1
Alcoholic beverages and tobacco 372 1256 256 1.0 322
Footwear and clothes 761 98.8 -1.2 -0.1 -3.0
Dwelling 1287 102.3 23 03 10.0
Housing and home appliances 494 98.9 -1.1 -0.1 -1.8
Health 280 1139 13.9 04 132
Transport 1216 107.7 7.7 0.9 316
Communication 558 100.9 0.9 0.1 1.7
Culture and entertainment 321 96.1 -39 -0.1 -4.2
Education 218 994 -0.6 0.0 -0.5
Restaurants and hotels 296 1029 29 0.1 29
Other goods and services 442 1032 32 0.1 48

Source: Monstat and CBM calculation

In September, the annual growth of prices in the Euro area amounted to 3%. The highest growth was recorded
in categories “transport” (5.9%) and “dwelling” (5%), while the decline was recorded only in the category

“communications” (1.9%).

' We would like to note that, despite changes in indices, the share of some categories, due to weighting structure, is

recorded on the second or third digit.



Box 1.2 - Global food prices and price trends of basic groups of products in Montenegro

When prices (especially of food) started to decline since H2 2008, the decline in prices, their growth
stabilisation and stopping was expected, because it seemed that prices had reached very high levels.
However, by the middle of 2010, the increase in prices of food reappeared, instigating the concerns
regarding further volatility and reaching even higher level. Prices of food reached their peaks in
January and February 2011 (presented in the graph by food price indices). The question is, have the
maximum level been reached, or shall the volatility and price growth continue in the future?

Regarding the level of prices,
many middle-term and long-
term projections indicate that
the prices of food shall remain

Graph 1
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Although the growth of

the annual inflation rate in
Montenegro was expected, especially after the price leap in March 2011, inflation recorded relatively
lower level in the last quarter. After recording the growth of 3.7% in March and 3.6% in June, the annual
rate declined to 3.4% in September. Regarding the trend of the prices of certain groups of product,
the highest growth in relation to the end-2010 was recorded by following groups: bread and cereals
(10.87%), fruit (10.75%), sugar, honey, jam and chocolate by 3.86% (the price of sugar grew by 16.18%)
and the group other food products (3.84%), as well as oil and fats (3.01%). The annual inflation trend
was generated mostly by the prices in three above-mentioned categories “food and non-alcoholic
drinks”, “alcoholic beverages and tobacco” (the growth recorded due to changes in excise duties) and
“transport”, due to the fuel prices trend. When the price trend in the category “dwelling” increased due
to the increase in administration regulated prices (water supply and other services) it already made up
about 66% of weight structure influencing the total inflation, whereby weight structure presented in
Table 1 refers to the data of last two years.



Table 1

The trend of total inflation and the prices of individual categories and groups of products

(change at the end of the year)

September 09 September 10  September 11
Weight December 08  December09  December 10
Rate Rate Rate

TOTAL 10000 1.37 0.20 2.97
Food and non-alcoholic beverages | 3755 0.08 1.60 1.03
Bread and cereals 502 0.52 0.08 10.87
Meat 943 2.60 -0.12 -2.26
Fish 109 0.29 -2.17 -3.54
Milk, cheese and eggs 916 1.33 -0.19 2.06
Oil and fats 157 -13.22 1448 3.01
Fruit 251 12.77 19.95 10.75
Vegetables 411 -13.49 -3.37 -13.10
Sugar, honey, jam and chocolates 172 3.52 5.00 3.86
Other food products 85 0.28 -1.27 3.84
Non-alcoholic beverages 209 -2.54 3.29 2.66
Alcoholic beverages and tobacco 372 7.55 -0.93 2559
Transport 1216 10.86 3.54 7.68
Fuel and lubricants 507 12.80 773 733

Source: Monstat
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Average price of the reference OPEC basket, in the
first nine months amounted to 107.3 USD/barrel,
which is by 42.6% higher in relation to the average
price in the same period of 2010. Average price of
thereference OPECbasket, in the first nine months
amounted to USD/barrel 112.0, which is by 45.2%
higher in relation to the average price in the same
period of 2010. Price of Brent amounted to USD/
barrel 113.13 in September 2011, being by 23.6%
higher in relation to December 2010. According
to the IEA (International Energy Agency) report,
global demand for crude oil shall decline in 2011
and 2012, due to slowing of economic growth in
the world. Weaker macroeconomic indicators
in the USA, the Euro area and fiscal crises
in certain Euro area members, as well as the
uncertainty of its resolving, along with slowing
of Chinese economy, reduced the global growth

expectations. Revision of the economic growth rates to the lower level aftected the slowing of demand for oil
and oil derivatives, resulting in the decline in the price of these products in September in relation to the prices
in April, when annual record price of Brent was recorded amounting to USD/barrel 123.7.



Real Sector Developments HEMENII

In September, producers’ prices of manufactured products recorded a growth of 3.1% in relation to the end-
2010, whereby the manufacturing industry prices recorded a growth of 5.2%, and the prices of “mining and
quarrying” recorded the growth of 2.1%. In the same period, the prices of electricity, gas and water recorded a
decline of 2.6%. At the annual level, producers’ prices of manufactured products increased by 3.2%.

1.4. The Labour Market

Number of employees® in the September 2011
was 164.386 and it was 4.3% higher in relation
to September 2010, whereas the number of
employees was by 4.3% higher in relation to the
2010 year-end. Observed by sectors, the highest
increase in September 2011, in comparison with
December 2010, was in hotels and restaurants
(18.2%), agriculture, forestry and water supply
(23%), mostlyas the result of seasonal employment
in these sectors. Increase in number of employees
in September 2011, in relation to December 2010
was recorded in all sectors except manufacturing
and transport, storage and communications.

Observing the structure of employees through
three main sectors (production, services and
public sector) in the first nine months of 2011,
the highest number of employees was recorded in
services and public sector.

Observing trends at the labour market, when the
highest number of unemployed was recorded
in February 2011, declining trend was recorded
until September when the number of unemployed
started to increase again. The number of
registered unemployed persons in the first nine
months of this year was 2.4% lower in relation
to the same period of 2010. The records of the
Employment Agency of Montenegro saw 29.404
registered persons looking for employment in
September 2011, i.e. 5.2% less than in September
2010 and 8.4% less than in December 2010.
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2 Since April 2010, Central Register of Tax Administration (CRTA) has been the source of data, thus there was no comment on
year-on year data regarding the first nine months. Due to the same data source, the analysis was given for data September 2011

to September 2010, and September 2011 to December 2010.
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The Employment Agency of Montenegro
performs measures of active employment policy,
especially regarding seasonal employment.
The project titled “Zaposlimo nase mlade na
sezonskim poslovima (Let's Employ our Youth
at Seasonal Jobs)” performed from 1 June to 30
September 2011, which meant giving subsidies
to employers that employed Montenegrin citizens
aged up to 25. Through this project, some 1,750
youngsters have been employed, and most of them
were engaged in tourism and hotel management,
trade and some in agriculture and construction.

During the previous vyears, it proved that
seasonal employment contributed significantly
to mitigating the results of open unemployment.
According to Employment Agency of Montenegro
data, there was the need for 24,270 seasonal jobs,
or 19% more than in the previous year. The most
of jobs were advertised for the needs of tourism
and catering (12,562 employees), trade (4,590),
construction (3,247), agriculture (1,870) and
other activities (2,000 employees).

Using the approved quotas and passed Law on
the Employment and Work of Foreigners in
Montenegro, some 15.758 working permits were
issued in the first nine months of 2011, or 40%
more than in the same period of 2010. Observed
by activities, the most of permits were issued
in the sectors of tourism and catering (26.2),
construction (18.5%), trade (14.2%), activities
with real estates (12.3%) and agriculture (8%).

The unemployment rate, According to
Employment Agency of Montenegro data,
amounted to 11.14% in September 2011 (number

of recorded unemployed persons in relation to active population). Other unemployment rate is published by
Monstat quarterly, based on the Labour Force Survey, which is in compliance with the recommendations of

Eurostat. Graph 1.19 shows movements of these two rates.

Wages

The average (gross) wage in the first nine months in Montenegro amounted to EUR 723 and it showed period-
on-period increase by 2%. Average salary without taxes and contributions amounted to EUR 485 or 2.1%



more than in the same period of 2010. In the first nine months of 2011, twelve out of fifteen sectors recorded
period-on-period increase in wages without taxes and contributions. The highest increase of wages without
taxes and contributions was in fishing amounting to 22.2% (although this is still the sector with the lowest
average wage), followed by hotels and restaurants (8.8%), trade (8.2%), public administration and social
insurance (7.6%), while the lowest respective growth of 1.9% was in health and social work and real estate
business. Three sectors recorded the decline in average salaries without taxes and contributions, whereby
the highest was recorded in financial intermediation (4%), followed by mining and quarrying (3.4%) and
construction (1.7%).

Table 1.2

Average wage without taxes and contributions, by sectors

Wage without taxes and contributions index
@1-1X10 D1-1X11 —g:K:;
TOTAL 475 485 102.1
Agriculture, forestry and water supply 564 588 104.3
Fishery 176 215 122.2
Mining and quarrying 644 622 96.6
Manufacturing industry 452 486 107.5
Electricity, gas and water supply 688 733 106.5
Construction 408 401 98.3
Wholesale and retail trade, repairs 293 317 108.2
Hotels and restaurants 363 395 108.8
Transport, storage, communication 620 628 101.3
Financial intermediation 880 845 96.0
Real estates, renting 429 437 101.9
;L;lzllri;:cdeministration and social 461 496 1076
Education 430 444 103.3
Health care and social protection 464 473 1019
Other public, social and similar services 404 412 102.0

Source: Monstat

Box 1.3 — Average salaries in the former Yugoslav countries, August 2011

Data on average wages in August 2011 show the difference in the amount of income by individual
countries of the former Yugoslavia. In relation to August 2010, nominal growth of net wages was re-
corded in Slovenia (2.5%), Croatia (2.3%), Bosnia and Herzegovina (2.8%), Macedonia (6.7%) and Serbia
(13.1%), while Montenegro recorded nominal decline in net wages by 5.8%. Slovenia is still the leader
by the amount of average net wages, followed by Croatia, while the average for Montenegro is above
the average for Bosnia and Herzegovina, Serbia and Macedonia.
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In Q3 2011, positive developments have been recorded in the banking sector in the part related to balance
sheet “cleaning” and creating a healthy base for future business. Thus, the quality of banks’ loan portfolio
was improved in relation to the end of 2010, i.e. the share of non-performing loans in total loans was reduced.
The decline in non-performing loans resulted in the decline of the share of past due loans in total loans and
the decrease of necessary loan loss provisions. Apart from that, the share of written-off loans in total loans
declined in relation to the end of previous year, while the share of restructured loans increased.

On the other hand, deposits pledged with banks increased, in relation to the end as well as the same period
of the previous year.

The following key performance indicators of banking business also recorded improvement: ROA ratio, ROE
ratio, liquidity ratios (loans/deposits of banks, share of liquid assets in total assets), with the solvency ratio
still above the legal minimum.

However, the conditions for the increase in the credit activity of banks have not yet been met: commercial
activity has slowed, liquidity of real sector and the financial capacity of legal persons are declining, and the
value of debt based on which the account is frozen is increasing.

At the beginning of Q3 the Decision on Reserved Requirements to be Held in the Central Bank of Montenegro
was enacted, coming into force from October 2011. Pursuant to this decision, the Central Bank aims to
improve the maturity structure of time deposits in order to reduce the potential business vulnerability of

banks.

Although Montenegrin banking system was revitalized after the wave of global financial crisis (2008), the
second wave of the crisis - the current sovereign debt crisis in Europe, exposed Montenegrin economy to
the potential threats of the exterior surroundings, thus creating imbalance at the local market. In these
conditions, the banking system represents the key for the preservation of financial stability, although the
question of securing the credit growth in order to start a new commercial activity remains open, however, it
does not disrupt the stability of the banking system.
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The Decision on minimum liquidity standards (OGM 60/68) is in force. It prescribes the obligation of banks for maintenance
of minimum liquidity ratios at daily (0.9%) and ten-day base (1.0%).

Lower value of liquidity ration was the result of significant decline in the ten-day liquidity indicator, mostly as the result
of corrected calculation of liquid assets by one bank, from the third ten-day period of March, pursuant to the Supervision
Department’s order. Consequently, ten-day liquidity indicators are lower, but the liquidity of the banking system at the
aggregate level and at the level of individual banks in the system are still above the statutory minimum.

Liquid assets include cash and deposits at clearing account with CBM and on accounts with depository institutions in the
country and abroad (demand deposits) declined by portion of allocated reserve requirement which, according to special
regulation can be used for daily liquidity maintenance.

Due liabilities of banks include due liabilities on received loans, due liabilities on interests and fees, due liabilities on time
deposits, 30% of demand deposits, 10% on granted, unutilized irrevocable credit commitments (credit lines), as well as other
due liabilities.

Liquid assets include cash and deposits with depository institutions minus 50% of allocated reserve requirement.
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previous year (by 5.9%). Loans to deposits ratio amounted to 1.04 and it was improved in relation to the
previous year end as well as to the same month of the previous year (Table 2.1.).

Table 2.1
Selected banks’ liquidity indicators, balance at the end of the period

2010 2011
Description/Period
IX Xl IX
Loans/Deposits 1.27 1.23 1.04
Liquid assets/total assets (%) 17.1 19.1 23.0

During the first nine months of 2011, reserve requirements for liquidity were not used.

2.1.2. Aggregated Balance Sheet of Banks

At the end of the 3Q 2011, total assets of banks amounted to EUR 2,891.1 million and it declined by 1.8% in
relation to end-2010, while in relation to the same period of previous year it declined by 0.6%.

Table 2.2
Aggregate balance sheet of banks

Balance, EUR million Change
e e 2010 2011 IX2011/X11 2010 X 2011/1X 2010
2 ol K mIiEIlIJi(Tn % mEiIIUiEn %
ASSETS
- %a:t:‘tjggniep“its heldin depositary 5608 6207 7256 959 152 1648 294
2.Loans 2,263.2 22000 19573 -2427 -110 -6059 -135
2.1. Loan loss provisions 1789 1417 1173 244 172 -616 -344
2.2. Net loans 20843 20583 18400 -2183 -106 -2443 -11.7
3. Securities 744 755 125.0 49.5 65.5 506 68.0
4. Other assets 1988 1934 2128 194 10.0 14.0 7.1
5. Loan loss provisions for other asset items 10.6 132 122 -1.0 -76 16 150
6. TOTAL ASSETS 2,907.6 2,943.7 2,891.1 -52.6 -1.8 -16.5 -0.6
LIABILITIES AND CAPITAL
1. Deposits 1,782.8 11,7899 18778 879 49 95.0 53
1.1. Demand deposits 720.1 7328 7612 284 39 411 57
1.2. Time deposits 1,062.7 10571 11167 59.6 56 540 5.1
2. Borrowings 689,1 6974 5664 -1310 -188 -122,7 -178
3. Other liabilities 138,7 145,5 156,0 10,5 72 17,3 12,5
4.Total capital 2969 3109 2909 -20,0 -6,4 -6,0 -2,0
4.1. Capital and reserves 3898 3926 3135 -79,1  -20,1 -763  -196
4.2. Profit/Loss from the current year -929  -81,7  -226 -59,1  -723 -703 757

5.TOTAL LIABILITIES AND CAPITAL 2,907.6 2,943.7 2,891.1 -52.6 -1.8  -165 -0.6




The decline in the banks’ assets in the first nine months of 2011 is mostly the result of the decline in total
loans which were lower by EUR 242.7 millions by end-September; or 11% in relation to end-2010. Four banks
recorded the decline in lending activity year-on-year, whereby systemic banks had the dominant influence

on the decline.

All other asset items of banks recorded growth in relation to the 2010 end as well as at the annual level (Table

2.2).

Graph 2.3
Return on assets (ROA)

-

|2008
150062

2009
-21.6 EUR million

2010

|
—_

45 -92.9 EUR million  -4.18

0] xn‘ T xu‘ ]

f

| v
201
104
-22.6 EUR million

-81.7 EUR million

Graph 2.4
Assets and loans quality ratio, %

-

30.00
—— Non-performing assets /Total assets

2500 Non-performing loans/Total loans
20.00

15.00
10.00
5.00

0.00

mt
0700

[}

32009 2010

||JX|L| [ v v e v ix x Dxaonl oo o] vl v ix

201

2.1.3. Banks’ Lending Activity

ROA amounted to -1.04% at end-September
2011 and it improved in relation to the end of the
previous year (-2.76%) as well as in relation to
September 2010 (-4.18%).

The improvement has been recorded in average
return on earning assets ratio which at the
end of Q3 amounted to -1.25% (-3.18% at end-
2010; i.e. -4.78 at end-September 2010).Earning
assets made up 77.3% of total assets. This ratio
was reduced in relation to end-2010 (79.1%)
and September 2010 (80%) due to the reduction
of loans which as an earning item record the
greatest share in the banks’ assets.

In the total assets structure, pass (A) made up
51.8%, showing evident increase of its share in
relation to end-2010 (50.6%), as well as in relation
to the same month previous year (50.2%). On the
other hand, non-performing assets (C, D and E)
made up 14.8% of total assets, which is less than
at end-December (17.3%) and slightly more than
at end-September 2010 (14.4%). Considering the
dominant share of loans in banks™ assets, the
trend of non-performing assets is completely
conditioned by the trend of non-performingloans
(Graph 2.4).

In the banks’ liabilities the deposits which have
increased during the nine months as well as on

annual level, recorded the highest share. (Table
22).

The declining trend in granted loans, continued in the 3Q 2011. Thus, total bank loans amounted to EUR
1,957.3 million at end-September 2011, which represents a decline of 11% in relation to end-2010, i.e. 13.5% in



relation to end-September previous year (Graph
2.5).8 On monthly average, loans declined at the
rate of 1.3% during the first nine months of 2011,
which is higher than the decline rate recorded
year-on year (0.6%). Six banks recorded increase
in lending activity in relation to the previous year
end while five banks recorded decline.

The improvement of loan portfolio quality was
evident in the Q3 2011. Specifically, at end-
September 2011 non-performing loans (C, D
and E) made up 19.7% of total loans, which was
below the level recorded at end-2010 (21%), while
they were on a slightly higher level in relation
to previous year (17.6%) (Graph 2.6). Observed
by banks, the share of non-performing loans
in total loans ranged between 0.76% to 35.63%.
The transfer of doubtful receivables from one
Montenegrin bank’s loan portfolio by parent
bank contributed to the decline in the share of
NPLs, which also contributed to the decline in the
share of defaulted loan portfolio in total loans and
the decline of loan loss provisions for the losses on
account of reducing the non-performing assets.
Apart from that, other parent bank bought a part
of the assets of the bank operating in Montenegro.

Past due loans accounted for 23.1% of total loans,
a decline in relation to the end of previous year as
well as on the annual level (Graph 2.7)°. Observed
by banks, the share of past due loans in total loans
ranged between 7.8% and 39.2%.

8 1t should be noted that the total amount of loans was
not decreased by this amount, because part of loans
had been removed from bank’s balance and placed with
parent banks or sold to factoring companies.

Pursuant to the CBM methodology, past due loans
include all loans that are 30 days past due and they
are shown in gross amount (unmatured annuities

included).

Graph 2.5
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Of total loans, at end-September 2011, some 5.1% related to written off loans (5.5% at end-2010 as well as at
end-September 2010), while some 14.6% related to restructured loans (13.4% at end-2010 and 11.1% at the
end of Q3 2010).

Loan loss provisions made up 6.0% of total granted loans at end-September current year and they were lower
by 17.2% in relation to end-2010, while year-on-year decline was lower by 34.4%. The greatest part of loan
loss provisions was allocated for the potential losses on loans granted to private companies (64%), on loans
granted to private persons and employees 27%, on loans granted to public funds and municipalities 4.7% ,
while the loan loss provisions for loans granted to public companies and public organizations amounted to
2.5% of total loan loss provisions.

Table 2.3
Indicators of lending activities in banks,%

L. . 2010 2011
Description/Period
1] Vi IX Xl 1] Vi IX
Loans (C+D+E) / total loans 14.9 16.8 17.6 210 232 253 19.7
Past due loans/ total loans 31.2 243 236 238 295 27.7 23.1
Written off loans/ total loans 26 35 55 55 7.9 8.5 5.1
Loan loss provisions/ total loans 6.8 7.5 79 6.4 55 6.1 6.0
Restructured loans/ total loans 9.7 10.9 111 134 124 1.8 14.6

At end-September 2011, corporate sector and households, being the most significant loan beneficiaries, had
the share 0of93.5% in total approved loans. The banks claimed 18.3% and 2.3% less funds from these two sectors
on account of approved loans in relation to end-2010, i.e. 21.9% and 2.5% less in relation to end-September
of previous year. In relation to end-2010, loans’ growth was recorded only in the General Government sector
(39.7%), while, annually, the financial institutions sector recorded the increase in loans (6.0%) (Table 2.4).
Loans growth in the General Government sector was the result of the activation of Government’s guarantees
granted to public company or a majority state-owned company.

Table 2.4
Loans by sectors, changes, %

Description/Period )l()l(l 22%1110 :§ ;81(1)
Financial institutions -146 6.0
Corporate sector -183 -219
Households -2.3 -2.5
General Government (Government, municipalities, funds) 39.7 230
Other -26.9 -28.7
Total -11.0 -135

Observed by industries, the largest loan beneficiaries were: households (43.0%), trade (20.8%) (Table 2.5).



Table 2.5
Loans’ structure by industries, September 2011, %

Agriculture, Hunting, Fishing 1.1

Mining 13
Energy 0.5
Construction 7.6
Trade 208
Services, Tourism, Hotel Management 6.3
Transportation, warehousing, telecommunication 2.8
Finances 2.1
Real Estates Trade 2.2
Administration, other public services 2.8
Households 43.0
Other 9.6
Total 100.0

Earmarked structure of loans (Table 2.6) shows a dominant share of liquidity loans (17.8%), followed by
housing loans (16.9%) and loans for fixed assets (15.1%).

Table 2.6
Loans’ structure by purpose, %

X12010 IX2010 IX 2011
Liquidity (current assets) 186 16.0 178
Construction and repair of buildings 133 18.2 14.0
Refinancing of liabilities to other banks 0.8 0.5 1.3
Purchase of vehicles 04 05 03
Purchase of securities 0.1 0.1 0.1
Purchase of fixed assets 13.0 13.5 15.1
Preparation of tourist season 1.3 0.8 09
Consumer loans 20 1.6 26
Cash (non-earmarked) 12.8 133 13.0
Housing loans 159 15.7 16.9
Credit cards 1.7 1.7 2.1
Overdraft 1.7 1.6 1.8
Other 184 16.5 14.1
Total 100.0 100.0 100.0

Long-term loans (80.7%) dominated in the maturity structure of loans. The share of these loans has a tendency
of growth, mostly due to the increase in the share of loans with the maturity of over 3 years (Table 2.7).



Graph 2.8

Table 2.7
Maturity structure of total loans, %

Description/Period X112010 1X2010 IX2011
Up to 3 months 7.5 8.8 56
Upto 1 year 14.1 14.7 13.7
Up to 3 years 19.5 21.3 194
Over 3 years 589 552 61.3
Total 100.0 100.0 100.0

Box 2.1 - Collaterals on loans

According to the data of Central Bank’s Credit Registry, at end-September 2011 the debt based on
active bank loans which, being one of the instruments of collateral, have mortgage and fiduciary,
amounted to EUR 1,077.3 million (57.07% of the debt by total active banks’ loans).

In loans where mortgage and fiduciary acted as one of the instruments of collateral, EUR 671.3 million
related to legal persons (61.325 of total active loans to legal persons), and EUR 405.9 million related to
natural persons (51.2% of total active loans to private persons).

The debt on account of approved loans having mortgage and fiduciary collateral, and which is due
date, amounted to EUR 10.8 million for natural persons (2.66% of the natural persons’ debt), and EUR
50.4 million for legal persons (7.51% of legal persons’ debt).

The amount of estimated mortgage and fiduciary value which cover the total debt on basis of those

loans, at end-September 2011 was EUR 3,369.1 million.
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2.1.4. Deposits

At the Q3 2011 end, deposits with banks
amounted to EUR 1 877.8 million. They showed
respective increase by 4.9% and 5.3% in relation
to 2010 year-end and to end-September 2010.
Deposits showed monthly average growth rate
of 0.5% in the first nine months of 2011, whereby
the highest monthly growth was recorded in
August (2.8%) due to the influence of the summer
tourist season. Graph 2.8 indicates the recovery
of deposits: with the exception of balance in May,
observed monthly, total deposits with banks
during 2011 were above the amount in the same
period 2010.
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Graph 2.9
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Table 2.8
Loans by sectors, changes, %
Description/Period )I()I(I 22%1110 :; 581;
Financial institutions -13.7 224
Corporate sector 13.7 -54
Households 87 134
General Government (Government, municipalities, funds) -185 -18.7
Other -103 56.8
Total 49 53
Deposit structure, observed by industries, has not significantly changed in relation to end-2010. To wit, at the
end of the Q3 2011, the greatest part of the deposits related to households (55.1%), followed by the deposits
of financing (7.3%), energy (6.9%), transport,
warehousing and post and telecommunications ~ Graph 2.10
(5.9%), trade (5.7%), administration and other ~ Deposits’ maturity structure, EUR million
public services (3.7%), while the remaining - ~
154% of the deposits related to other industries , , 4
. i ; ) = demand deposits = short-term deposits = long-term deposits
(tourism and catering services, construction, real ,
estate trade, mining and other). 1288
. o . 11,400'
Maturity structure of deposits is still considered 1,200
unsatisfactory. Dominant share of total deposits 1,0001
(85.6%) referred to short-term deposits: 40.6% 8001
related to demand deposits, 45.0% related to 288
time deposits with maturity up to 1 year, while 200-
14.4% related to long term deposits with maturity T T T T T T T T TviT
longer than 1 year (Graph 2.10). 2009 2010 2011
- J




Graph 2.11

2.1.5. Corporate sector and households

Biggest depositors of funds, at the same time the biggest loan beneficiaries, are corporate sector and
households. Deposits of these two sectors recorded an increase during 3Q 2011, while loans of both sectors
recorded a decline. Maturity disproportion between the financing and the sources of financing still exists,
deposits of both sectors being mostly short-term, while the structure of loans granted to these sectors is

dominated by long-term loans.

2.1.5.1. Households

The share of finances deposited by the household sector in total deposits with the banks amounted to 55.1% at
the end of Q3 2011, thus making this sector the most important depositor in Montenegrin banking system.

Household deposits and deposit interest rates by maturity, %
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Constant growth of this sector’s deposits, as of
May 2009 (with the exception of January 2011)
continued into Q3 2011. Thus at end-September
2011 household sector deposits amounted to EUR
1,034.9 million, which is 8.7% higher than at end-
2010, i.e. 13.4% higher than in the same period
previous year.

Observed by maturity, household deposits
were largely short-term (84.6%) (Graph 2.11).
Such deposit maturity structure is not the most
advantageous, considering that this sector mostly
borrows with repayment period over one year
(894% of the household sector loans are long-
term).

At end-September 2011, the household sector
which is the second most important loan
beneficiary, has a share of 43.1% in total granted
loans. Household loans amounted to EUR 843.9
million and they were 2.3% lower than at the end
of previous year, and 2.5% lower than in the same
period previous year.

During the first three quarters of 2011, loans
granted to the household sector declined at
an average monthly rate of 0.2%, which is a
deceleration of loan decline in this sector in
relation to the same period previous year, when
the decline rate was 0.6% (Graph 2.12).



Household sector loans are largely long-term, with the dominant share of earmarked loans (46.7%), mostly
housing loans and loans for refurbishment of business premises (combined 81.4% earmarked loans). Apart
from earmarked loans, a great deal of loans for households referred to cash non-earmarked loans (30.1%) and
mortgage loans (18%).

Box 2.2 - Household indebtedness

At the 3Q 2011 end , according to the Regulatory Credit Bureau, the number of natural persons having
loans with domestic banks amounted to 104,245 (3,169 clients less than at the end 2010). Measured
by households indebtedness and the number of indebted citizens (banks’ clients) ratio, the average
households indebtedness amounted to EUR 7,606 which is EUR 139 less than at the 2010 end. On the
other hand, the debt “per capita”, measured by the ratio of total household loans and total population
amounted to EUR 1, 361 i.e. EUR 32 less than at the 2010 end."®

During the past period, the trend of deposits ~ Graph 2.13
growth and decrease of loans influenced the — Nethouseholds’ debt/savings, in EUR million

increase of this sector’s net savings. Households

net savings amounted to EUR 191.0 million, 4
at the end of 3Q 2011, it increased in relation to 20
end-2010 when it amounted to EUR 88.3 million 2001
as well as in one year period (EUR 47.2 million) 1
(Graph 2.13). 1
50 4
0
Past due household loans made up 16.6% of total ol TUTITNTN ATl o el T o T f v v vl vilv ix
loans approved to this sector, which is slightly 700' 2010 2011
more than in end-2010 (16.3%), i.e. in the same o0
. . -150
period previous year (16.5%). L

2.1.5.2. Corporate Sector

Corporate sector accounted for 26.6% of total deposits with banks, or EUR 499.2 million. In relation to the
end of previous year, deposits of this sector are 13.7% higher, while observed annually, they are 5.4% lower.

This sector’s maturity structure of deposits shows the dominant share of demand deposits (approximately
60%).

Corporate sector is the biggest loan beneficiary. In end-September 2011 this sector accounted for 50.4% of
total banks'’ receivables on total granted loans. This sector’s total debt on account of loans amounted to EUR
985.8 million, 18.3% lower than in end-2010, i.e. 21.9% lower than in end-3Q previous year.

1" Montenegrin population in 2011 was 620,029 (results of the Population Census 2011), source: MONSTAT.
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During the first nine months of 2011, loans
granted to corporate sector decreased at an
average monthly rate of 2.3%, which is an
acceleration of the decline in relation to the same
period of 2010, when loans in this sector declined
atarate of 0.8%.

Maturity structure of corporate sector’s debt,
unlike the maturity sector of this sector’s deposits,
shows dominant share of long-term loans, mostly
loans with maturity over 3 years.

Box 2.3 — Enforcement Collection

At end-September 2011, Central Register of Accounts recorded 56,781 accounts of legal and natural
persons. Out of total number of registered accounts, 26.0% or 14,750 accounts were frozen, which is
4.5% more (637) than at end of the previous year, i.e. 10.8% (1,434) more than in the same month 2010.
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At end-September, total debt on basis of which the accounts were frozen amounted to EUR 349.5
million, which represents a growth of 37.6% in relation to end-2010, i.e. 59.3% on annual level.

The debt concentration was relatively high, considering that the top-10 debtors or 0.07% of total
recorded debtors, accounted for 22.6% of total debt.



Graph 2
Total debt based on blocking, EUR 000

a N
400,000
350,000
300,000 ~
250,000
200,000
150,000
100,000

50,000

0
! v vivibiod el 1 fv v vivibeiod bl 1| v iviviig

2009 2010 20M

Corporate sector is the most important net debtor in Montenegrin banking system. During the first nine
months of 2011, loans granted to the corporate sector were almost twice higher than the sector’s deposits with
banks (Graph 2.14). This sector’s loans/deposits ratio amounted to 1.97 at the end of the observed period. As a
result of the decline in the number of loans granted to this sector, as well as the increase of deposits, the loans/
deposits ratio improved in relation to end-2010 (2.75), as well as in relation to end-September 2010 (2.39).
Thus, at the end of 3Q, corporate sector’s net debt was reduced and it amounted to EUR 486.6 million. It was
36.6% lower in relation to end-2010, i.e. 33.8% in relation to the same month previous year.

2.1.6. Foreign Assets and Liabilities of Banks

Foreign banks’ assets' amounted to EUR 543.8 million at end-September 2011 (Table 2.9) which is by 36.2%
more in relation to end-2010 or 44.88% more than in the same month previous year. At end-September 2011,
structure of foreign banks assets was dominated by foreign banks™ deposits (81.0%), followed by cash in
vaults (12.6%) and loans to non-residents (6.3%).

Table 2.9
Foreign banks’ assets, period-end, in EUR million

2010 2011
Description/Period
1] VI IX Xl 1] VI IX
Deposits 186.9 273.1 2826 296.0 347.1 3353 440.6
Cash 62.6 87.9 86.7 556 71.2 86.3 68.7
Loans 429 47.2 499 476 442 446 345
Securities, without shares 0 0 0 0 0 0 0
Foreign assets, total 2924 408.2 419.3 399.2 462.5 466.2 543.8

' Receivables from non-residents



At the end of the third quarter of 2011, foreign liabilities of banks'* (Table 2.10) amounted to EUR 842.3
million, and it declined 9.6% in relation to end-2010, while in relation to the same period of previous year it
declined by 7.8%. The structure of foreign liabilities of banks was dominated by foreign borrowings (62.9%),
followed by non-residents deposits (35.2%) while an inconsiderable share of foreign liabilities referred to

issued debt securities (2.0%).

Table 2.10
Foreign banks’ liabilities, period-end, in EUR million

Description/Period 112010 VI 2010 IX2010  XI12010 1112011 VI 2011 IX 2011
Loans 660.8 644.1 651.8 6594 614.2 551.0 5294
Deposits 319.1 3227 2619 270.8 275.8 325.1 296.4
Securities, without shares 46 4.6 0 1.5 16.5 16.5 16.5
Foreign liabilities, total 984.5 9714 913.7 931.6 906.5 892.6 842.3

Atend-September 2011, foreign borrowings amounted to EUR 529.4 million. Foreign borrowings were 19.7%
lower in relation to end-2010 and 18.8% lower in relation to the same month previous year. In the observed
period, good solvency and reduced lending activity of banks influenced the decrease in foreign borrowings

(Graph 2.15).
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During the first three quarters of 2011, all banks
used foreign borrowings and the largest amount
of borrowings referred to borrowings from Hypo
Alpe Adria Bank (36.0%), Societe Generale Group
(14.0%), KfW (9.9%) and EFSE (6.2%).

In the maturity structure of foreign borrowings,
long-term borrowings had the dominant share of
97.0%. Currency structure of borrowings shows
that banks mostly borrow in Euros (88.8%).

At end-3Q of 2011, net foreign assets amounted
to EUR -298.5 million (at the end of the same
period previous year it amounted to EUR -494.5
million).

Foreign liabilities and total balance sum of banks at end-September 2010 ratio, shows that the 29.1% of total

banks assets were financed by non-residents. The reduction of foreign liabilities and total assets of banks

was influenced by the reduction of the main positions of the banks’ liabilities. On the other hand, 18.8% of

banks’ assets referred to the claims on foreign borrowers. At end-3Q 2011, the gap between foreign assets and

liabilities of banks amounted to 10.3 percentage points (Graph 2.16).

12 Debts of banks towards non-residents.



Graph 2.16
The share of foreign assets and liabilities in balance sum, %
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2.1.7. Banks’ Reserve Requirement

The manner of calculating and allocation of reserve requirement and regulation of the application of this
instrument is prescribed by the Decision on the Banks™ Reserve Requirement with the Central Bank of
Montenegro®.

Box 2.4 — Changes in Reserve Requirement Policy in 2011

In July, 2011 Central Bank passed the new decision which changed reserve requirement policy. The
Decision foresees lower rate of reserve requirement for the deposits with maturity over 1 year. Pursuant
to this decision, the Central Bank tends to improve maturity structure of time deposits, for a longer
period, in order to reduce the potential business vulnerability of banks. The new reserve requirement
policy shifts the focus from liquidity safeguarding the banking sector to the improvement of maturity
match of sources and the placement of banks.

The new Decision on Bank Reserve Requirement to be Held With the Central Bank of Montenegro
(OGM 35/11) prescribes that the banks shall calculate the reserve requirement by applying the rate of:

9.5% for the part of the base consisting of the demand deposits and deposits with maturity up to
one year, i.e. up to 365 days.
8.5% for the part of the base consisting of deposits with maturity over one year, i.e. over 365 days.

The rate by which CBM pays interest to 25% of total allocated funds of the reserve requirement remains
1% at the annual level, while banks can still use the possibility to allocate and keep 25% of reserve
requirement in the form of T-bills issued by Montenegro.

s}

0GM 9/07, 05/08, 15/09, 41/09. Pursuant to this decision, the base for calculating reserve requirement consists of demand
deposits and time deposits, with the reserve requirement rate of 10%, and the rate at which CBCG pays interest to the 25% of
total allocated funds for reserve requirement is 1% annually. Banks have opportunity to hold 25% of reserve requirement in
T-bills issued by Montenegro. New Decision on Reserve Requirement held with the Central Bank of Montenegro (0GM 35/11)
regulating this instrument is in force, and its application shall start with the first accounting period in October this year.



The decision came into force on 1 October 2011, enabling the banks to gradually adapt to the new
regime of the reserve requirement.

At end-September 2011, reserve requirement of banks amounted to EUR 161.3 million, which is EUR 3.3
million or 2.0% less in relation to end-2010, as well as in relation to the same month previous year.

Of the total amount of reserve requirement at end Q3 2011, 65.4% was allocated to the account of reserve

requirement in the country, 23.5% in the form of T-bills and 11.2% at the Central Bank’s accounts held abroad
(Table 2.11).

Table 2.11
Reserve requirement structure, 112010 - 1X 2011, %

2010 2011
Description/Period
1] Vi IX Xl I A IX
Reserve requirement account in the country 66.8 63.9 63.4 74.2 69.0 60.6 654
Allocated in T-bills 226 225 225 18.5 239 239 235
CBM reserve requirement accounts held abroad 10.6 13.7 14.1 73 7.1 15.5 11.2

During the first nine months of 2011, ten banks used the possibility to allocate a part of reserved requirement
in a form of T-bills, total of EUR 37.9 million.

During the first three quarters of 2011, all the banks had the prescribed level of allocated reserve requirement
and did not use the possibility to use 50% of reserve requirement for liquidity maintenance.

Atend-September 2011, effective reserve requirement, measured by the allocated reserve requirement/ total
banks’ deposits ratio, was 8.6% (Table 2.12).

Table 2.20

Reserve requirement/ total deposits and banks’ borrowings ratio, %

2010 2011
Description/Period
1] Vi IX Xl 1] Vi IX

Allocated reserve requirements 165829 162913 164,593 164,550 163968 162557 161,258
Total deposits 1,767,817 1,808,308 1,782,858 1,789,851 1,783,577 1,837,345 1,877,849
Total borrowings 698,800 680,854 689,146 697400 650,733 590,727 566,421
Reser\{e requirements/total 94 9 9 9 90 88 86
deposits

Reserve requirements/ 6.7 6.5 6.7 66 6.7 6.7 66

(total deposits and borrowings)
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Table 2.13 shows allocated reserve requirement/total deposits, i.e banks” assets ratio in Montenegro and the

countries in the region.

Table 2.13

Reserve requirement/ total deposits and banks’ assets ratio, IX 2011

Description/ Period

Reserve requirement/ Deposits

Reserve requirement/ Assets

Bosnia and Herzegovina
Montenegro

Croatia

Macedonia

22.9%
8.6%
10.3%
13.5%

13.6%
5.6%
7.1%
8.1%

During the first three quarters of 2011, the CBM calculated the interest rate of 1% on the 25% of allocated
reserve requirement, and paid interest at the total amount of EUR 308.5 thousand.

2.1.8. Banks’ Capital

At end-September 2011, total capital
of banking system amounted to EUR
290.9 million, 6.4% lower in relation
to the level of capital at end-2010,
while annually, it recorded a decline
of 2.0%.

At end-3Q, return on average
equity (ROE) of the banking system
was negative and it amounted to
-10.1% (Graph 2.17), but it showed a
tendency of improvement in relation
to the end of previous year (-27.3) as
well as in relation to the same month
2010 (-41.1%).

Despite significant recapitalisations
during the previous two years (Table
2.14), as well as in 2011, banking
system  capitalization index in
relation to assets as well as to loans
remained the lowest in the region
(Graphs 2.18 and 2.19).

Graph 2.17
Return on average equity (ROE), %
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Table 2.14
Recapitalisation of banks, EUR 000
TOTAL
2008 64,203
2009 77,097
2010 71,401
2011 18,666
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Graph 2.18
Total capital to banks’ assets ratio, %
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Table 2.15
Solvency ratio, %
2007 2008 2009 2010 2011
Xl Xl Xl ]l Vi IX Xl 11l Vi IX
Solvency ratio 1712 1504 1575 1434 1648 1458 1585 1536 1526 1513

In the neighbouring countries, solvency ratio is above prescribed level as well, but it is also above the level
recorded on the aggregate level with the banks in Montenegro (Table 2.16). "

4 Note: It should be noted that the methodology for calculating solvency ratio differs among countries.



Table 2.16
Solvency ratio

Prescribed solvency ratio Latest available data
Country
1 2
Serbia (V1 2011) 12% 19.70%
Croatia (IX 2011) 12% 19.30%
BIH (VI 2011) 12% 15.50%
Macedonia (VI 2011) 8% 16.50%
Montenegro (IX 2011) 10% 15.13%

In the ownership structure of banks’ capital at the end of Q3 2011, the state had the share of only 2.98%,
domestic private capital 17.35%, while foreign capital dominated (79.67%).

Financial result of the banking system at the end of Q3 2011 was negative and it amounted to EUR 22.6
million. In the observed period, five banks in the system recorded positive financial result.

2.2. Micro Credit Financial Institutions

The uncertainty about the future economic growth and extremely high interest rates had the limiting effect on
the demand of private sector for loans of micro credit financial institutions (MFI), which total loan portfolio
has been in decline since 2009.

Atend-September 2011, total MFI assets amounted to EUR 44.3 million, showing decrease in relation to end-
2010 by 24.6%, or 28.9% in relation to the same period of 2010 (Table 2.17).

Table 2.17
MFI assets, period-end, in EUR 000

2010 2011
Description/ Period
Il Vi IX Xl I Vi IX
Total 71,305 66,058 62,290 58,732 51,092 47,890 44,309

Concentration in the MFI sector is very distinct considering that 53.1% of MFIs assets, 51.2% total loans and
60.6% of total borrowings referred to one MFI.

At end-September current year, total MFI loans, which make up 77.5% of total assets, amounted to EUR
34.3 million. Development trend of total MFI loans is in decline. In relation to the end of 2010, total loans
decreased by 21.1% and in relation to end-September 2010 total loans decreased by 28.4% (Table 2.18).
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Table 2.18
Total MFI loans, at the end of the month, in EUR 000

2010 2011
Description/ Period
] Vi IX Xl 1] Vi IX
Total 60,137 54,342 47918 43,485 39,513 36,813 34,329

The sector structure of loans shows that most of them was granted to the household sector (98%). In the MFI
loan portfolio structure by industries, agricultural loans were still dominant (43.1%), and combined with
loans to services, catering and tourism sector they made up 72.6% of total loans (Graph 2.20).

The maturity structure was dominated by long-term loans (89.5%).

Graph 2.20

MFI loans by industries, 3Q 2011, % Atthe end of 3Q 2011, past due MFI
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At the end of 3Q 2011, total MFI
assets amounted to EUR 19.2 million, the financial result was positive and it amounted to EUR 1.4 million.

2.3. Interest Rates
2.3.1. Banks' Interest Rates

In 3Q 2011, lending and deposit interest rates recorded a slight decline.

2.3.1.1. Lending interest rates

The trend of lending interest rates was largely affected by country’s high risk premium, as well as non-
performing assets trends, client risk and general business climate.
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Graph 2.21
Annual lending interest rates at the system level, %

Annual WALEIR to loans, by maturity, %

Box 2.5 - Banks’ Lending Interest Rates

In calculating variable interest rates, banks in Montenegrin banking system mostly use three-month
EURIBOR (in October 2011 it amounted to 1.576% annually), and six-months EURIBOR (in October
2011 it amounted to 1.776% annually). The expansive lending policy of the most influential central
banks during 2009 was followed by the decline in reference interest rates as well as the decline in
interest rates by which the leading European banks were willing to lend funds among themselves at
the international financial market. Graph 1 shows that the declining trend of these rates began in the
final quarter of 2008, and continued into 2009 and 2010. In 2010 these rates reached their historical
minimums, and from then they have been showing an increasing trend. In the first half of 2011, the
three-month and six-month EURIBOR had the growing trend in parallel with the gradual withdrawal
of liquid funds from the money market by the ECB. The rates increased above 1.5% after the increase
of the main refinancing rate to 1.5% in July 2011. In early August 2011, with new deepening of the debt



crises, the ECB injected more liquid funds into the banking system resulting in the decline of rates as
per the ECB's rate of 1.5%.

Graph 1
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2.3.1.2. Deposit interest rates

There are beliefs that in times
of intense market disruptions
these rates lose their quality
as an indicator which should
give a clear insight into the
situation on the debt market,
financial markets in general
and the real economy. The
fact that the leading banks
are willing to lend each other
at these rates does not mean
that they are willing to lend to
others, even at approximate
rates. However, from the point
of view of commercial banks,
especially when it comes to
long-term  loans, variable
rates (which contain EURIBOR
plus fixed margin) are more
resistant to interest risk.

At end-September 2011, WADEIR amounted to 3.11% and it was 0.16 percentage points lower than at end of
2010, i.e. by 0.41 percentage points lower in relation to September 2010 (Graph 2.23).

Graph 2.23
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WADEIR  on natural persons’
deposits amounted to 3.53% (a
decline by 0.15 percentage points in
relation to December 2010), while
WADEIR on legal persons’ deposits
amounted to 2.58% (an increase of
0.20 percentage points in relation to
December 2010).

Observed by maturity at end-
September 2011, WADEIR amounted
to 0.43% on demand deposits, 4.54%
on deposits with maturity from three
months to one year, 5.51% on deposits
with maturity from one to three years,
4.20% on deposits with maturity
from three to five years and 3.25% on
deposits with maturity over five years.



At end-September 2011, the interest
rate spread, shown as the difference
between lending and deposit interest
rates, amounted to 6.50 percentage
points. Shown as the difference
between interest income/average
earning assets and interest expenses/
average interest-bearing liabilities,
the interest rate spread amounted to
4.18 percentage points. Due to the
decline of clients’ creditworthiness,
the interest spread of legal and
natural persons, was still quite high.

2.3.2. MFlIs Interest Rates

At end-Q3 2011, weighted average
lending nominal interest rate
(WALNIR) at total MFIs loans
amounted to 19.55%, while weighted
average lending effective interest rate
(WALEIR) amounted to 28.58%.

In relation to the 2010 end, WALNIR
and WALEIR increased by 0.36 and
0.62 percentage points, respectively
(Graph 2.25).

Interest rates at which banks
and MFI granted loans differ
significantly. Specifically, weighted
average lending nominal interest rate
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with banks amounted to 9.06%, the effective interest rate amounted to 9.61%, while those same rates with
MFIs amounted to 19.55% and 28.58% (Graph 2.26).

Banks granted short-term loans (WALEIR) at interest rate of 11.08%, while MFI gave the rate of 33.50%.
WALEIR at long-term loans with banks amounted to 9.52% and with MFI 28.05%.

> Interest rates spread — difference between the weighted average lending and deposit interest rate at the banking system level;
Spread I - difference between income from interests/ average earningassets and expenditures from interest/ average interest-

bearing liabilities.
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MONEY AND
CAPITAL MARKET






3.1. Money Market

Two T-bills auctions were held in 3Q 2011, one  Graph 3.1

with 182 days maturity, and one with 92 days  Sold amounts in EUR thousands (left axis) and interest rates in %
maturity, with the total issue amount of EUR 52.0  (right axis) on T-bills with the maturity of 91 and 182 days, I-1X 2011
million.

4 N
o , 50000 3.50
All T-bills issued in Q3 2011 were sold. Total 000l 264 290 . .
demand exceeded the offer and it amounted 40000 4 ' 238 . s
to EUR 58.3 million. Buyers at auctions were | 350001 e
Montenegrin banks, and Deposit Protection 32888 200
Fund. 20000 1 150
15000 4 100
Total amount of sold T-bills in the first 3Q 2011 10000 + 050
was EUR 109.6 million. The weighted average 5'008 T . . . . 000
interest rate to the T-bills with maturity of 182 28022011 14032011 26042011 30082011 13092011
days in the ﬁl‘S’[ 3Q 2011 ar.nounted to 2.64%, 182-day T-bills sold Average interest rates on 182-day T-bills
while the Welghted average interest rate to the 92-day T-billssold ~ — Average interest rates on 92-day T-bills
T-bills with maturity of 91 days amounted to  \_ J
0,
2.27% (Graph 3.1). Source: CBCG

Total state’s debt for T-bills sold amounted to EUR
55.6 million as at 30 September 2011.

3.2. Capital Market

Turnover at Montenegrin stock exchange in the first three quarters of 2011 amounted to only EUR 41.1
million. Compared to the same period of 2010, a decline of 3.3% was recorded, and compared to the first nine
months of 2009, recorded decline amounting to 88.0%. Average monthly turnover in the first nine months
of the current year was only EUR 4.6 million, the same as the monthly turnover average in 2010 (EUR 4.6
million), indicating that the capital market crisis is not yet over. The decline in stock exchange turnover in
the first three quarters of 2011 was also followed by a decrease in executed transactions, thus 10.5 thousand
transactions were performed, i.e. 68.1% less than in the same period of 2010. Major part of turnover was
recorded through secondary trade, whereas primary trade accounted for only 15.3% of turnover. Significant
share of primary trade in total turnover is a result of one Montenegrin bank’s share issuance, for the purpose
of recapitalization.
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Table 3.1
Turnover at Montenegrin stock exchange, %

-1X 2011 I-IX 2011 -1X 2011
Relative changes I-1X2010 I-1X 2009 I-1X 2008
33 -88.0 -70.1
Source: CBCG calculations
Graph 3.2
Turnover in EUR million at Montenegrin stock exchange in first
nine months, by years
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Graph 3.3
Turnover structure at Montenegrin stock exchange, I-1X 2011
~ Turnover Structure
0
4% In the turnover structure , company
shares turnover accounted for the
main share (Graph 3.3). At the
same time, the share of company
o shares turnover increased by 28.5
ares o .
o Shares percentage points in relation to the
m Bonds same period of 2010 (Table 3.2).
.

Source: Montenegro stock exchange



Table 3.2

Total turnover and its structure, I-IX, by years

Money and Capital Market INIEETI

Turnover I-1X 2008 I-1X 2009 I-1X 2010 I-1X 2011
u Vi
structure Absolute  %oftotal Absolute %oftotal Absolute %oftotal Absolute % of total
amount turnover amount turnover amount turnover amount turnover
Shares 97.542.111 71,0% 320.906.673 93,6% 25792377 60,7%  36.669.830 89,2%
Joint Investment ;. 19, 185%  7.544.055 22% 4791957 113% 2538961 6,2%
Funds'shares
Bonds 14.334.660 104% 14.387.911 4,2% 11.930.763 28,1% 1.908.517 4,6%
TOTAL 137.327.963 100,0% 342.838.639 100,0% 42.515.096 100,0% 41.117.308 100,0%
Source: Montenegro stock exchange
Graph 3.4

Total turnover of Montenegrin
companies’ sharesamountingto EUR
36.7 million was recorded through
7.0 thousand transactions (69.9% of
totally realized transactions) and it
was by 42.2% higher in relation to
the same period of the previous year.
At the same time, the number of
executed transactions decreased by
2.7 thousand transactions.

Turnover with Joint Investment
Funds’ (JIF) shares in the first three
quarters of 2011 was EUR 2.5 million
recorded through 2.6 thousand
transactions. Realised turnover with
JIF shares was by 51.3% lower than
in the same period of previous year,
while the number of transactions
declined by 20.8%.

Turnover in EUR million and number of transactions of companies’
shares I-IX, 2010 and 2011

e I
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Graph 3.5
Turnover in EUR thousands and number of transactions of JIF
shares I-1X 2011
~
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Source: Montenegro stock exchange

il 59



60 HEN

ININEENE Chief Economists Report - Third Quarter 2011

Graph 3.6

Bonds' turnover and number of transactions, I-1X, 2011
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_ /" In relation to the reference period of
2010, the turnover of bonds recorded

Source: Montenegro stock exchange adecline of 84.0%, while the number
of executed transactions was 2.9

Graph 3.7 times lower than in the first nine
raph 2. months 2010.

Turnover of various bonds, I-IX 2011
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Source: Montenegro stock exchange

* The high share of restitution and frozen foreign currency savings bonds was influenced by the Decision of the Ministry of
Finance, enabling debtors (natural and legal persons) to settle their liabilities to the State (paying taxes, debts to state) using
these bonds.
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Indices Graph 3.8
Montenegro exchange indices
Since the beginning of 2011,

both indices declined with some [ R
oscillations. At end-September 20,00000
Monex 20 recorded a decline of 21.2% 1283888 L monex ;OF
in relation to end-2010, while Monex 1400000 "
PIF index recorded a decline of 27.6%. 12,000.00

10,000.00
In relation to end-September 2010, 238888
both indices recorded a decline: 400000
Index Monex 20 by 17.5% (242372 2,000.00
index points) and index Monex PIF 000 e e e e e
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by 14% (798.08 index points). 2009 ‘» 2010 ‘» 01
In relation to their hystorical - -
maximum values (reached in 2007), Source: Montenegro stock exchange
at end-September indices were lower:
Monex 20 — 4.2 times lower, a Monex
PIF - 104 times lower.
Table 3.3
General Data on Indices
MONEX 20 MONEX PIF

Value as of 30 September 2011 11.446,54 4.905,64
Absolute change of index in 2011 -3.075,99 -1.872,12
Starting index value 1000,00  March 2003 1000,00  March 2003
Maximum value in 2011 15.723,86 24.01.2011 6.673,19 15.02.2011
Maximum historical value 48617,88 07.05.2007 50.780,54 17.08.2007
Minimum historical value 918,57 14.04.2003 959,53 02.04.2003
Growth (decline) in 2011 21,2 -27,6

Source: Montenegro stock exchange

Block trade

Only one block transaction was realised at Montenegro stock exchange during the first nine months of
2011, at the total value of EUR 1 million. Block transaction was executed with the shares of the company
“Crnagoraput”.
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Capitalization in EUR million at Montenegrin stock-exchanges"”
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Capitalization

At end-September 2011, the
capitalization of the Montenegro
stock exchange amounted to EUR
2.96 billion.

The liquidity at end-September 2011,
measured through the turnover ratio,
amounted to 0.001911.

Box 3.1 - Regional stock exchanges, selected operations indicators

In the first three quarters of 2011, all of stock exchanges in the region, except Zagreb stock exchange
and Montenegrin stock exchange, recorded increase in turnover in relation to the same period of 2010.

Table 1

Turnover and realized transactions at regional stock exchanges

Stock exchange

Relative turnover ratio
I-IX 2011/I-1X 2010

Relative transactions ratio
I-1X 2011/I-1X 2010

Belgrade stock exchange
Zagreb stock exchange
Sarajevo stock exchange
Macedonian stock exchange
Ljubljana stock exchange

Montenegro stock exchange

616
-46,1
162,7
684
6,1
=33

1.5709
39,2
-144
4,0
-10,8
-31,7

Source: Reports of national stock

exchanges

Table 1 shows that the total turnover at most stock exchanges in the first nine months of 2011 was
far above the turnover recorded in the reference period of 2010. The highest increase in turnover
was recorded in Sarajevo Stock Exchange (162.7%), while Montenegro stock exchange and Zagreb
stock exchange recorded a decline in turnover. By number of transactions, Belgrade stock exchange
recorded the highest increase, as a result of free disbursement of shares.

7 By December 2010 the data on capitalization was provided by Securities and Exchange Commission of Montenegro, and capi-
talization represented a monthly average of capitalization on both Montenegrin stock exchanges.



In the first nine months of 2011 stock exchange indicators showed worse performances in relation
to end-2010, and most indices recorded a decline, except indices of Sarajevo and Macedonian Stock
Exchanges, while in relation to end-2010 all regional stock exchange indices recorded decline (Table 2).

Table 2
Changes in selected regional stock exchange indices

% of change
Stock exchange Index
IX2011/X112010 1X2011/1X 2010
Belgrade stock exchange BELEX15 =152 -11,0
Zagreb stock exchange CROBEX -12,2 -32
Sarajevo stock exchange SASX-10 -1,3 42
Macedonian stock exchange MBI10 -5,0 38
Ljubljana stock exchange CEESEG -28,9 -24,5
Montenegro stock exchange MONEX20 -21,2 -17,5

Source: Reports of national stock exchanges

As per the Belgrade SE sentiment index, after negative trends in September of current year, investors’
have optimism regarding the market trends in the following months.

Graph 1
BELEX sentiment, market perception index'®

4 ) In relation to end-September

§5‘2¥: 2010, market capitalization
e@: at Ljubljana, Belgrade and
S ey Sarajevo  stock exchanges

[
|
i i recorded a decline (Table 3).

STt
SRS

i L

2010

===

Thos
[ pm

Bor
o B

i
1
1
1
1
i
1
1
1
1
1
:
:
0

.00 2000 4000 6000 8000 10000 12000 140.00
\ /

Source: Belgrade stock exchange

'8 Belex sentiment is the index of expectations of the most active stock exchange members (important share in turnover and
frequency in trade in the period preceding the voting), portfolio managers of investment and voluntary pension funds and
the public. The index is calculated as the weighted value of votes of these three groups of participants about the direction
and the intensity of further movements in the market in the following month. The BELEX sentiment’s base value is 100, and
values between 0 and 200 may be taken into consideration. A value lower than 100 indicates negative forecasts of the market
participants, and everything above are positive expectations. The index value points to deviations from the base value and the
value change in relation to the previous month. There used to be a similar index at the Montenegro stock exchange, the so-
called “Moste intuitivo”.
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FISCAL
SECTOR







With growing risk of new European recession, the most important short-term priority for the fiscal
economy is the continuation of initiated consolidation, i.e. reduction of state spending, which represents a
burden for the economy and citizens, as well as the increase of tax yield. Reduction of state spending and
increase in revenue imply a decrease in deficit, lower need for borrowing, and therefore lower dependence on
international market. Consequently, basic fiscal challenge is to reduce the deficit and the need to borrow, with
the continuation of key and priority investment projects.

4.1. Consolidated public consumption

Total current public revenues® in the first nine months of 2011, according to the estimate of the Ministry of
Finance, amounted to EUR 932.5 million, i.e. 28.5% of the estimated GDP for 2011%. Compared to the same
period of the previous year, public revenues were lower by 1%.

In the structure of public revenues, taxes (63%) were dominant, followed by contributions (26.9%), whereas
the remaining public revenues account for 10.1%.

Consolidated public consumption was estimated to the amount of EUR 991.6 million, i.e. 30.3% of estimated
GDP. Compared with the same period of 2010, public consumption was higher by 5.8%, as a result of the
increase in the majority of expenditure categories (gross income, interests, subsidies, welfare transfers).

Current public consumption?' amounted to EUR 915.5 million or 28% of GDP, increased by 8.5% in relation
to the same period of the previous year.

Individually, according to economic classification, the biggest expenditure item are social welfare transfers
(EUR 336.8 million or 10.3% GDP), mainly due to expenditures for pensions which amounted to EUR 266.6
million, or 8.1% GDP. They are followed by gross wages and contributions on payroll (EUR 280.4 million
or 8.6% of GDP) and transfers to institutions, individuals, non-governmental and public sectors (EUR 77.6
million or 2.4% of GDP), while the capital budget amounted to EUR 76.1 million or 2.3% GDP).

¥ Total current public revenues include revenues of the budget, state funds and local administration.
% Source: Source: Ministry of Finance; estimated GDP for 2011 amounts to EUR 3,273 million.

21 Consolidated public expenditures minus total capital expenditures.
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The level of public revenues at Q3 2011-end was lower than the recorded consolidated public consumption,
therefore the public sector deficit amounted to EUR 59.1 million or 1.8% of the estimated GDP. (Annex D,
table 12).

4.2. Budget of Montenegro and State Funds

According to the preliminary data of the Ministry of Finance, total budgetary revenues with state funds*
amounted to EUR 1,026.4 million or 31.4% of the estimated GDP. In the budgetary revenues structure, 80.8%
referred to source revenues, 18% referred to foreign loans, 1.2% to privatization revenues, donations and
borrowings and loans from domestic sources (Table 4.1).

G Current revenues of the budget amounted to
raph 4.1 . ]
EUR 829.7 million or 254% of the estimated

Source revenues, EUR million )
GDP. In relation to the plan, these revenues are

( 7 lower by 1.6% as a result of lower realization of
35000 tax revenues, fees and other revenues. In relation
30000 Plan jan-sept. 2011. to the same period of the previous year, current

= Realized jan-sept. 2011 revenues were by 0.6% higher
25000 - Y V.07 higher.
| Realized jan-sept. 2010.
200.00
15000 In the structure of current revenues, tax revenues
‘ recorded the largest share (64%), followed by
100.00 4 . .
contributions (30.2%), while the remaining
50.00

5.8% referred to revenues from fees, duties, other
revenues and repayment of granted loans.

Personal ~ Corporate  Valueaded Exscise  Intern. Contribution Contribution Non-tax
income tax  income tax tax tradeand forpension forhealth  revenues
trasaction  and insurance

w disabity Tax revenues amounted to EUR 530.7 million -

insurance

a decline of 1.8% in relation to the plan, while in
relation to the same period of 2010 they recorded
Source: Ministry of Finance an increase of 5.3%. Decline of tax revenues in
relation to the plan was affected by declined
revenues from real estates turnover tax (34.4%), international trade and transactions tax (12.4%), profit tax of

natural persons (4.6%) and excise duties (2.9%).

\ J

Collection 2.9% lower than planned was realised in excise duties, due to the changes in the excise duties
structure and changes of payment method. However, in relation to the same period of the previous year,
collection of excise duties was 12.6% higher.

Collection of VAT revenues in the first nine months was slightly below the plan while in relation to the
previous year it increased by 6.3%. As a result of good tourist season, the highest level of VAT collection was
realised in August, amounting to EUR 46 million, reaching the level of September 2008.

2 Revenues include source revenues, (direct and indirect taxes and non-tax revenues), borrowings, donations, privatization rev-
enues and loans from domestic and foreign sources.



Collection of corporate profit tax was above the plan by 4.9%. The reason for higher realisation is the collection
of profit tax in April, pursuant to the latest changes of Law on Corporate Profit Tax, adopted end-2009,
envisaging the abolishment of the pre-paid collection and the payment of the corporate profit tax declared
in total amounts in the tax file, within three months following the expiration of the incurring fiscal year. In
the forthcoming months, only the tax debt collection is envisaged, being in accordance with the Decree on
Deferred Payment of the Corporate Profit Tax in the six monthly instalments.

Contribution based revenues amounted to EUR 250.45 millions, which is 3.9% above the plan, due to the
payment of a part of wages contributions for October from the Budget.

Table 4.1
Current revenues of the Montenegrin budget and state funds, I-IX 2011

Plan I-IX Rgcorded rSeC::\eui:s .Share ?:ar:f:ttif: Recorded T:(e)am";aa?:S
Type of revenue 2001 in 2010 o011 MOPP o theplan X 2010 152010

miion milon  ® %% gy %
TAXES 540,68 530,68 63,96 16,21 98,15 504,17 105,26
Personal income tax 60,06 5727 6,90 1,75 95,35 61,38 93,30
Tax on Profit 29,61 31,07 3,74 0,95 104,93 17,28 179,80
Real Estate Turnover Tax 1,31 0,86 0,10 0,03 65,65 3,84 22,40
Value Added Tax 297,73 296,74 35,76 9,07 99,67 27911 106,32
Excise Duties 110,41 107,20 12,92 3,28 97,09 9517 112,64
Tax on International trade and Transactions 39,27 3441 415 1,05 87,62 38,77 88,75
Other Republic Taxes 2,29 3,13 0,38 0,10 136,68 8,62 36,31
Contributions 240,98 25044 30,18 7,65 103,93 259,31 96,58
ﬁlosztrg:z‘;ions e e il ClEteliyy 14709 15304 1845 468 10397 1587 96,43
Contributions for health insurance 84,08 84,77 10,22 2,59 100,82 89,23 95,00
Contributions for unemployment insurance 7,36 8,00 0,96 0,24 108,70 717 111,58
Other contributions 2,35 4,63 0,56 0,14 197,02 4,21 109,98
FEES 16,93 12,08 1,46 0,37 71,35 16,12 74,94
DUTIES 18,27 18,28 2,20 0,56 100,05 20,77 88,01
OTHER REVENUES 23,03 15,54 1,87 0,47 67,48 22,02 70,57
Revenues from loan repayment 3,01 2,68 0,32 0,08 89,04 2,36 113,56
CURRENT REVENUES 84290 829,70 100,00 2535 9843 824,75 100,60
Privatization revenues 2,10 0,20 0,06 2,77 75,81
Donations 2,05 0,20 0,06 1,24 165,32
Borrowings and loans from foreign sources 184,52 17,98 5,64 199,96 92,28
Borrowings and loans from domestic sources 8,00 0,78 0,24 20,07 39,86
L%FQI{ER;:GE;;‘SEASNIB‘ :Sﬁg;)DGET o 842,90 1.026,37 100,00 31,36 121,77 1.048,79 97,86

Source: Ministry of Finance

Total budgetary expenditures in the first nine months of 2011 amounted to EUR 1,042.3 million (31.8% of
estimated GDP). Compared to the same period of previous year, budgetary consumption was higher by 6.6%
(Table 4.2).



Consolidated budgetary expenditure” amounted to EUR 893.4 million, which is 27.3% of estimated GDP,
and by 8.2% higher compared to the same period of 2010. The reasons behind the increase in expenditures,
to the greatest extent relate to the increase in social protection and pension expenditures, due to increase in
number of social protection users, pensioners and the extraordinary balancing of military pensions. This
trend in the social protection transfers may be expected to continue until the end of the year. Simultaneously,
the internal cost-saving measures continue to apply aimed at mitigating the negative trend of increase of the
certain categories of expenditures.

Current budgetary consumption amounted to EUR 853 million (26.1% of GDP), while the capital budget
amounted to EUR 40.5 million (1.2% of GDP).

Current expenditures in relation to the same period of the previous year were higher by 30.3%, due to the
higher expenditures for wages, interests and subsidies, while the capital budget recorded lower realisation in
relation to the same period of 2010 by 11.1%.

Table 4.2
Consolidated expenditures of the Budget of Montenegro and State Funds, I-IX 2011

Realised in . . Realised Realised in
DESCRIPTION Jan-Sept. exSZra\:jei‘tl:res Sh(;;epm in Jan- relation to Jan-
2011 Sept.2010 Sept. 2010.
EUR million % % EUR million %

Current expenditures 446,06 49,92 13,63 342,26 130,33
Sr:‘]’;fosjgfs”es and contributions of 262,73 2941 803 188,51 139,37
Other personal income 8,77 0,98 0,27 12,28 71,42
Expenses for material and services 68,39 7,71 2,10 66,09 104,24
Current maintenance 14,52 1,63 0,44 17,19 84,47
Interest 4417 4,94 1,35 23,65 186,77
Rent 540 0,60 0,16 544 99,26
Subsidies 37,76 4,23 1,15 25,72 146,81
Other expenditures 3,82 043 0,12 338 113,02
Social protection transfers 336,31 37,64 10,28 309,80 108,56
:Ladn:)fjtr)s]itcosiencs:[tci)trutions, individuals, NGO 59,36 664 181 11873 50,00
Total capital expenditures 40,47 4,53 1,24 45,55 88,85
Borrowings and loans 1,74 0,19 0,05 3,15 5524
Reserves 9,53 1,07 0,29 6,49 146,84
CONSOLIDATED EXPENDITURES 893,47 100,00 27,30 825,98 108,17
Debt repayment to non-residents 19,70 1,89 0,60 37,12 53,07
Repayment of debt from the previous period 61,57 591 1,88 82,45 74,68
Debt repayment to non-residents 41,28 3,96 1,26 32,25 128,00
TOTAL EXPENDITURES 26,33 2,53 0,80 0,00

Social protection transfers 1.042,35 100,00 31,85 977,80 106,60

Source: Ministry of Finance

% Total expenditures minus repayment of debts.



During the first nine months of 2011, Montenegrin budget ran a deficit** of EUR 63.7 million (1.9% of GDP),
while the debt repayment amounted to EUR 148.8 million (4.6% of GDP). Deficit and the debt repayment
were financed from borrowings and loans amounting to EUR 192.5 million, donations and privatization
amounting to approximately EUR 4 million, while the use of the state deposits amounted to EUR 15.9 million.

4.3. Local Government

Pursuant to Article 74 of the Law on Local Government Financing, municipalities submit reports on the
planned and generated revenues and expenditures and budget indebtedness to the Ministry of Finance on
a quarterly basis, within 30 days following the expiry of a quarter. Considering the fact that a number of
municipalities failed to submit the reports for the third quarter of 2011, the Ministry of Finance, on the
basis of the Report on Local Government Budget Execution for 2010 and the Report on Municipal Budgets
Execution for the first half of 2011 and the Municipal Budget plans for 2011, made the estimate of generated
revenues and expenditures execution in the third quarter of 2011. These data should be taken with reserve. It
is undoubted that, considering the lack of deposits and decreased possibility of borrowing, consumption on
local level can not reach the record levels from 2007 and 2008 any time soon.

Estimated local government expenditures for the first nine months of 2011, amount to EUR 98.8 million, or
3% of GDP, being below the execution in the same period of 2010, i.e. by 11.5%. The most significant decline,
in relation to the same period of the previous year, was recorded with capital expenditures (26.1%).

The consumption was financed from the taxes in the amount of EUR 57.1 million, fees in the amount of EUR
5.3 million, duties in the amount of EUR 29.1 million and other current revenues in the amount of EUR 11.3
million. Total local government expenditures for the first nine months of 2011, were estimated at the amount
of EUR 102.8 million, or 3.1% of GDP, being lower than in the same period of the 2010 by 12.7%.

Decrease in local taxes in the observed period, against the same period of the last year, was to the greatest
extent triggered by the abolishment of the consumption tax, company or company’s title tax and the games
on chance tax. Furthermore, revenues based on the sales of assets and the land charges decreased. The
connection between these two types of revenues is the indicator of the decline in the investment activities in
the local government units.

The estimated surplus for the first nine months of 2011 amounted to EUR 4.3 million, or 0.1% of GDP (Table
43).

# Methodology for calculation of surplus/deficit, “Official Gazette of Montenegro™ No. 53/09).



Table 4.3

Current revenues and consolidated expenditures of local government I-IX 2011

Realised I-1X sharein Realised I-IX  Realised in relation
REvEmE 2011 GDP-a 2010 to I-1X 2010

EUR million % EUR million %
CURRENT REVENUES 102,81 3,14 117,71 87,34
Taxes 57,11 1,74 57,11 100,00
Fees 528 0,16 4,77 110,69
Compensations 29,11 0,89 45,77 63,60
OTHER REVENUES 11,31 0,35 10,06 112,43
CONSOLIDATED EXPENDITURES 98,78 3,02 111,59 88,52
CURRENT EXPENDITURES 63,10 1,93 63,31 99,67
Current expenditures 39,75 1,21 40,79 97,45
Gross salaries and contributions of employers 17,70 0,54 20,90 84,69
Other personal income 6,11 0,19 3,37 181,31
Expenses for material and services 9,68 0,30 11,24 86,12
Current maintenance 2,64 0,08 3,04 86,84
Interest 1,60 0,05 0,75 213,33
Rent 0,27 0,01 049 55,10
Subsidies 0,73 0,02 0,40 182,50
Other expenditures 1,02 0,03 0,60 170,00
Transfers for social protection 0,49 0,01 0,22 222,73
Transfers to individuals, NGOs and public sector 18,82 0,58 19,05 98,79
Total capital expenditures 35,68 1,09 48,28 73,90
Borrowings and loans 2,56 0,08 0,72 355,56
Reserves 1,48 0,05 2,53 58,50
DEFICIT/SURPLUS 4,32 0,13 6,35 68,03
Transfers from the Montenegrin Budget 0,29 0,01 0,23 126,09
Privatization revenues 5,00 0,15 11,25 44,44
Donations 1,80 0,05 1,02 176,47
Borrowings and loans from foreign sources 0,00 0,00 0,00 0,00
Borrowings and loans from domestic sources 7,00 0,21 6,8 0,00
Debt repayment 28,00 0,86 33,92 82,55

Source:Ministry of Finance

4.4 State Funds

According to the data for the first nine months of 2011, Pension and Disability Fund of Montenegro recorded
receipts amounted to EUR 269.5 million or 8.4% more than in the same period of 2010. The Fund’s current
revenues amounted to 58.5% of revenues and they were by 1.9% lower in relation to the same period of 2010,
while the remaining portion of receipts consisted of transfers from the Budget of Montenegro. Share of
contributions, as a basic source of Pension and Disability Fund’s financing, in current revenues amounts to
98.9%. This category of revenues was by 2.1% lower in relation to the previous year. Simultaneously, transfers
from budget increased by 27.1% in relation to the previous year and their share in total revenue amounted to

41.5%.



Total expenditures of Pension and Disability Fund, for the period January-September 2011 amounted to EUR
269.5 million, which is by 8.4% higher than in the same period of 2010, yet 0.2% below the plan. Expenditures
for pensions, amounting to 98.9% of total expenditures, represented the most significant expenditures item,
while 1.1% of expenditures referred to administrative expenses. Pension based expenditures increased by

8.7% in relation to the previous year.

Comparing recorded revenues and expenditures, Pension and Disability Fund had a balanced budget.

Box 4.1 — Population Aging- burden to the budget

Graph 1

Gross pensions expenditures’ structure, I-1X 2011
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* Population aged 15 to 64.



disability pensions amounted to 20%, compensations 3%, other rights (rights abroad) 2% and
additional expenditures 1%7.

Graph 3
Relation between the number of employees and pensioners
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In September 2011, there
were 101,837 pensioners in
Montenegro or by 2.7% more
than at end-2010 (99,196)
and by 3.1% more than in
September of the previous
year (98,796).

Although the number of
workers during 2011 grew
more than the number of
pensioners, the relation
between the number of
employees and pensioners
has not changed significantly
(Graph  3). Specifically, in
December 2010 that ratio was
1.6, while in August this year it
amounted to 1.7.2

Considering that the number
of pensioners shows continual

upward trend, thereby increasing the pensions expenditures, it is necessary to put the pension system,
which takes up about one quarter of the budget, under stricter control, in order to secure successful
long-term fiscal consolidation. It is necessary to point out that in the past period significant reforms
of this area were implemented in the pension system. These reforms understand gradual increase
of mandatory retirement age to 67 years. Demographic structure worsened, and this trend can be
expected to continue, i.e. it is expected that the age-dependency ratio will increase.

In the first nine months of 2011, the Health Fund of Montenegro recorded total receipts of EUR 109.6
million or 6.3% less than in the same period of the previous year.

Total expenditures of the Health Fund amounted to EUR 109.6 million. The highest share in total expenditures
referred to regular activities, while the remaining funds referred to Fund’s operations.

Comparing realised receipts and expenditures in the first nine months of 2011, Health Fund has had a

balanced budget.

% Comprehends funeral expenses, physical injury, temporary reimbursements for unemployed industrial invalids of categories

Tand I1T.
7 Refers to the additions for memorial and the addition for nursing and help.

% The last available data on the number of employees refers to August of current year.



According to the Employment Agency of Montenegro data, this institution realised total receipts of EUR
254 million in the first nine months of 2011, i.e. 23.5% above the plan or 3.6% higher in relation to the same
period of the previous year.

Employment Agency’s expenditures amounted to EUR 18.8 million, or 8.6% below the plan or 14.7% lower
than in the same period of the previous year. Regarding expenditures, 18.4% referred to current expenditures,
while social protection transfers made up 51.4%, for transfers to individuals, institutions and public sector
24.6%, while capital expenditures, borrowings and loans granted amounted to 5.6%.

Comparing recorded receipts and expenditures, the Agency operated with the surplus in amount of EUR 6.6
million. Agency’s outstanding liabilities amounted to EUR 2.2 million.

In the first nine months of 2011 Investment and Development Fund of Montenegro (IDFMNE) realised total
receipts in the amount of EUR 2.4 million or 3.2% higher in relation to the same period of previous year. Total
expenditures of the fund amounted to EUR 1.3 million and they were almost two times higher in relation to
the same period of 2010.

Comparing recorded receipts and expenditures, IDFMNE recorded a surplus amounting to EUR 1.1 million.
At the end of the observed period, outstanding liabilities of the IDFMNE amounted to EUR 251.5 thousand.

The Labour Fund is a classic budget user financed from general and earmarked revenues, pursuant to the
Law on Budget for 2011. The revenues of the Labour Fund in the first nine months of 2011 amounted to EUR
2.5 million, with the total expenditures at the same amount, which is by 1.9% below the plan.

Restitution Fund of Montenegro realised total receipts of EUR 1.8 million, total expenditures amounted
to the same, or about 4% lower in relation to the same period of the previous year, and 33.3% below the plan.

Box 4.2 - Fiscal balances for 2011-2012: Middle-term plans and projections of the IMF for
selected European countries, in % of GDP

In most of European countries, important institutional reforms are being conducted. This includes
the initiatives aimed at the improvement of budgetary processes in France, Greece, Ireland, Italy and
Portugal, as well as the draft of the EU directive aimed at the resolution of the weaknesses in national
budgetary institutions and procedures which hampered the implementation of Growth and Stability
Pact.

The dynamics of the execution of fiscal adjustments in Euro is as expected and in certain countries
medium-term plans have been additionally worked out.

Adjustments for 2011 and 2012, which are in progress, are taking place in accordance with additional
austerity measures proclaimed on 24 August 2011. Table 1 compares the source fiscal objectives
of countries for 2011 and 2012, revealed at G-20 Summit in Toronto in June 2010, with current IMF
projections for the same period.
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¥ Estimated GDP for 2011 amounted to EUR 3.273 million.
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Graph 5.3
Gross and net public debt of Montenegro in % of GDP
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The interest structure of the debt was also
favourable. Of total amount of the foreign debt,
72.5% is at fixed interest rate, while the remaining
27.5% is at variable interest rate.

Ministry of Finance deposits, as at 30 September
2011 amounted to EUR 132.3 million, including
38.477 ounces of gold, therefore the net amount
of the public debt amounted to 40.6% of GDP.

5.1. Domestic debt

At the end of 3Q 2011, domestic debt amounted
to EUR 392.3 million, or 12.0% of estimated GDP.
During the three quarters of 2011, domestic debt
increased by EUR 34.0 million in relation to end-
2010. The increase in domestic debt was caused by

the increase of local governments’ debt by EUR 33.3 million, the increase of debt from loans with commercial
banks by EUR 14.6 million, then from T-bills by EUR 6.0 million, the increase of the debt from loans with
non-financial institutions by EUR 3.1 million and the increase of liabilities from indemnification by EUR
1.7 million. On the other hand, domestic debt decreased by EUR 14.9 million as a result of the decrease in
the debt based on accrued pensions, as well as by EUR 9.8 million based on the repayment of frozen foreign

currency savings.”

Table 5.2
Domestic debt structure, 30 September 2011

Share Share Share in public
Creditor Debt balance in GDP in domestic debt debt
EUR million
%

Frozen foreign currency savings 894 2,7 22,8 6,1
Local governments’ debt 79,5 24 20,3 54
Liabilities based on restitution* 80,2 2,5 204 55
Loans with commercial banks 322 1,0 8,2 2.2
!_oaps VYIth non-financial 53,1 16 135 36
institutions

Unpaid pensions 23 0,1 06 0.2
T-bills 55,6 1,7 14,2 38
TOTAL 392,3 12,0 100,0 26,9

*On 15 September 2008, bonds acquired pursuant to Law on Indemnification of Pension and Disability Insurance
Beneficiaries were issued, amounting to EUR 105 million.

Source: Ministry of Finance

30

11/04) from 1 July, 2011 eighth instalment of frozen foreign currency savings is paid.

Pursuant to the Law on Regulation of Liabilities Based on Foreign Debt and Foreign Currency Savings (OGRM, 55/03 and
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5.2. Foreign debt

At the end of 3Q 2011, foreign debt amounted to EUR 1,067.6 million, or 32.6% of estimated GDP. In relation
to end-2010 foreign debt increased by EUR 155.2 million, or 17.0%. Foreign debt increased by issuance of
Eurobonds in amount of EUR 180 million, by taking additional funds with Council of Europe Development
Bank in amount of EUR 9.7 million, by increasing the debt with certain foreign creditors in total amount of
EUR 11.1 million (with EBRD by EUR 3.5 million, with EXIM by EUR 2.8 million, EIB by EUR 2.4 million,
IDA by EUR 1.2 million, EUROFIMA by EUR 0.7 million and based on loan of the Spanish Government for
the recycling centre by EUR 0.5 million). On the other hand, foreign debt declined by regular repayment of
the principal in total amount of EUR 41.3 million during the first nine months of 2011.

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 Vienna as of 29 June
2001, it is resolved by harmonized positions within the Commission for the allocation of the financial assets
and liabilities of the former Yugoslavia. Regarding API bonds, negotiations with the UBS bank representatives
were held, with a view to finding possibilities for the bilateral solving of this issue. Total amount of liabilities
based on unsolved debt issues will probably amount to 1% of GDP and it is included in projections of the debt
trend in the period 2010-2013.



Table 5.3
Structure of the foreign debt, January - September 2011

Debt

Creditor R Foreign debt Share in Sha.\re in

EUR million GDP foreign debt public debt
gésgr;sgglanltlii(?ggg?r Reconstruction and 1740 53 163 119
International Financial Corporation (IFC) 4.2 0,1 04 03
Member countries of the Paris club of creditors 108,2 33 10,1 74
Nternational Development Association (IDA) 61,1 19 57 4.2
European Investment Bank (EIB)’ 74,2 23 7,0 51
EBRD 233 0,7 2,2 16
Council of Europe Development Bank 10,2 03 1,0 0,7
European Union 55 0,2 05 04
KFW? 11,6 04 1.1 08
Hungarian loan 13,1 04 1,2 09
Polish loan 10,8 03 1,0 0,7
Societe Generale - Education IT 06 0,0 01 0,0
French loan- Natixis® 8,5 03 038 06
EUROFIMA - debt of the Railways 283 09 2,7 19
Czech EXIM - debt of the Railways 32,5 1,0 30 2.2
Steiermarkische Bank und Sparkassen* 209 06 2,0 14
Erste Bank 22,5 0,7 2,1 1,5
Credit Suisse Bank 60,0 1,8 56 41
Exim (School “Ante Bedovic¢”in Bar) 30 0,1 03 0,2
ICO Recycling centre (Spanish loan) 5,0 0,2 0,5 03
Erste Health Fund (Austrian loan) 10,1 03 0,9 0,7
EUROBOND 380,0 11,6 356 26,0
TOTAL 1.067,6 32,6 100,0 731

' EIB loans amounting EUR 47 million in total servicing state enterprises (Monteput, Airports of Montenegro and EPCG)
are not calculated in external debt, but are treated as guarantees.

2 Loans with KfW for the needs of water supplies are used by municipalities, but they are considered a part of foreign
debt.

* Commodity loan - EPCG

* Loan for financing acquirement of fire engines for Ministry of the Interior.

Source: Ministry of Finance

As of 2008, foreign debt of Montenegro has been constantly increasing. Such trend continued in 2011 and
during the 3Q foreign debt increased by EUR 155.2 million.

Foreign debt balance includes amounts of employed (withdrawn) assets by individual loan facilities. It should
be noted that in certain loan facilities there are granted assets which have not been withdrawn. Total amount
of available, non-withdrawn assets amounts to EUR 160.1 million (Table 5.4).
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Graph 5.5
Foreign debt trend (Q1 2001 - Q3 2011), EUR million
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Table 5.4
Condition of foreign debt and the amount of non- withdrawn loans

Creditor Debt condition Non-withdrawn assets
International Bank for Reconstruction and Development (IBRD) 174,0 31,79
International Financial Corporation (IFC) 42
Member countries of the Paris club of creditors 108,2
International Development Association (IDA) 61,1 533
European Investment Bank (EIB)' 74,2 47,50
EBRD 23,3 10,41
Council of Europe Development Bank 10,2 15,00
European Union 55
KFW? 11,6 48,51
Hungarian loan 13,1 048
Polish loan 10,8 0,06
Societe Generale - Education IT 06
French loan- Natixis? 8,5 0,01
EUROFIMA - debt of the Railways 28,3
Czech EXIM - debt of the Railways 32,5
Steiermarkische Bank und Sparkassen* 20,9
Erste Bank 22,5
Credit Suisse Bank 60,0
Exim (School “Ante Bedovic” in Bar) 3,0 1,04
ICO Recycling centre (Spanish loan) 50
Erste Health Fund (Austrian loan) 10,1
EUROBOND 380,0
TOTAL 1.067,6 160,1

' EIB loans amounting EUR 47 million in total servicing state enterprises (Monteput, Airports of Montenegro and EPCG)
are not calculated in external debt, but are treated as guarantees.

2 Loans with KfW for the needs of water supplies are used by municipalities, but they are considered a part of foreign debt.

* Merchandise loan - EPCG

*Loan for financing acquirement of fire engines for Ministry of the Interior.

Source: Ministry of Finance
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5.3. Public debt and issued guarantees

Total guarantees of Montenegro amount to EUR 347.1 million or 11.4% GDP, i.e. 25.6% of public debt. If we
observe guarantees, state debt of Montenegro amounted to 56.0% of estimated GDP for 2011.

Graph 5.6
State debt of Montenegro with and without guarantees, % of GDP
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Graph 5.7
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Total guarantees of Montenegro
amount to EUR 3456 million or
10.6% GDP, i.e. 23.7% of public debt
at end-September 2011. If foreign
guarantees would be included into
the amount of the foreign debt,
foreign debt of Montenegro would
amount to 43.2% of GDP. In the
following period we should be very
restrictive when issuing guarantees.
It is important to point out that the
above mentioned amount of foreign
guarantees refers to withdrawn loan
assets, because if we were to consider
the total underwritten amount,
foreign guarantees would reach the
amount of EUR 512.0 million.

Total amount of domestic guarantees
is EUR 28.6 million. Domestic debt
with the guarantees amounts to
12.9% of GDP.

31 Apart from the guarantees shown in the graph, in 2010 guarantees were issued for the loans with WTE Wassertechnik in total

amount of EUR 29.3 million, and those assets have not yet been withdrawn.
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Graph 5.8
Issued domestic guarantees, in EUR million
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5.4. Debt repayment

Debt repayment in the first nine months of 2011 amounted to EUR 193.0 million or 5.9% of estimated GDP
for 2011. Repayment of interests, which are considered current expenditures, amounted to EUR 44.2 million,
or 5.2% of realised current expenditures in the first nine months of 2011 (Table 5.5). Debt repayment (the
principal) was financed from foreign and domestic borrowings, donations, privatization revenues and by
using state deposits.

Table 5.5
Debt repayment
Debt repayment (EUR million) 2007 2008 2009 2010 2011 plan 1-1X 2011

Debt repayment to residents 153 484 68,9 56,8 28,5 19,7
Debt repayment to non-residents 84,2 16,8 254 453 538 413
)F/{:;)I:yment of liabilities from the previous 44 578 20,1 83,9 716 616
Repayment of guarantees 0,0 0,1 18 0,0 0,0 26,3
Interests 255 22,5 24,5 30,3 489 44,2
TOTAL 169,1 145,5 149,7 216,3 202,7 193,0

Source: Ministry of Finance

In the past few years the amount of debt repayment has been increasing, which was expected considering the
frequent borrowings in recent history, above all through two Eurobond issuances, as well as borrowing with
foreign financial institutions. The continuance of the upward trend of debt repayment can also be expected
in the following period.



5.5. Projection and Sustainability of Public Debt

Table 5.6 shows the projection of the Ministry of Finance regarding the public debt development in 2011 -
2014. Assessment is performed in accordance with the plan of indebtedness for budgetary purposes, planned
withdrawal of assets, i.e. conclusion of new loan arrangements, as well as envisaged repayments of domestic

and public debt.

Table 5.6
Projection of the Montenegrin public debt, 2011-2014

2011 2012 2013 2014
projection projection projection projection
Foreign debt (in EUR million) 1.061,5 1.169,1 1.234,8 1.262,8
Foreign debt (% of GDP) 324 34,3 34,4 33,1
Domestic debt (EUR million) 3728 3390 306,2 2804
Domestic debt (% of GDP) 11,4 10,0 8,5 74
Total debt (EUR million) 14343 1.508,1 1.541,0 1.543,22
Total debt (% of GDP) 43,8 44,3 429 40,5

Source: Ministry of Finance

According to Ministry of finance data, Montenegrin public debt shall amount to EUR 1,434.3 million or
43.8% of estimated GDP for 2011 at the end of the Q3 2011. In medium-term period a slight increase of the
debt is expected up to 44.3% of GDP, followed by its gradual decrease to 40.5% GDP, at end-2014. Growth of
the foreign debt will have the greatest influence on the debt development, due to the additional borrowing for
budgetary purposes. In the observed period it is expected that the domestic debt will decline from 11.4% of
GDP at end-2011, to 74% of GDP, at end-2014.

According to the World Bank methodology*, the share of foreign debt in gross domestic product amounting
to below 30% indicates a low-indebted country, from 30 to 50% indicates moderately-indebted country, while
share of over 50% indicates a highly-indebted country. With 32.6% share of foreign debt in GDP, Montenegro
is considered a moderately indebted country. According to the same methodology, Montenegrin public debt*,
atend-September 2011 amounted to 56.0% of GDP. This indicator is considered the most important indicator
of debt sustainability. Specifically, the share of public debt in GDP lower than 48% points to a low-indebted
country, from 48% to 80% indicates moderately-indebted country, while share of over 80% indicates a highly-
indebted country. With 56.0% share of public debt in GDP, Montenegro is considered a moderately indebted
country.

32 Debt Reporting System

* World Bank regards the public debt as the debt of the Government (Government with the state funds and local government)
and guarantees for companies.
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The decrease in the imbalance of the current account, started in 2009, lasted through the entire 2010 and
continued in the first nine months of 2011. This year current account deficit amounted to 76.5% of the deficit
recorded in the same period of the previous year, some 66% of the deficit recorded in the nine months of
2009, or only 32.4% of the deficit recorded in the nine months of 2008. While in 2009 and 2010 the current
account imbalance was reduced primarily due to the decline of the trade deficit, this year it occurred due to
the surpluses realised on the services and factor income sub-accounts.

Current account deficit in the first nine months of 2011 amounted to EUR 374.7 million which is by 23.5%
lower than in the same period of 2010. Primary reasons for this trend are the slight increase of commodity
deficit and strong positive trends on the sub-accounts of services, current transfers and factor income. The
capital-financial inflow subaccount recorded lower net inflow of capital in relation to 2010. The highest inflow
was recorded from direct and portfolio investments, simultaneously recording net outflow on the other
investments sub-accounts.

According to the preliminary data, the deficit on the commodity account amounted to EUR 984.7 million*,
which is by 3.3% higher than in the same period 2010. The increase in deficit was the result of higher absolute
increase of import of commodities than export. To wit, although higher percentage increase of export than
the import of commodities was recorded in the observed period, import increased by EUR 32 million,
observed in the absolute numbers. The coverage of foreign trade deficit with the surplus reported on other
sub-accounts of the current account amounted to 61.9%, which is by 13.3 percentage points higher than in
the same period of 2010.

Positive balance at the services sub-account during the first nine months of 2011 is a basic generator for the
reduction of current account deficit. Realised surplus of EUR 521.8 million, or 28% higher than in the same
period of the previous year, was the result of the increase in the surplus on the sub-accounts of transport,
tourism and communication services, as well as the reduction of deficit in the area of other business services.

The factor income account, unlike the deficit recorded during the nine months of 2009, as well as in 2010,
recorded positive balance in 2011 at the amount of EUR 6.9 million. Recorded surplus was a result of higher
revenues based on income by 14.5%, as well as the decline in expenditures by 9.5%, primarily due to the
decreased outflow from paid dividends. As a result of the increase in the inflow of transfers into Montenegro,
the current transfers account recorded a surplus of EUR 81.3 million, which is by 2% higher than in the first
nine months of 2010.

3 Monstat data with adjustments made in balance of payment according to IMF methodology (BPM5)



In the first nine months of 2011, the net inflow from foreign direct investments amounted to EUR 265.9
million or 35.5% lower than in the same period of 2010. Apart from the decline in equity investments,
significantly lower companies” borrowing from parent companies was also recorded.

The portfolio investment account recorded a net inflow amounting to EUR 170.8 million, which is mostly the
result of state borrowing at the international capital market by the issuance of Eurobonds at the valued of EUR
180 million. Net outflow on the other investments account amounted to EUR 476.6 million and it was by 7.1%
higher than in the same period of 2010. In the observed period, state sectors and banks reduced their foreign
liabilities based on loans, while at the same time the liabilities of the corporate sector increased.

Table 6.1

Balance of payment of Montenegro, in EUR 000

Jan - Sept 2010

Jan - Sept 2011

Change in %

A. CURRENT ACCOUNT -489.679 -374.706 -23,5
GOODS -952.809 -984.688 33
1. Export, f.o.b. 249013 348.381 399
2. Import, f.o.b. 1.201.823 1.333.069 109
SERVICES 407.648 521.767 28,0
1. Revenues 661.173 751.801 13,7
2. Expenditures 253.525 230.034 -93

INCOMES -24.177 6.949
1. Revenues 120467 137.905 14,5
2. Expenditures 144.644 130.956 -9,5
CURRENT TRANSFERS 79.660 81.265 2,0
1. Transfers to Montenegro 102.387 109.822 7.3
2. Transfers from Montenegro 22.727 28.557 25,7
B. CAPITAL AND FINANCIAL ACCOUNT 81.741 7.752 -90,5
1. CAPITAL ACCOUNT -325 -168 -48,2
2. FINANCIAL ACCOUNT 82.066 7.920 -90,3
1. Direct investments-net 412.545 265.898 -35,5
1.1. Abroad -30.045 -13.400 -554
1.2.In Montenegro 442.590 279.298 -36,9
2. Portfolio investments-net 187.600 170.819 -89
2.1. Assets -1.176 -9.505 7084
2.2. liabilities 188.775 180.324 -4,5
3. Other investments-net -444.837 -476.582 7,1
3.1. Assets -376.652 -443.853 17,8
3.2. liabilities -68.185 -32.730 -52,0

4. Change of CBM reserves -73.242 47.786

C. NET ERRORS AND OMISSIONS (-A-B) 407.937 366.954

Source: CBM



6.1. Current account of the balance of payment

External Sector INIEEI

Currentaccount decreased during the nine months of 2011 by 23.5% in relation to the same period of the 2010,
primarily because of the strong growth of service account surplus. This is the highest service account surplus
in the last ten years. Apart from that, positive contribution to the reduction of current account imbalance was
given by surpluses realised on the accounts of current transfers and factor income. Considering commodities
exchange, after a two-year decline in commodities deficit, a slight increase was recorded in the nine months

of 2011.

Table 6.2

Current account of the balance of payment, in EUR 000

Jan.-Sep. Jan.-Sep. Jan.-Sep. Jan.-Sep. Jan.-Sep. Jan.-Sep.
2006 2007 2008 2009 2010 2011
A. CURRENT ACCOUNT (1+2+3+4) -439.335  -638.023 -1.155.975 -568.485 -489.679 -374.706
1. GOODS -730.147 -1.140380 -1.639.974 -1.002968  -952.809  -984.688
1.1. Export, f.o.b. 336.023 364.335 357483 214433 249.013 348381
1.2. Import, f.0.b. 1.066.170 1504715 1997457 1217401 1.201.823 1.333.069
2. SERVICES 193.875 437.581 395394 388.821 407.648 521.767
2.1. Revenues 362.568 593.288 661.543 609.216 661.173 751.801
2.2. Expenditures 168.693 155.707 266.149 220395 253525 230.034
3. INCOMES 24422 24.600 36.192 -14.300 -24.177 6.949
3.1.Revenues 47816 75167 124113 120542 120467  137.905
3.2. Expenditures 23.393 50.567 87.922 134.842 144.644 130.956
4. CURRENT TRANSFERS 72514 40.176 52412 59.962 79.660 81.265
4.1.Transfers to Montenegro 83.368 70.201 80.213 84.102 102.387 109.822
4.2. Transfers from Montenegro 10.853 30.025 27.800 24.139 22727 28557
Source: CBM
Graph 6.1

Data on international transactions in 2011 show
that the commodities account recorded increase
in export and import, and thereby the increase
in total commodities exchange. In the period
January-September 2011 two-digit rates of export
and import were recorded. Potential of the service
sector is becoming more and more important.
In the observed period incomes from services
increased by 13.7% especially in tourism and
transport, which points to the great significance
of these two sectors for the economic development
of Montenegro. Simultaneously, expenditures
based on services declined. Positive trends on
the income and current transfers account have
additionally influenced the mitigation of foreign
trade deficit.
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Deficit financing is still recorded mainly through the FDI inflow, but also the inflow of portfolio investments
through the issuance of Eurobonds on the international market. Possibilities of import financing through
loans are reduced taking into consideration the global conditions of more expensive and less accessible bank
loans.

6.1.1. Merchandise trade®*

In the first nine months of 2011 export of goods increased significantly, total commodities exchange and
import also increased, yet, foreign trade deficit slightly increased. Increase of export was influenced mostly
by the increase of the export of aluminium, metal industry products and electricity. The emphasis of
Montenegrin export on the products of metal industry (aluminium, iron and steel) makes the export a poorly
differentiated category liable to oscillations.

According to the preliminary
Monstat data, total visible trade

Graph 6.2 £ Mont ) od |
of Montenegro in period January-
Trends at the goods account in the period 2006 — September 2011, 5 P Y
in EUR 000 September 2011 amounted to EUR
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-500,000 ;
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04Q1020304Q102030401020304Q102Q3 04010203 Q4Q1Q2Q3 de defici d EUR
000 2007 2008 2000 2010 200 trade deficit amounted 1o
Y ) 1,032.1 million or by 3.5% higher
than in 2010. Reason for the increase
Source: CBM and Monstat of deficit is that the commodities

import growth is higher than the
export growth, observed in absolute
values.

During the nine months of this year the coverage of import by export amounted to 24.3%, which is by 5.6
percentage points higher than in the same period of the previous year. The share of export in total exchange
amounted to 19.6%, or 3.8 percentage points higher than in the same period of the previous year.

# Methodological remarks: In the balance of payment of Montenegro, foreign trade data are presented according to special
trade system. CBCG adjusts of data received from Monstat for the purposes of the balance of payments in accordance to the
IMF methodology (Balance of Payments Manual, Fifth edition, IMF, 1993).



Box 6.1 — Montenegrin global competitiveness ratio, 2011-20123¢

The World Economic Forum'’s Report on global competitiveness for 2011-2012 encompasses 142
countries which were assessed based on the following 12 competitiveness indicators: institutions,
infrastructure, macroeconomic environment, health and primary education, high education and
training, commodities and labour markets efficiency, financial market development, technological
competence, the size of the market, sophistication of business and innovation. The most competitive
country in the world is still Switzerland with maximum ratio of 5.74 followed by Singapore, Sweden,
Finland, USA, Germany, Netherlands, Denmark, Japan and Great Britain.

Regardless of the fall by 11 positions in relation to 2010-2011, Montenegrois on rather high 60th position,
with the competitiveness ratio of 4.3. Observed by individual pillars, health and primary education
were rated the highest (5.8), while the development of financial markets, labour market efficiency
and high education and training were rated 4.6. The worst ratios were given regarding the size of
the market 2.0 points, followed by innovation (3.4) and business sophistication (3.8). It is important
to point out that Montenegro has managed to keep a high position regarding the attractiveness of
the investment environment for foreign direct investments, rated 5.1, which puts our country at high
31st position on the list. Furthermore, high ratings were achieved regarding the protection of foreign
investors’ rights with 6.3 ratio (28th position).

Graph 1
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In comparison with the countries from the region, Montenegro is in the leading position. Croatia, on
the 76th position is the highest rated country after Montenegro, Followed by Albania on 78th position
(a leap by 10 positions). Macedonia 79th, Serbia 95th, Bosnia and Herzegovina 100th, while Slovenia
is three positions ahead of our country at 57th position. The most problematic business factors in
Montenegro are: availability of the sources of financing, tax rates, restrictive regulation regarding
labour force, inadequate infrastructure and inefficiency of state bureaucracy.

% Source: World Economic Forum, The Global Competitiveness Report 2011- 2012



Graph 6.3

Quarterly coverage of commodities import by export, 2006 -
September 2011
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The significance and the role of foreign trade in
the overall development differs from economy to
economy, due to their dependence on the degree
of the economy’s development, market size and
structure, country’s economic policy and global
economic trends. Significant increase of export
in the first nine months of 2011 has had a very
positive effect on the developments to the current
account. A disadvantage regarding Montenegro
is the fact that the value of import is multiply
higher than the value of export. In order to secure
significant growth of export of goods rates, in
the following period as well, higher investments
in production of commodities for export are
required, as well as the increase of assortment
and the quality of export products.

Total export of goods amounted to EUR 331.5

million, which is by 44.7% higher compared to the same period of 2010. The increase in the export of goods
was the result of increase in the volume of production of domestic exporters, as well as the increase of prices
which were by 10.4% higher*” in the period January-September 2011 compared to the same period of the
previous year. According to SITC*, the export structure is dominated by products classified by materials
amounting to EUR 167.2 million (50.4% of total export), which is significantly higher than in 2010 (EUR
111.3 million). This sector is dominated by colour metals in the amount of EUR 142 million and iron and
steel in the amount of EUR 17.9 million. The export of products of the sector of mineral fuels, mineral oil and
products of their distillation amounted to EUR 49.1 million (14.8% of total export).

Table 6.3

Export of goods structure in January - September 2011, in EUR 000

Sector

I-IX2010 [-IX2011 Change  Share

Food and live animals
Beverages and tobacco
Raw materials, except fuels

Animal and vegetable oils and fats
Chemical products

Products classified by materials
Machines and transport vehicles
Various final products

O 00 N O 1l D W N = O

TOTAL:

Products and transactions, otherwise not mentioned

17.762,9 17.631,7 -0,7% 5,3%
122355 13.476,5 10,1% 4,1%
314160 47.895,3 52,5% 14,4%

Mineral fuels, mineral oil and products of their distillation 236176  49.1026 107,9% 14,8%

9258 723,7 -21,8% 0,2%
74669 9.195,6 23,2% 2,8%
1113262 167.205,5 50,2% 50,4%

17.875.3 18.173,5 1,7% 5,5%
6.474,8 5.326,2 -17.7% 1,6%
00 2.800,0 0,8%

229.100,8 331.530,6 44,7%  100,0%

Source: Monstat

37 Source: Price indices of industrial product for export producers in Montenegro, September 2011, Monstat

3% Standard International Trade Classification



Within the sector of products classified by material, the export was dominated by aluminium, iron and steel.
In 2011, the upward trend of aluminium export, which started in 2010, continued. The value of aluminium
export in the first nine months of 2011 amounted to EUR 141.8 million, which significantly exceeds the
amount of EUR 90.8 million from the same period of 2010. Aluminium was mostly exported to the EU
countries. The export of iron and steel in the observed period amounted to EUR 17.9 million, which is by
22.7% higher than in 2010.

The export of products of the sector of mineral fuels, mineral oil and products of their distillation amounted
to EUR 49.1 million, which is higher compared to the same period of 2010, when the export of these goods
amounted to EUR 23.6 million. Within this group dominated the export of electric energy with the amount
of EUR 38.8 million, which is significantly higher compared to 2010 (EUR 11.4 million), and oil and oil
derivatives amounting to EUR 8.6 million.

Graph 6.4
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According to SITC, Montenegrin import is dominated by the import of food and live animals sector products
in the amount of EUR 265.4 million (19.5% of total import), which is an increase of 9.6% in relation to the
same period of 2010. Next is the import of mineral fuels, mineral oil and products of their distillation sector
products in the amount of EUR 2414 million, an increase of 64.6%. Import of machines and transport
vehicles decreased by 8.5% and it amounted to EUR 230.4 million.

The value of import of food and live animals sector amounted to EUR 265.4 million, an increase of 9.6% in
relation to the same period of 2010. This sector’s import was dominated by the import of meat and meat
products in the amount of EUR 53.3 million or 5.4% lower in relation to 2010. Due to the increase of prices at
the international market, the value of the import of cereals and products thereof was increased by 32% (EUR
43.9 million) compared to the previous year.

% Source: Price indices of industrial products for export producers in Montenegro, September 2011, Monstat
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Table 6.4

Import of goods structure in January - September 2011, in EUR 000

I-IX 2010 I-IX 2011 Change  Share

0 Food and live animals 2421299 265.364,3 9,6% 19,5%

Beverages and tobacco 48.875,5 51.511,1 5,4% 3,8%
2 Raw materials, except fuels 51.227,7 64.005,8 24,9% 4,7%
3 N!in.eral.fuels, mineral oil and products of their 1468408 2414044 64.4% 17.7%

distillation
4 Animal and vegetable oils and fats 8.700,7 11.164,7 28,3% 0,8%
5 Chemical product 122.960,2 127.143,5 3,4% 9,3%
6 Products classified by materials 198.783,0 197.499,3 -0,6% 14,5%
7 Machines and transport vehicles 251.686,2 2304074 -8,5% 16,9%
8 Various final products 154.729,4 174.382,8 12,7% 12,8%
9 Products and transactions, otherwise not mentioned 0,0 719,5 0,1%

TOTAL:

1.225.933,3 1.363.602,7 11,2%  100,0%

Source: Monstat

The import of products from the category of mineral fuels, mineral oil and products of their distillation
amounted to EUR 241.4 million, which is by 64.4% higher than in the same period of 2010, and it is a
consequence of the increase of the import of electric energy and the increase of prices of energy-generating
products. This category is dominated by the import of oil and oil derivatives amounting to EUR 155.6 million,
which is by 32% higher than in 2010. The import of electric energy amounted to EUR 75.7 million, which is
significantly higher compared to the previous year when the import amounted to EUR 194 million.

The value of the import of machines and transport vehicles amounted to EUR 230.4 million, i.e. by 8.5% lower
than in 2010. This sector was dominated by the import of road vehicles amounting to EUR 69.5 million, i.e. at
the previous year level. The decline in the import of electrical machines and devices and household appliances

by 22.8% (EUR 47.7 million) was recorded.

Graph 6.5

Montenegrin export structure in the period Jan-Sep 2011
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The increase of commodities import was to
the greatest extent influenced by the following
commodities categories: mineral fuels, mineral
oil and products of their distillation (import
increased by EUR 94.6 million), food and live
animals (increase by EUR 23.2 million) and
various final products with the increase of import
by EUR 19.7 million.

According to the export structure by groups
of countries, Montenegro exported the largest
quantity of commodities to EU countries 56.1%
of total export (EUR 186.1 million). This is the
area where the greatest share of metal industry
products is placed. The export to neighbouring
countries within CEFTA amounted to EUR 122.2



million (36.8%). In the observed period the most commodities were exported to Hungary (EUR 64.1 million),
Serbia (EUR 60.1 million) and Greece (EUR 36.1 million). The increase of export was to the greatest extent
influenced by the recovery of export to EU countries.

Observed by groups of countries, the highest import was recorded from CEFTA countries at the amount of
EUR 593.6 million (43.5%). Commodities imported from EU countries amounted to EUR 487.1 million or
35.7% of total import. Observed individually, the most commodities were imported from Serbia (EUR 393.5
million), Greece (EUR 114.7 million) and Bosnia and Herzegovina (EUR 102.4 million).

Table 6.5
Structure of export and import of goods by countries in period January-September 2010/2011, EUR 000

Export Import Balance
I-1X 2010 I-1X 2011 I-1X 2010 I-1X 2011 I-1IX 2010 -1X 2011
EU (27) 127.177 186.146 458.821 487.058 -331.644 -300.912
Greece 43283 36.069 78.790 114.675 -35.508 -78.607
Italy 25.291 25483 75518 76.927 -50.227 -51.444
Germany 1.904 13.342 87.692 76.178 -85.787 -62.836
Hungary 22626 64.058 9.311 9.188 13314 54.870
Slovenia 15177 23461 43,557 46415 -28.380 -22.954
Austria 2.293 4.886 39.623 26.867 -37.330 -21.981
Romania 2282 57 14.008 21.864 -11.726 -21.807
CEFTA 90.828 122.158 497.760 593.616 -406.932 -471.459
Albania 5752 8.960 6.524 9.814 =771 -855
ﬁ‘;ﬁ;é;g:ﬁ}a 16130 14.987 89.784 102413 -73.654 -87.426
Croatia 2.867 22485 61.443 66.352 -58.575 -43.868
Moldova 0 0 101 128 -101 -128
Serbia 51919 60.065 321.694 393478 -269.774 -333.412
Macedonia 614 903 17.384 19.602 -16.770 -18.699
Kosovo 13.545 14.757 831 1.829 12.714 12.928
EFTA 1.770 9.900 14.171 10.497 -12.402 -597
Other countries 9.327 13.327 255.181 272431 -245.854 -259.104
Brazil 31 1 22499 17111 -22.468 -17.110
China 47 239 63.017 77502 -62.969 -77.264
Japan 160 969 15.336 13.819 -15.176 -12.850
Russia 1.102 1.698 18.022 5254 -16.920 -3.556
USA 286 360 11.309 10.206 -11.023 -0.846
TOTAL: 229.101 331.531 1.225.933 1.363.603 -996.832 -1.032.072

Source: Monstat

Total commodities exchange of Montenegro with foreign countries is increasing. Percentagewise, the
commodities exchange with EFTA countries recorded the highest increase (by 27.9%), followed by the
exchange with CEFTA countries which increased by 21.6%. Commodities exchange with EU countries
increased by 14.9% as well as with other countries by 8%.
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6.1.2. Services

Structure of revenues from services in period

January-September 2011
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period of the previous year. The highest revenues
were recorded from travelling EUR 542.6 million,
transportation EUR 115.1 million, other business
services EUR 36.7 million and construction
services EUR 20.6 million.

Structure of expenditures from services in period

January-September 2011
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the same period of 2010, mostly because of
the decline in expenditures in construction,
communication services and travelling — tourism.
In the expenditures structure, the highest share
was recorded by transport expenditures which
amounted to EUR 86.4 million, followed by other
business services with EUR 51.5 million, the
most important expenditures being those based
on various business services. In this category
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the greatest share of expenditures was realised
based on the payment of legal, accounting and
consulting services (EUR 15.5 million), followed
by architecture, engineering and technical services (EUR 8.5 million) and research and development,
propaganda and market research (EUR 11.2 million). In the first nine months of 2011, expenditures in the
area of travelling amounted to EUR 19.8 million, followed by the expenditures in the construction services
category, which amounted to EUR 17.2 million, and the expenditures based on IT services which amounted
to EUR 11.9 million.

The upward trend in the commodities and passengers transportation had a favourable effect on the
transportation category. In the first nine months 2011, the transportation services account recorded a surplus
of EUR 28.7 million, which is by 59.8% higher than in the same period of the previous year. This trend is
a result of positive trends in commodities exchange with foreign countries, which affected the increase of
revenues based on transportation of goods, and in the category of tourism, which recorded an increase in the
number of foreign tourists, and consequently the revenues from transportation of passengers. Transportation
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Table 6.6
Transportation revenues structure, Jan-Sep 2010/2011, EUR 000

trgf\gi%‘;gt?gn Jan-Sep 2010 9% share 2010 Jan-Sep 2011 % share 2011 C(QST?ZSJT;T

Maritime 31.369 31,88 43.390 37,71 38,32
Railway 6.050 6,15 9.290 8,07 53,55
Air 37.533 38,14 38217 3321 1,82
Road 10493 1066 11.993 1042 14,29
Other 12.965 13,17 12182 10,59 -6,04
TOTAL 98.411 100 115.072 100 16,93
Source: CBM
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The category of road transportation recorded expenditures in the amount of EUR 44 million or 3.5% higher
compared to 2010. Expenditures in air transportation were at approximately the same level as in the previous
year and they amounted to EUR 23.9 million.

Table 6.7
Transportation expenditures structure, Jan-Sep 2010 / 2011, EUR 000

trg:?\ZT)%or;Zt?;n Jan-Sep 2010 % share 2010 Jan-Sep 2011 % share 2011 523??/655%’
Maritime 9,554 1187 7,957 9.21 1672
Railway 3,193 397 7171 8.30 124.55
Air 23,756 2952 23,930 27.69 0.73
Road 42,553 52.88 44,032 50.96 347
Other 1414 176 3,319 384 134.70
TOTAL 80,471 100 86,408 100 7.38
Source: CBM

Results recorded in tourism in the first nine months of the current year confirmed the expectations that
Montenegro shall realise significant revenues from foreign tourists this year. In the first nine months of 2011,
estimated revenues from travelling amounted to EUR 542.6 million, which is by 12.2% higher than in the
same period 2010, and it is a result of increased number of foreign tourist arrivals. Surplus recorded in the
travelling category amounted to EUR 522.8 million, which is by 14% higher than in 2010.

Revenues based on other business services amounted to EUR 36.7 million, which is by 57.6% higher than
during the nine months of 2010. The highest revenues were recorded based on providing various business,
professional and technical services (legal and accounting services, consulting, engineering services etc.) in
the amount of EUR 21.2 million. In the observed period expenditures amounted to EUR 51.5 million. The
amount of EUR 15.5 million was paid for legal, accounting and consulting services. Expenses of promotion of
domestic products and services on foreign fairs, purchase of promotional material, other technical services,
market research and other kinds of media advertising amounted to EUR 19.7 million. In the observed period,
at the account of other business services a deficit was recorded in the amount of EUR 14.8 million, or by 47.5%
lower than 2010.

Communication services recorded revenues in the amount of EUR 19.6 million, or 13.7% higher compared
to 2010. Telecommunications recorded the highest revenues in the amount of EUR 18.9 million. Total
expenditures amounted to EUR 10 million, or 23.9% lower than in the previous year, which resulted in the
realisation of surplus on the communication services account in the amount of EUR 9.6 million.

In the first nine months of 2011, the inflow of funds based on construction works of domestic companies
out of Montenegro, as well as in Montenegro amounted to EUR 20.6 million which is by 1.4% higher
compared to the same period 2010. Expenditures based on the engagement of non-residents in construction
works amounted to EUR 17.2 million, or by 54.6% lower than in 2010, which is indicative of the decreased
engagement of foreign construction executive, as well as of decreased construction activity. In the observed
period on this services sub-account a surplus was recorded in the amount of EUR 3.4 million, while in the
same period 2010 a deficit was recorded at the amount of EUR 17.6 million.



In the first nine months of 2011, Montenegrin residents allocated EUR 9.8 million for the international
insurance services, while the revenues based on this amounted to EUR 2.7 million, which resulted in the
realisation of deficit on this account at the amount of EUR 7.1 million.

6.1.3. Factor income

In the observed period, income account recorded a surplus at the amount of EUR 6.9 million. Due to the
increase of inflow based on compensations to employees and dividends, total revenues from factor income
increased, while at the same time expenditures recorded a decline due to decreased outflow based on

dividends.

Revenues based on factor income amounted to EUR 1379 million, which is by 14.5% higher than during

the first nine months of 2010. The largest part of revenues is made of compensations to employees at the

amount of EUR 128.7 million, or by 11.4% higher
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same period of 2010. Total inflow based on this amounted to EUR 109.8 million, which is by 7.3% higher than in
2010. In the revenues structure EUR 101.8 million referred to other sectors, while EUR 8 million referred to the
state sector. Out of total transfers inflow of other sectors, EUR 49 million referred to money remittances, while
the inflow from other transfers (heritage, aliment, presents and assistance) amounted to EUR 52.8 million.

In the same period, the outflow based on transfers from Montenegro amounted to EUR 28.6 million, which
is by 25.7% higher in relation to the previous year. In the expenditures structure EUR 6 million referred to
state sector, while EUR 22.5 million referred to other sectors. The outflow of finances based on remittances
amounted to EUR 10.6 million, while the outflow based on heritage, presents and various types of assistance
amounted to EUR 11.9 million, which is by 38.7% higher compared to the first nine months of 2010.

Graph 6.12 6.2. Capital and financial transfers
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In the foreign direct investments structure the
highest inflow was recorded based on the investment in domestic companies and banks, and it amounted to
EUR 1269 million, whichis by 43.3% lower in relation to the same period 0f 2010. Inter-company debt recorded



inflow of EUR 83.5 million, which is a decrease
by 31% and indicative of reduced indebtedness
of companies with parent companies abroad.
Real estates investments amounted to EUR 125.5
million, or 4.3% lower than in 2010. Inflow from
withdrawal of cash which residents invested
abroad amounted to EUR 12.8 million.

Total FDI outflow in the first nine months of
2011 amounted to EUR 82.9 million, being a
3% higher. In the outflow structure EUR 34
million referred to the decrease in the liabilities
of domestic companies based on loans with
parent companies. Outflow based on the sales of
real estates by non-residents amounted to EUR
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9.6 million, while the outflow based on the withdrawal of funds invested in domestic banks and companies
amounted to EUR 13 million. Investments of residents in banks and companies abroad amounted to EUR 20
million, while the outflow based on the purchase of real estates abroad amounted to EUR 2.8 million.

Box 6.2 — Global FDI flows in the first half of 2011 and projections®

During the first half of 2011, the inflow of FDI on the global level has been showing signs of recovery
and it recorded an increase of 32% in comparison to the same period last year, i.e. 2% in comparison
to the second half of the previous year. However, due to the negative trends on financial markets,
debtor crises in EU countries, slowing of growth in the USA and the decline in the trust of investors,
preliminary data for 3Q indicate the slowing of growth.
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to the second half of 2010, while in comparison to the same period of the previous year the recorded
growth was 42.5%. Growth trend was also recorded in the South-Eastern Europe countries, while USA
recorded a decline in the inflow of FDI.

Despite the downtrend of FDI in the Q3 of 2011, UNCTAD envisages that global FDI flows shall continue
to recover. It is estimated that foreign direct investments in 2011 shall reach the average values before
the crisis (which is still by 25% lower than the inflow recorded in 2007, which amounted to USD 1.9
trillion) with further risks such as: unpredictability of global economic environment, possibility of
spreading the sovereign debt crisis, imbalance of fiscal and financial sectors in certain developed
countries as well as the growth of inflation an the signs of overheating in some parts of the world.
The above listed factors may delay the recovery of FDI flows, but it is estimated that, unless some
unexpected impacts occur, the flows of FDI shall reach the levels of from before the crises within the
next two years.

Total portfolio investments inflow in the first nine months of 2011 amounted to EUR 216.9 million, which is
at the approximately same level as in 2010 (EUR 213.6 million). Investments in domestic securities amounted
to EUR 215.6 million, while the highest flow was recorded based on foreign investments in debt securities, i.e.
Eurobonds issued in the amount of EUR 180 million. Simultaneously, the outflow of funds based on portfolio
investments amounted to EUR 46.1 million. Of total outflow EUR 35.3 million referred to the withdrawal of
funds invested in domestic ownership securities, while EUR 10.8 million referred to the investing of residents
in foreign ownership securities. These trends resulted in realised net inflow in the amount of EUR 170.8
million.

In the first nine months 2011, the account of other investments recorded a net outflow of EUR 476.6 million.
In the observed period banks’ deposits abroad increased by EUR 144.6 million; simultaneously banks have
reduced their liabilities based on taken loans by EUR 129.9 million. The increase was recorded in private
sector foreign borrowings. The inflow based on the withdrawal of loan funds by private sector amounted
to EUR 300.2 million, which is significantly higher compared to 2010 (EUR 182.2 million), while, at the
same time, the increase of outflow on the repayment of principal was recorded based amounting to EUR 181
million (EUR 129.2 million in 2010).

At end-September 2011, the Central Bank funds on foreign accounts and in the vault were by EUR 47.8
million lower in relation to 31 December 2010.
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In Q3, the economic activity at the aggregate level continued slowing from the previous quarter, reflecting the
cyclic nature of industrial output and trade at a global level, slowing of economic activities in the USA, the
escalation of sovereign debt crisis in important Euro Area economies, the aftermath of natural disasters in
Japan and political conflicts in MENA* countries. It is assumed that these circumstances caused the average
slowing of growth in advanced countries by 1 percentage point. On the other hand, emerging economies
showed unequal economic growth. CEE countries* have shown moderate growth and are slowly recovering
from the economic crisis, while the fast emerging developing countries (China and India) have been showing
signs of recovery of strong economic growth in Q3, after the slow growth in Q2.

During Q3, the risk of global financial instability escalated, primarily due to the loss of confidence in the Euro
area, as well as due to the short-term, but unique USA debt crises, all of which affected the risk premium
growth in large number of countries. Unfavourable trends at the international capital markets and the
slowing of economic activity of advanced countries caused the IMF to revise the global growth forecast in
2011 from 4.4% to 4%, as well as to revise the forecast to lower value (from 4.5% to 4% for 2012).

According to the latest IMF forecasts, advanced countries should record the growth of only 1.6%, while the
growth forecasted for the emerging countries is 6.4%. It is assumed that during 2011 advanced economies
shall realise rather moderate growth rates. According to the forecasts, the USA should record the growth of
about 1% in Q2, reaching around 2% during 2012. Demand trend in the emerging countries, as well as the
economic activity of the USA shall stipulate the growth rate in the Euro area, provided that it overcomes the
debt crisis. The growth of about 8% is planned in China and India, while it is presumed that the countries of
Latin America shall record the growth rate of around 4%.

Risk in developed countries is the further implementation of expansive monetary measures in the conditions
of increased inflation pressures, as well as the sustainability of fiscal policies, i.e. public debt in some countries.
Moreover, in emerging countries there is a prominent risk of accelerated price growth on real estates market
and high import, which, combined with rapid growth of lending activity, threatens with the overheating of
emerging countries economies, especially in South America.

4 Middle East and North Africa (MENA)
“2 Central and Eastern Europe (CEE)



Table 7.1

IMF assessments of selected macroeconomic indicators, September 2011

2011 2012 2011 2012 2010 2011 2012
2009 2010 Change of forecasts Q4to Q4
Forecasts | in relation to June
2011 Forecast  Forecast

GDP at the global level -0.7 51 40 4.0 -03 -0.5 48 36 41
Advanced economies -3.7 31 16 19 -0.6 -0.7 29 14 22
USA -35 30 15 1.8 -1.0 -09 3.1 1.1 20
Euro area -4.3 1.8 1.6 1.1 -04 -0.6 2.0 1.1 1.6
Germany -5.1 36 27 1.3 -0.5 -0.7 38 16 20
France -2.6 14 1.7 14 -04 -0.5 14 14 1.7
Italy -52 13 06 03 -04 -1.0 1.5 04 04
Spain -37 =01 08 1.1 0.0 -0.5 06 07 17
Japan -63 40 -05 23 0.2 -0.6 25 05 20
Great Britain -49 14 1.1 16 -04 -0.7 1.5 15 1.7
Canada -28 32 21 1.9 -0.8 -0.7 33 14 25
Other developed economies -1.1 58 36 37 -04 -0.1 48 38 39
New-industrialized countriesin Asia -0.7 84 47 45 -04 00 60 52 47
Emerging countries 28 73 64 6.1 -0.2 -0.3 74 64 64
Central and Eastern Europe -36 45 43 27 -1.0 -0.5 53 29 27
Commonwealth -64 46 46 44 -0.5 -03 46 38 39
Russia -78 40 43 4] -0.5 -04 44 40 36
Emerging countries in Asia 72 95 82 80 -02 -04 90 81 8.1
China 92 103 95 90 -0.1 -0.5 98 93 91
India 6.8 10.1 78 75 -04 -03 92 70 75
Asian countries* 1.7 69 53 56 -0.1 -0.1 60 54 56
Latin America and the Caribbean -1.7 61 45 40 -0.1 -0.1 54 41 39
Brazil -06 75 38 36 -0.3 0.0 50 38 38
Mexico -62 54 38 36 -09 -04 42 37 32
Middle East and Northern Africa 26 44 40 36 -0.2 -0.8
Sub-Saharan Africa 28 54 52 58 -03 -0.1
EU -42 18 1.7 14 -0.3 -0.7 2.1 13 19
World trade volume -107 128 75 58 -0.7 -0.9
Advanced economies import -124 117 59 40 -0.1 -1.1
Emerging economies import -80 149 111 8.1 -1.0 -0.9
Advanced economies export -119 123 62 52 -06 -0.9
Emerging economies export -77 136 94 78 -18 -05

* Itincludes Indonesia, Malaysia, Philippines, Thailand and Vietnam.

Source: World Economic Outlook Update, IMF September 2011



7.1. International Trends
7.1.1. Advanced economies
United States of America (USA)

In Q3 2011, economic activity in the USA accelerated, recording y-o-y growth of 2% in Q3, compared to the
y-0-y growth of 1.3% recorded in Q2. The significant growth recorded in Q3 primarily reflects the growth of
private consumption, federal level public consumption, gross capital investments with the decline in local
government spending and the growth of import.

Consequently, private consumption recorded a growth of only 2.3% in Q3, compared to 0.7% in Q2. Significant
growth of investments in fixed capital amounting to around 14.3% is recorded in Q3, compared to 10.3% in
Q2. In Q3, export grew by 4.3%, compared to the growth of 3.6% recorded in Q2. On the other hand, import
recorded a growth of 0.5%, representing a slowdown bearing in mind that the growth in Q2 amounted to
1.4%. Public spending (primarily national defence expenditures) increased by 4.7% in Q3. In Q3, reserves
decreased by 1.55 percentage points in relation to the decrease of 0.28 percentage points recorded in Q2.

The unemployment rate in 2011 recorded a considerable decline in relation to end-2010, when it amounted
to 94%, while at end-September it was 9.1%, a growth of unemployment rate in relation to June, when it
amounted to 8.9%. The growth of unemployment rate was affected by the decline in construction, retail trade
and state sector, with the exception of education. It is estimated that the unemployment rate shall decline by
almost 0.8 percentage points by the end of 2011. In Q3 2011, real earnings growth of 3.1% was recorded on
the quarterly level. According to the US Department of Labour, productivity recorded a growth of 3.1% in Q3,
significantly above the level of 1.3% it recorded in Q2. Finally, inflation rate at end-September amounted to
3.9%, primarily resulting from high prices of oil and food products.

In order to support stronger economic recovery and suppress inflation, FOMC adopted a proposal for buying
government securities, primarily long-term securities (with maturity of 30 years) valued at USD 400 billion,
which the Board intends to buy by the end of June 2012, with the reference rate kept at the low level ranging
between 0% and 0.25%.

Japan - Japan’s economy has been greatly affected by the earthquake, which caused the significant decline
in production, export, as well as the strong contraction of public demand, which is assumed not to recover
during 2011, despite the significant economic recovery recorded in Q3. To wit, in Q3, Japanese economy
recorded a quarterly growth of 1.5% (decline in the Q2 amounted to -0.3%), i.e. y-0-y growth of 6% (in relation
to the decline of 1.3% in Q2).

The most important growth elements were considerable strengthening of private demand which contributed
to the growth by almost 1 percentage point, as well as the significant growth of export (primarily vehicles
and IT equipment) by almost 0.9 percentage points, while public spending remained unchanged. The growth
of export of 8.7% was recorded, influenced primarily by the significant export to USA, which rose by almost
20.7% in Q3, while the export growth to EU countries amounted to 12.6% (primarily due to the growth of
export of motor vehicles by 474%). On the other hand, import grew at a rate of 2.5% primarily due to the
growth of import of raw materials, all indicating the continuation of output and economic activity in Japan.



The labour market recorded slight improvement, so at the end of Q3 2011, unemployment rate amounted to
449% in relation to Q2 when it amounted to 4.6% while the real wages declined by 0.2%.

Finally, general growth of prices was recorded, so CPI at end-September amounted to 0.2% compared to June
2010 when it amounted to -0.3%. Finally, IMF estimates that Japan shall remain in recession until the end
of the year projecting a decline in the economic activity of 0.5%, though positive trends of 3Q and 4Q might
contribute to the realisation of a more favourable scenario.

7.2. European Union (EU)

In Q3, EU recorded a sudden deceleration of economic activity in relation to the first half of the year. In Q3,
GDP grew by only 0.2% in relation to the Q2, while the y-o-y growth amounted to 1.7%. Due to slowing of
aggregate demand in the USA and some emerging countries (primarily China, India), as well as due to the
further escalation of sovereign debt in some EU member states, significant slowing of economy was recorded
and the increased uncertainty regarding the economic growth to the end of the year. On the other hand, it is
characteristic that the economic growth slowing in the second half of the year is explained by the fact that
semi-annual growth rate in EU and EMU countries was at the level of 1% since 2009, and that due to the
above average growth recorded in the H1 of 2011, the deceleration of economic growth in the second half was
to be expected.

The latest predictions for 2011 indicate the further deceleration of economic activity, thus the projections for
the EU economic growth have been revised to a lower level of 0.2% in Q3 and Q4, in relation to 0.4% and 0.5%
that had been projected in the spring of 2011, thus lowering the estimates of EU economic growth from 1.8%
to 1.6% in 2011.

Table 7.2

Projection of key macroeconomic variables at EU level

Predictions, autumn 2011 Predictions, spring 2011
2008 2009 2010

2011 2012 2011 2012
GDP 03 -4.2 20 1.6 0.6 1.8 1.9
Private consumption 03 -1.7 1.0 04 04 0.9 1.3
Public consumption 23 20 0.7 03 -02 03 0.2
Total investments -09  -125 -03 1.9 0.8 2.5 39
Employment 0.9 -19 -06 04 0.1 04 0.7
Unemployment rate 7.1 9.0 9.7 9.7 9.8 9.5 9.1
Inflation % 37 1.0 2.1 3.0 20 30 20
Fiscal deficit, % of GDP -24 -6.9 -6.6 -4.7 -39 -4.7 -3.8
Foreign public debt % of GDP 62.5 74.7 80.3 82.5 84.9 823 833
;}”;;egggccount deficit, 20 08 08 08 04 06 03

Source: European Commission Report, projections, autumn 2011



In Q3 2011, inflation measured by HICP index is continuing the upward trend. Inflation has mostly been
stipulated by the mild growth of consumer goods, as well as by the slow recovery of the labour market. In
Q3 2011, inflation in EU amounted to 3.0%. It was estimated that the inflation shall remain relatively high in
Q4, but due to the slow recovery of the labour market and practically unchanged wages, it was assumed that
inflation shall decline, so that at EU level, April projections for 2011 were revised from 2.6% to 2.5%.

Labour market is one of the segments of EU economy which suffered the greatest consequences of financial
crisis. However, unemployment rate in European Union is stable and it amounted to 9.7%, with significant
fluctuations at country level, from Spain with realised increasing unemployment rate of 22.6% to Austria
with the unemployment rate of 3.9%.

Basic risks which could stipulate further recession processes at EU level in the following period are the
slowing of world trade, debtor crisis in certain member countries, vulnerable financial sector and insufficient
fiscal consolidation of member states, as well as insufficient recovery of labour market.

7.2.1. European Monetary Union countries

During 2011, economic growth in the Euro area was on the standstill due to the decline in demand at the
global markets, with the escalation of sovereign debt crises in member states, weakening of lending activity
and the decline of private demand, all of which was retroactively reflected to the decline in the economic
growth pace in Q3. Thus the economy of the EMU grew at a rate of 0.2% in Q3, i.e. at the rate of 1.4% at
the annual level. This resulted in the evident revision to a lower level of EC projections for EMU for 2011
from 1.6% to 1.5%. Observed individually, dispersion of recorded growth rates is evident. In that direction,
Germany, after a deceleration of economic activity by only 0.3% in Q2, realised the economic growth of 0.5%
in Q3. After showing a decline of 0.1% in Q2, France recorded a growth of 0.4%, while Netherlands, after
recording a growth of 0.2% in Q2, recorded a decline in economic activity of 0.3% in Q3. Cyprus recorded the
greatest decline of economic activity amounting to 0.7%.

Table 7.3
Projection of key macroeconomic variables at Euro area level

Predictions, autumn 2011 Predictions, spring 2011

2008 2009 2010

2011 2012 2011 2012
GDP 04 -4.2 19 1.5 0.5 1.6 18
Private consumption 04 -1.2 0.9 0.5 04 0.8 1.2
Public consumption 23 2.5 0.5 0.1 -0.2 0.2 0.3
Total investments -1 =122 -05 20 0.5 2.2 37
Employment 0.7 -2.1 -0.5 0.3 0.0 04 0.7
Unemployment rate 76 9.6 10.1 10.0 10.1 10.0 9.7
Inflation, in % 33 0.3 1.6 26 1.7 26 18
Fiscal deficit, % of GDP -2.1 -6.4 -6.2 4.1 -34 -43 -35
Foreign public debt, % of GDP 70.1 79.8 85.6 88.0 904 87.7 88.5
OCA)“cr)rfeG”é?fm”"t deficit, 45 03 04 06 05 0.1 02

Source: European Commission Report, projections, autumn 2011



Unemployment rate in the Euro area at end-September 2011 amounted to 10.2% recordinga growth in relation
to Q2 when it amounted to 10%. At Q3 2011-end, Spain and Lithuania recorded the highest unemployment
rate (22.6% and 16.1%, respectively), while the lowest unemployment rate was recorded in Austria 3.9%,
Netherlands 4.5% and Luxembourg 4.8%.

The Harmonised Index of Consumer Prices, used as a measure for inflation, at the Euro area level amounted
to 3.0% in September 2011. According to the latest European Commission projections, average annual
inflation in the Euro area in 2011 was projected at the level of 2.6%, assuming that low external demand,
potential unemployment growth and the standstill in real wages shall contribute to the considerable decrease
in inflation expectations.

7.2.2. Advanced EU Economies not Belonging to the European Monetary Union

Great Britain — Economic growth rate of Great Britain in Q3 2011 was estimated at 0.5%, showing an
acceleration of economic growth in relation to the standstill recorded in the previous quarter when economic
growth amounted to 0.1%, being primarily a result of significant accumulation of supplies.

During 2011, Bank of England also continued the strategy of further quantitative easing by purchasing
securities valued at GBP 275 billion, with further maintenance of basic rate at 0.5%, and no changes are
expected until the end of 2011. Annual inflation rate was on increase and by the end of Q3 2011 it amounted to
5.2% (in relation to 4.5% at the Q2-end), far above the 2% target defined by the monetary policy. Itis indicative
that the inflation has never reached the level higher than that of September 2008. Inflatory pressures are
increasing, especially after the increase of VAT, higher prices of fuel, cigarettes and alcohol beverages, as well
as the expected increase in the prices of electric energy and rent, so that the Bank of England envisaged a
possible inflation increase that may range above 5%. However, it is generally assumed that the effects of the
VAT growth shall be neutralised during 2012, while the unemployment growth shall continue to cool the
aggregate demand, so it is generally envisaged that the inflation in the following year shall remain below the
targeted 2%.

The matter of concern is further growth of the unemployment rate which at the end of Q3 amounted to 8.3%,
constantly increasing since the beginning of the year by about 0.6 percentage points.

Denmark — After recording a marginal growth of economic activity in the Q1 2011 of only 0.1%, the growth
in Q3 amounted to 0.5%. The IMF estimated that the GDP growth should amount to 2% in 2011. At the end
of Q3 2011, the inflation rate declined to 2.76%, in relation to the end of Q2 2011, when it amounted to 3.3%.
Unemployment rate is mildly declining, amounting to 4.0% at the end of Q3 2011, in relation to the end of Q2
2011, when it amounted to 4.1%. It is envisaged that the National Bank of Denmark shall retain low reference
interest rate in the following period in order to stimulate the economic activity.

7.2.3. European Union — New Member States

In the last several years, Eastern European countries have recorded a significant economic growth, but due to
the financial crises, which has been spread to the real sector during 2009, almost all of the countries recorded
a decline in economic activity. The analysts believe that the economic recovery of this group of countries
shall be slow and gradual, since these countries will face significant adjustments of fiscal expenditures,



with the reduction of available income and high unemployment. Poland, Hungary, Bulgaria, Latvia and the
Czech Republic recorded the evident slowing of economic activity, while the economy of Romania recorded a
growth primarily due to the low basis from the previous period.

In Q3 2011, Latvia recorded an economic activity growth of 6.9%, showing an increase in relation to the Q2,
when growth was estimated to 5.6%. In Q3 in Latvia, prime growth initiators were the growth of private
consumption, as well as a considerable decline in supplies. Annual inflation rate in October 2011 amounted
to 4.4%, while the unemployment rate remained high, amounting to 16.1% at end-September 2011.

InQ3, Czech economy, its main export market being the Euro area, is recovering from the impacts of financial
crisis due to strengthening of German economy — its most important export market. According to the
estimate of the Czech National Bank, GDP growth in Q3 2011 amounted to 1.5%, while the estimated growth
for 2011 amounted to 2.0%. The main cause of growth is in further growing of the investment spending and
export. Unemployment rate in Czech Republic amounted to 6.6% during Q3 of 2011. Annual inflation rate
in October 2011 amounted to 2.3% and continued to increase moderately. In the following period, Czech
National Bank expects that, despite the growth of the prices of food and fuels, there shall be no growth of
inflation due to the further appreciation of koruna. Gradual slowing of export is worrying (growth at the end
of Q3 amounted to 7.8% in relation to 11.2% in Q2).

Romania recorded the economic activity growth of 4.4% in Q3 2011, showinga significant increase in relation
to 1.4% recorded in Q2 2011. The National Bank of Romania projects that in 2011 Romania shall come out
of recession and record a growth of 1.5%. Good agricultural season, growth in construction and industrial
output (growth of 5.5% at the annual level) and growth in lending of 6% contributed to the significant
recovery recorded in Q3. Inflation rate in Romania, in October 2011, amounted to 6.0% recording a decline in
relation to 6.1% recorded at the end of Q2. Despite the recorded decline in inflation, it remains the highest in
EU. At the end of Q3, the unemployment rate amounted to 7.5%, which is a moderate increase in relation to
the previous quarter when it amounted to 7.3%.

In Bulgaria, at the end of Q3 2011, GDP growth rate amounted to 1.3%, while the European Commission
projected that the growth of Bulgarian GDP in 2011 shall be at the level of 2.8%. In Q3 economy slowed in
relation to Q2 when the estimated growth rate amounted to 2% due to the major decline in the trade sector.
Unemployment rate increased, amounting to 11.9%, which is an increase of almost half of a percentage point
in relation to Q2 of 2011. Annual inflation rate in October amounted to 4.1%, recording a decline in relation
to the previous quarter (4.6%).

In Q3, Poland continued the tendency of strong economic activity growth, estimated at 4%. According to the
estimates, positive growth rate amounting to 4% can also be expected in 2011. Annual inflation rate amounted
to 3.6%, recording a decline in relation to Q2, when it amounted to 4%. Unemployment rate recorded annual
decline amounting to 94% at the end of Q3 2011, indicating at the same time the slight decline in relation to
the beginning of the year, when the unemployment rate amounted to 9.6%. It is estimated that Poland shall
decelerate its economic growth in the following year bringing it to the level of 3.2%.

In Q3 2011, Hungary recorded GDP growth rate of 1.4%, which was slowing of economic activity in relation
to Q2, when the growth amounted to 1.5%. Economic growth was mainly the result of high export, however,
it was realised primarily due to the strong depreciation of Forint by almost 15% in relation to September 2010.



In 2011, further growth of 2.7% is envisaged, revised to a lower level by 0.1 percentage point. In October 2011
inflation rate amounted to 3.9%, recording a decline in relation to Q1. At end-October 2011, unemployment
rate amounted to 9.9%, representing a significant decline in relation to June, when it amounted to 10.8%.

7.3. Emerging countries (Asia)

China - In Q3 2011, China recorded GDP growth of 9.4%, showing a slight slowing of economic growth in
relation to Q2, when it amounted to 9.6%. In GDP structure, growth rate of primary industry amounted to
3.8%, secondary industry 10.8% while the growth of tertiary industry amounted to 9%.

During Q3, the industrial output grew by 13.8%, transportation by 14.2%, with the growth of investments
amounting to almost 24.9%, and the growth of retail trade amounting to 17.7%. In September 2011, y-0-y
inflation amounted to 6.1%, stipulating the implementation of a package of restrictive monetary and fiscal
measures, with special emphasis on decreasing of lending activity. Besides, monetary authorities believe that,
the inflation shall not exceed 4% in 2011. On the other hand, in September 2011, y-o-y FDI growth of 7.7%
and lending activity growth created further pressure on the inflatory expectations. At the end of Q3 2011,
unemployment rate remained at the level of 4.3%. IMF estimates that in 2011, China shall record economic
growth rate of 9.5%, and the World Bank predicts a similar growth amounting to 9.3%.

India — According to the preliminary data, recorded economic growth in Q3 2011 amounted to 8.9%, which
is an increase in relation to Q1, when growth rate amounted to 7.8%. Observed by sectors, almost all sectors
recorded growth in Q3 as well (trade, tourism and construction), while the industrial output, the pillar of
economic growth, recorded a growth of 6.9% in Q3.* At the end of Q3 2011, inflation reached the level of
10.1%, which is far above the set target ranging between 4% and 4.5%, resulting in the additional response
of monetary authorities and raising the reference rate by 0.25 percentage points (constantly increasing since
March 2010). The greatest risk, at this point, is the evident decrease of Indian export, declining in Q3 y-o-y by
about 5.6%, which could influence the slowing of Indian economic growth in the following period.

South-Eastern Europe

Countries of this region recorded high economic growth rates prior the crisis, mostly as the result of strong
domestic demand, growth in nominal wages, as well as the foreign capital inflow. Strong credit boom, based
primarily on the external sources of financing, contributed to private and investment consumption. The
crisis interrupted the tendency of rapid growth. During 2010, mild recovery of these economies is evident,
manifested through decelerated economic growth in almost all the countries of South-Eastern Europe. Low
inflow of capital, decrease in available income, unemployment growth and decreased lending activity of banks
in the countries of this region, had a negative impact on consumption, which also resulted in lower economic
growth rates. However, during 2011 and particularly since Q2, the economy and demand of EU countries
significantly slowed, immediately affecting the economic growth in the South-Eastern Europe countries
especially Serbia and Croatia. On the other hand, Macedonia is the leader in the economic recovery, owing to
a significant FDI inflow, as well as to the state capital expenditures in the H1 of 2011. Macedonia is also the
only country which is projected more significant economic growth by international financial institutions.

* Official data on the Indian economic growth trend during Q3 2011 are not yet available. Preliminary estimate was taken from
the tradeeconomics website (www.tradingeconomics.com).



Table 7.4
Forecasts of GDP trends for the countries of the region 2011 - 2012

IMF EC EBRD
2011 2012 2011 2012 2011 2012
Albania 25 35 1.9 1.0
Bosnia and Herzegovina 2.2 30 2.1 23
Croatia 0.8 1.8 1.1 20 0.5 1.9
Macedonia 30 37 25 33 3.0 24
Serbia 20 3.0 2.1 2.1

Source: WEO September 2011, ECFIN forecast autumn 2011, EBRD forecast October 2011

In Q3 2011, economic activity in Croatia recorded a moderate recovery. Preliminary data show that the
real GDP in Q3 grew by about 0.6%, primarily due to the growth in trade and tourism sectors. Industrial
output showed a 2.4% decline, while construction recorded the most significant decline estimated at 9.9%.
Trade sector, with a high share in the Croatian GDP grew in Q3 by about 1.1%, while considerable growth of
6.8%, measured in the number of overnights, was recorded in the tourist sector in the same period. At end-
September import grew by 1.4%, as well as exports by 7.4%.

Unemployment remains the potential source of macroeconomic instability bearing in mind that the
unemployment rate in Q3 was estimated at 16.8% representing a significant growth in relation to 14.3% at the
beginning of Q1. The growth of unemployment was followed by the growth of wages by 1.5%. Y-o-y inflation
rate in September 2011 amounted to 2.2%. The low inflation rate was mostly a result of the decline in the
prices of industrial products, prices of services as well as the standstill in the prices of energy.

Compared to the same period of 2010, fiscal revenues remained unchanged, while the fiscal deficit at the end
of Q3 amounted to HRK 9.2 billion and it shall be financed by borrowings by the state of Croatia. According
to the latest estimates of the European Commission, Croatia shall record positive GDP growth rate of 1.1% in
2011

After significant economic activity growth in Q1, estimated to 3.4% y-o-y, or 1.4% g-0-q, and during the zero
growth in Q2, in Q3, Serbia recorded a growth of 0.7%. It was primarily the result of investment activity
contributing to the growth by about 0.7 percentage points. On the other hand, household consumption
contributed to the decline of economic activity by 0.7 percentage points. Simultaneously, exports growth
amounted to 11.9%, while imports growth amounted to 7.9%. Budget rebalancing allowing the budgetary
deficit of up to 4.5% was adopted in October. State consumption was on the standstill. Observed from the
perspective of production, the growth recorded in the sectors of agriculture, transportation, storage and
financial intermediation highly contributed to the economic activity growth. Net wages increased by 2.1% at
the end of Q3, with the high unemployment rate of 22.2% recorded in April.

In Q3, inflation declined significantly, however, it remained high, amounting to 9.3%, far above targeted
range for 2011 (4.5£1.6%), while the inflation expectations are starting to stagnate. The implementation of
mitigated monetary policy led to the decline in interest rates on the money market. The IMF representatives
adjusted the forecast for Serbian real GDP growth to 2%, while NBS forecasts the growth of 2.5%.



According to the preliminary estimates, Bosnia and Herzegovina realised positive growth rate of 0.9% in
2010. Preliminary estimates for quarterly growth were not available. Annual inflation rate in September
2011 amounted to 4% and continued to decrease moderately. At end-2010, registered unemployment rate
amounted to 42.7% and according to preliminary available data it increased by 2.2 index points in end-
September 2011. In Q3, Bosnia and Herzegovina recorded considerable growth in exports, estimated at
15.2%, while the imports grew by 22.3% in relation to Q3 2010. During Q3 2011, the average net wage grew
by 1.2%. According to IMF estimates, economic growth rate in 2011 shall amount to 2.2%, while annual
inflation rate might reach the level of 5%.

According to the preliminary estimates in Macedonian GDP grew by 5.3% in Q2 2011. Economic growth
during 2011 was mostly the result of the growth in construction - recording a growth of 26% in Q2, followed
by trade recording a growth of 18% and industry recording a growth of 12.8%. Observing the consumption
side, almost the entire GDP growth can be explained by the high growth of private consumption which grew
by 8.4%. Inflation rate in Q3 2011 amounted to 3.3, recording a decline in relation to the end of Q2 when the
inflation amounted to 4.3%, while it is projected that the inflation might range between 3% and 3.4% by the
end of 2011. Nominal wages in September grew by 0.3% y-o-y. Unemployment rate in Q2 of 2011 amounted
to 31.3%, stable in relation to the previous quarter when it was estimated at 33.2%. About 20% of unemployed
persons were aged between 15 and 24. EC projections indicate that the economic growth rate in Macedonia
shall amount to 2.5% in 2011.

7.4. Interest rates

During Q3 2011, only the European Central Bank increased the reference interest rate, while the other major
central banks kept their reference interest rates at lowest levels in history.

Table 7.5

Review and trends of reference interest rates of selected central banks

. Date of the last
Currency Reference interest Level Last changes

change
EUR Refinance rate 1.50% +25bp 13.07.2011
CHF Libor Target Rate 0.25% -25bp 12.03.2009
CAD Target Overnight Rate 1.00% 25bp 08.09.2010
JPY Target Rate 0.10% -20bp 19.12.2008
GBP Repo Rate 0.50% -50bp 5.03.2009
usb FED Funds Target Rate 09%-0.25% -75bp 16.12.2008

Source: Central banks of observed countries

After conducting economic and monetary analyses, ECB decided to increase the reference interest rate to
1.50% in July 2011. This was the second increase in 2011, after the reference interest rate was increased from
the lowest level in history in April 2011, which has not been changed for almost two years. Further adjustment
of reference interest rates in Q3 was justified by the growing risks in the stability of prices. The ECB expects
that this decision shall contribute to the anchoring of expectations in accordance with the objective to keep the
inflation rate below, but still close to 2%, in the middle term. These anchors are the precondition of monetary



policy’s contribution to the economic growth in the Euro area, showing that the control of inflation remains
the main objective of the ECB.

In order to strengthen slow economic growth in the USA, FED kept the reference interest rate at the record
low level, ranging between 0% and 0.25%, during Q3 of 2011 as well. At a regular meeting it was appraised
that the interest rate shall most probably be kept at record low level by the middle of 2013, in order to revive the
economy, because of the assessment that the recovery shall be considerably slower than previously estimated.
The monetary authorities of the USA decided to replace a large portion of USA short-term government bonds
from their portfolio using bonds with long-term maturity, in order to reduce the expenses of borrowing and
prevent the recession. FED plans to purchase USD 400 billion of bonds maturing from 6 to 30 years by the
end of June, and to sell the same amount of bonds with 3 years maturity.

BoE - At the latest session, the Bank of England decided to keep the same level of interest rate (0.5%). This
decision of monetary authorities was influenced by the latest inflation trends.

BOJ — After the final session the Bank of Japan decided to keep the reference interest rate at nearly zero level,
i.e. ranging between 0.0 and 0.1% in order to stimulate economic growth.

7.5. Foreign exchange rates

Q3 2011 was marked by the considerable fluctuations of leading world currencies, as well as the considerable
depreciation of Euro in relation to other currencies.

Q3 of 2011 was also marked by the decline (with certain oscillations) in the value of euro against the dollar,
in relation to the end of Q2. After the considerable appreciation during Q2, euro was rather stable by the
second half of August, since when it has been recording depreciation. Differences in understanding the
sustainability of public finances between some countries of the Euro area and the USA, as well as certain
trends of differences in yield are stated as some of the main factors of euro depreciation.

On 30 September, 2011 the exchange rate USD/
EUR amounted to 1.35, or by 1.1% higher
compared to end-2010, or 6.6% lower compared
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relation to end-June 2011, the exchange rate was lower by 10.7% confirming the considerable depreciation
of euro against the Japanese yen. The exchange rate JPY/EUR ranged between 102.32 and 117.23 during Q3,
while the average nominal exchange rate amounted to 109.77.

Graph 7.2 In Q3 2011, appreciation of euro against the
GBP/EUR and CHF/EUR exchange rates British Pound of 0.7% was recorded (from 0.86
pounds per euro at end-2010 to 0.87 pounds

4 h per euro at end-September this year), while in
092 130 relation to June 2011, the exchange rate GBP/EUR
090 125 declined by 1.7%. In Q3 2011 the exchange rate
GBP/EUR ranged between 0.86 and 0.91 pounds
088 0 per euro and it can be concluded that the rate was

086 \/m 15 fairly stable, with mild oscillations.

110
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Source: ECB
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The most important events in Q3 2011

July

The government adopted a draft of the Detailed Spatial Plan for the corridor of power transmission line
between Montenegrin coastline and Plievlja (400 KV with optic cable) and submarine cable between Italy
and Montenegro (500 KV with optic cable). Companies “Terna” and “Crnogorski elektroprenosni sistem”
signed the agreement, according to which most of the profit of the electricity transit through submarine cable
between Montenegro and Italy in the first 40 years shall be given to the builder, i.e. company “Terna”, while
“Crnogorski elektroprenosni sistem” shall collect 20%.

Government adopted the Draft of the Law on Investment Funds, which shall provide better protection of
shareholders’ rights and regulate open funds in a comprehensive manner.

Ministry of Finance and Tax Administration started a campaign called “PDV je tvoj novac (VAT is your
money)” in order to contribute to the improvement of tax culture and suppression of underground economy.

Hungarian OTP bank approved the deferral of liabilities due at the end of June, until 30 October 2011 to KAP
(Aluminium plant in Podgorica).

The World Bank reported that it shall allocate financial support for Montenegro valued at USD 220 million
in the following four years. The amount is almost three times higher the amount allocated for the previous
four-year period.

The government decided to write off the debt of the national airline company “Montenegro Airlines”
amounting to EUR 3.2 million, created between 2001 and 2006.

August
The representatives of the Government and the company “A2A” signed the Memorandum of Understanding

defining the key changes of certain articles of the Contract on Partial Privatisation and Recapitalisation of
Electricity Company of Montenegro (EPCG)” and envisaging their adoption by the end of the year.



Transportation Directorate of Montenegro and company Bemax from Podgorica signed the agreement on the
reconstruction of road Petrovac — Bar valued at EUR 3.2 million.

Starting from September, according to the new Program of Employing Trainees, the state shall finance 60%
of trainees” wages in private and public sectors, instead of the former 80%.

September

Board of directors of the World Bank granted the loan of EUR 59.1 million to Montenegro.

The representatives of Montenegrin government and the rating agency Moody’s concluded that, due to the
negative development of the situation in the Euro area and the risks that all the countries are facing, careful
fiscal policy is needed, as well as the strengthening of the banking sector stability and the development of

alternative scenarios of financing,

Members of the Board for Constitutional Issues and Legislation declared the amendments to the Labour Law
as unconstitutional.
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Annex A: Real sector developments

Table 1 — Overview of macroeconomic developments

o 2010 2011 (chain index)
Description XWX 10 m WV VI VIl VIl X X XI X
Industrial production (index) 1237 795 947 973 849 855 1169 1057 101.0 106.3
Consumer prices (index) 100.1 100.3 101.0 1020 1000 999 995 99.7 100.7 999
Industrial producer prices (index) 100.3 101.6 100.8 1004 1000 998 99.7 100.7 100.0 100.1
Source: Monstat
Table 2 — Industrial output
o ©2010=100 LEVEL INDEX
Conuributon 2011 IX2011 IX2011 [-IX2011
Vil IX I-1X VIII2011 IX2010 I-1X2010
Industry-total 100.0 88.0 93.5 89.6 106.3 98.0 93.8
Mining and quarrying 52 1187 226.6 102.6 190.9 162.4 1127
Mining and quarrying of en. producting mat. 37 102.6 116.2 94.8 1133 97.2 98.2
Mining of pit coal, lignite and peat 37 102.6 116.2 94.8 1133 97.2 98.2
Mining and quarrying exept energy produc. mat. 1.5 1584 499.8 1221 3155 264.6 158.0
Mining of metal ores 04 5164 794.0 2411 153.8 186.3 266.7
Other mining and quarrying 101.0 40.8 403.2 83.1 988.2 3636 1138
Manufacturing 517 120.1 1155 105.1 96.2 96.3 109.8
tlxl;::;acture of food products, beverages, and 93 1346 977 984 726 956 964
Manufacture of food products baverages 9.2 1337 99.7 983 746 96.9 96.0
Manufacture of tobaco products 0.1 177.8 103.7 116.6
Manufacture of textiles and textiles products 0.2 9401.0 114.2 95.5 1214 133.9 1053
Manufacture of wearing apparel and fur 0.2 94.1 114.2 95.5 1214 133.9 1053
Manufacture of leather and leather products 0.1
Manufacture of wood and wood products 104.0 197.8 185.7 126.1 939 117.5 1409
Manufacture of paper, publishing, and printing 1.1 105.2 779 90.6 74.0 72.1 93.0
Manufacture of celulose paper and paper products 04 111.0 918 822 82.7 75.0 804
Publishing, printing and reproduction 0.7 1014 69.0 959 68.0 69.7 101.7
Manufacture of chemical products and fibres 801.0 593 776 79.1 1309 419 89.5
Manufacture of rubber and plastic products 0.1 127.0 105.1 97.8 82.8 80.0 96.6
Manufacture of other non-metal minerals 58 1124 1103 1111 98.1 101.1 116.1
Manufacture of metal and metal products 216 131.6 1330 112.8 101.1 125.0 116.8
Manufacture of basic metals 20.5 122.1 121.7 110.0 99.7 1159 114.1
Manufacture of metals products, exept machinery 101.0 311.0 347.0 166.0 111.6 263.1 165.7
Manufacture of other machinery and equipment 34 1455 1419 123.1 97.5 1314 1337
Manufacture of transport equipment 0.5 79.3 74.0 106.3 933 73.7 114.5
Manufacturing N.E.C. 0.1 57.1 571 48.5 100.0 55.0 50.8
Electricity, gas, water supply 43.1 45.8 51.1 69.5 1116 84.0 725

Source: Monstat
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Table 3 — Industrial production

Total Mining and quarrying Manufacturing Electricity, gas, water supply
Index Index Index Index
perodon 2010100 gm't‘,‘]hr';’te perodon 2010100 gr“é';’v':"]hr';’te perodon 2010100 gm‘ﬁ"gm perodon 2010100 gr'z";’,’t‘;hr'ayte
period period period period

2001 99.3 885 101.6 939
2002 100.6 107.5 102.3 934
2003 1024 1014 979 117.5
2004 1138 94.9 1131 121.0
2005 98.1 100.2 102.5 86.6
2006 101.0 1029 100.1 103.1
2007 100.1 101.5 109.3 726
2008 98.0 117.7 88.7 1319
2009 67.8 34.5 614 976
2010 1175 158.7 97.0 151.1

Jan 1225 -193 161.2 66.0 176.8 -14.5 527 -42.6

Feb 148.1 20.9 214.8 332 1571 -1 129.3 1452

Mar 141.0 -4.8 169.5 -21.1 182.5 16.1 88.0 -320

Apr 116.7 -173 110.5 -34.8 163.0 -10.7 61.7 -29.8

May 107.7 -7.7 1473 333 168.3 33 304 -50.7

2008 Jun 1200 114 189.0 283 162.8 -33 604 985

Jul 1175 -2.1 142.0 -249 1751 7.6 453 -24.9

Aug 1209 29 281.5 983 166.4 -5.0 471 40

Sep 140.6 16.3 2739 -2.7 179.6 8.0 77.8 65.0

Oct 1180 -16.1 226.6 -173 171.9 -43 40.2 -484

Nov 132.8 12.6 193.2 -14.7 168.9 -18 82.6 105.6

Dec 1209 -9.0 829 -57.1 143.7 -14.9 98.2 18.9

Jan 116.6 -35 74.2 -10.6 104.3 274 136.6 39.1

Feb 120.1 3.0 103.7 399 104.1 -0.2 141.2 34

Mar 1186 -13 1235 19.0 1325 273 101.5 -28.1

Apr 954 -196 111.0 -10.1 104.3 -213 828 -184

May 80.5 -15.7 49.5 -554 107.8 34 515 -37.8

5009 Jun 715 -11.1 9.7 -804 114.2 59 279 -45.7

Jul 62.8 -12.3 104 75 1024 -10.3 214 -235

Aug 56.7 9.6 164 579 959 -64 14.6 -314

Sep 61.5 84 101.5 517.8 1053 9.8 4.2 =713

Oct 734 194 915 -9.9 934 -113 473 1025.8

Nov 723 -1.5 28.7 -68.7 782 -16.2 703 48.6

Dec 91.1 26.0 349 21.7 93.7 19.7 94.7 34.7

Jan 103.5 135 81.7 1335 66.0 -29.7 151.0 59.5

Feb 923 -109 65.0 -204 74.7 133 116.5 -22.9

Mar 108.3 174 716 103 93.6 252 1305 12.0

Apr 103.7 -4.2 904 26.2 101.5 85 108.0 -17.2

May 93.2 -10.2 60.8 -32.8 94.8 -6.6 952 -11.9

2010 Jun 1014 89 94.1 54.8 1134 19.6 88.0 -76

Jul 87.0 -14.3 944 03 103.6 -8.6 66.0 -249

Aug 746 -14.2 1213 285 939 94 459 -30.6

Sep 955 279 139.5 15.0 120.0 27.8 60.8 325

Oct 100.7 54 219.2 57.1 113.6 -53 709 16.8

Nov 107.3 6.6 824 624 111.8 -16 105.1 481

Dec 1328 237 79.7 -33 1138 1.8 161.9 54.0

Jan 105.5 -205 90.1 130 82.2 -27.7 1353 -16.4

Feb 99.9 -53 80.1 -1 95.7 164 107.3 -20.7

Mar 97.2 -2.7 87.7 9.5 1033 79 91.1 -15.1

Apr 82.5 -15.1 89.2 1.7 94.6 -84 67.3 -26.1

2011 | May 70.5 -145 50.3 -43.6 1035 94 334 -504

Jun 824 16.9 817 624 117.0 13.0 409 225

Jul 87.1 5.7 99.6 219 1137 -2.8 538 315

Aug 88.0 1.0 1187 19.2 120.1 56 458 -14.9

Sep 935 6.3 2266 90.9 1155 -3.8 51.1 11.6

Source: Monstat and CBM calculations



Table 4 - Industrial output
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2011 | Il 11l v Vv Vi vik Vil IX Xl Xil
Chain index 795 947 973 849 855 1169 1057 101.0 106.3
22010=100 1055 999 972 825 705 824 871 880 935
Month-on-month 1020 1084 897 796 756 813 1002 1180 980
Year-on-year 1050 996 945 909 893 90.7 934 938
Source: Monstat
Table 5 — Consumer prices
2011 I Il ]l \% \ Vi vk Vil IX Xl Xl
Chain index 100.3 101.0 1020 1000 999 995 99.7 100.7 999
22010=100 100.7 101.7 103.8 103.8 103.6 103.1 1028 103.5 1034
Month-on-month 101.1 1020 103.7 103.7 1036 1035 103.0 103.6 1034
Year-on-year 101.5 1023 1026 1028 1029 1029 1030 103.1
December 2010 = 100 1005 101.2 1033 1033 103.1 1027 1024 1030 103.0
Source: Monstat
Table 6 — Producers’ prices of manufactured products
2011 | 1] 1] v Y Vi Vi VIl IX Xl Xl
Chain index 101.6 1008 1004 1000 998 99.7 100.7 100.0 100.1
22010= 100 102.3 103.1 1035 1035 1033 103.0 103.7 1036 1038
Month-on-month 1028 1045 1056 1047 1019 1022 1036 1032 1032
Year-on-year 103.6 1043 1044 1039 1036 103.6 1035 1035
December 2010 = 100 99.1 1025 1028 1028 1025 1023 103.0 1029 103.1

Source: Monstat
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Table 7 — Prices

Producer’s prices of manuf.

Retail prices Cost of living e
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 1.8 0.2 1.8 0.3 20 0.0 26 03 1.7 06
Feb 18 0.0 1.7 0.0 22 03 24 0.1 3.1 1.0
Mar 20 03 2.0 04 22 0.0 24 0.2 56 25
Apr 2.1 0.7 22 0.8 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 16 -0.6 6.6 0.2
Jul 4.7 23 5.0 26 3.1 0.8 4.2 1.7 1.1 48
Aug 4.5 0.1 50 0.1 24 0.0 4.6 0.6 10.7 -0.4
Sep 64 19 59 0.8 86 6.3 6.5 2.1 9.9 0.2
Oct 7.0 0.6 6.7 0.7 8.0 0.0 6.9 0.7 10.7 0.3
Nov 80 1.0 8.0 13 8.0 0.0 76 10 13.7 29
Dec 8.0 0.2 8.0 0.2 8.0 0.0 7.7 0.3 14.5 0.2
Jan 83 14 75 0.8 1.3 39 79 14 11.6 2.1
Feb 88 04 7.7 0.1 133 2.0 8.0 0.1 11.6 0.8
Mar 88 04 7.7 0.5 134 0.0 8.2 04 12.7 2.8
Apr 9.0 0.8 79 09 13.6 0.2 9.1 1.2 11.5 05
May 9.6 0.9 84 0.8 14.7 1.0 95 1.0 13.2 1.1
2008 Jun 124 28 11.2 28 175 238 14 12 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 9.5 0.3 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 13.2 0.2 78 0.0 14.2 0.0
Nov 7.0 -0.8 54 -1.1 13.3 0.2 6.5 -0.2 144 -0.8
Dec 73 04 5.8 0.5 134 0.0 7.2 1.0 7.1 -5.2
Jan* 49 -0.2 5.7 -1.2
Feb 54 0.7 47 0.0
Mar 55 04 06 -1.6
Apr 54 06 0.1 03
May 4.8 0.1 -1.9 -0.5
Jun 28 -0.3 -7.8 -1
2009 Jul 2.1 -0.6 -9.3 -14
Aug 3.1 1.1 -9.9 06
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 15 0.1 -34 0.3
Jan 0.8 -03 -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
May 03 -0.1 1.1 38
Jun 0.2 -04 2.2 -0.7
A Jul 1.0 0.2 29 -0.9
Aug -0.1 0.1 25 0.3
Sep 03 0.1 16 0.2
Oct 06 0.2 0.7 -0.3
Nov 0.8 0.2 03 0.0
Dec 0.7 0.1 0.4 03
Jan 1.1 03 2.8 16
Feb 20 1.0 45 0.8
Mar 3.7 20 56 04
Apr 3.7 0.0 4.7 0.0
2011 |May 36 -0.1 19 -0.2
Jun 35 -0.5 2.2 -03
Jul 3.0 -03 36 0.7
Aug 36 0.7 3.2 0.0
Sep 34 -0.1 3.2 0.1

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



Table 8 — Tourism
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2010 2011 Index
[-IX 11 Structure
IX I-IX IX I-IX m
Total 175,636 1,203,068 201,871 1,304,510 1084 100.0
Arrivals domestic 23,242 160,137 21,608 156,420 97.7 12.0
foreign 152,394 1,042,931 180,263 1,148,090 110.1 88.0
Total 991,713 7,729,454 1,143,745 8,519,132 110.2 100.0
Overnights domestic 106,856 923,576 100,945 897,920 97.2 10.5
foreign 884,857 6,805,878 1,042,800 7,621,212 112.0 89.5
Source: Monstat
Table 9 - Number of employed and unemployed people
| I 1] \% Vv Vi Vil Vil IX X Xl XII
Employed*

2001 114,536 113,500 113,542 113,663 113,943 114,137 114,106 114,024 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 109642 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 145160 142,634 143,447 143,113 143,992 142,438
2005*** 142,145 142,072 141,298 140,959 142,248 145,852 148,528 146,744 145,739 145923 145528 145,261
2006*** 144,978 145,753 146,554 147,517 149321 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 158392 158,164 157,458 157,739 159,223
2008 160,450 161,105 162,737 162,307 165955 170,146 168916 168488 167,722 168583 169,079 169,160
2009 169,305 169,670 170,607 172,549 174,218 178,839 178,622 179,016 176,936 175468 174,736 169,859
2010 172,301 171,557 171,263 158,211 158,716 159,221 160,224 158,535 157,570 157918 157,712 157,679

207 1¥*x* 157,849 158,010 158,842 159,669 162905 168,195 170,618 167,955 -

Unemployed**

2001 81,238 82,158 82453 83,091 82629 82,140 81,823 80686 80952 80668 80440 81,009
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 76,165 74976 73520 69,735 66951 66,277 67,664 71,023 72544 68,625
2004 69573 71419 72378 72,202 68993 64572 60993 60,771 60447 59930 59387 58950
2005 59115 58,774 58075 57557 56,772 55199 53,683 52494 51,843 51266 49886 48,825
2006 48,639 48,656 49388 48651 45640 42560 40,220 39,093 38919 38,747 38,892 38876
2007 39104 39155 38714 37571 35356 33393 32205 31271 31,156 31,569 31,787 31,469
2008 31,323 31,469 31,684 30,270 30,021 29088 28660 27,954 28276 28666 28645 28,366
2009 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 31,900 32,199 32,106

2011 32,829 33,062 32,748 32,203 30920 29816 29,128 29078 29,404

*Source: Monstat
** Source: Employment Agency of Montenegro
*** Methodology: Data for the Pension and Disability insurance have been received from the

Central Registry of Taxpayers and Insurees.
***% Since April 2010, data have been received from the Central Registry of Taxpayers and Insurees.
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Annex C

Table 11 - Auctions of 182-day and 91-day T-bills, EUR thousand

Annexes HEENI

Auction Issue date Issued Sold Demand Weligtheted
XXXVIII Auction 182-day 28.02.2011 44,000.0 44,000.0 51,2395 2.64%
XXXIX Auction 182-day 14.03.2011 10,000.0 10,000.0 11,297.7 2.90%
XL Auction 182-day 26.04.2011 3,592.0 3,592.0 5,268.6 2.72%
XLI Auction 182-day 30.08.2011 44,000.0 44,000.0 459455 2.58%
XXIX Auction 91-day 13.09.2011 8,000.0 8,000.0 12,3100 2.27%
TOTAL january - sep 2011 109,592.00 109,592.00 126,061.29




AnnexD Table 12 - Consolidated Public Consumption* in Montenegro realized in the period 01.01-30.09.2011
%
r;alili(afi?)rin % relalli);azt(i);r? in HX 2.0” in
EURmillion T PP 2011 "EuR million  "ElatioN to
I-1X 2010

CURRENT REVENUES 932.52 2849 942.46 98.95
Taxes 587.79 17.96 561.28 104.72
Personal income tax 77.29 2.36 77.72 99.45
Corporate profit tax 31.07 095 17.28 179.80
Property taxes 12.37 0.38 13.84 89.38
Value added tax 296.74 9.07 279.11 106.32
Excise duties 107.20 3.28 95.17 112.64
Tax on international trade and transactions 3441 1.05 3877 88.75
Local Taxes 25.58 0.78 30.77 83.13
Other revenues of the Republic 3.13 0.10 8.62 36.31
Contributions 25044 7.65 259.31 96.58
Pension and disability insurance contributions 153.04 4.68 158.70 96.43
Health insurance contributions 84.77 2.59 89.23 95.00
Unemployment insurance contributions 8.00 0.24 7.7 111.58
Other contributions 463 0.14 421 0.00
Duties 17.37 053 20.88 83.19
Fees 47.39 145 66.54 71.22
Other revenues 26.85 0.82 32.09 83.67
Receipts from loan repayments 268 0.08 2.36 113.56
CONSOLIDATED EXPENDITURES 991.63 3030 937.34 105.79
CURENT PUBLIC EXPENDITURES 91549 2797 84351 108.53
Current expenditures 485.79 14.84 383.05 126.82
Gross salaries and contributions charged to employer 28042 8.57 20941 13391
Other personal earnings 14.88 045 15.65 95.08
Expenses for supplies and services 78.57 240 77.34 101.59
Current maintenance 17.16 052 20.22 84.87
Interests 45.77 1.40 24.40 187.58
Rent 567 0.17 593 95.62
Subsidies 3849 1.18 26.12 147.36
Other expenditures 483 0.15 3.98 121.36
Transfers for social protection 336.80 10.29 310.02 108.64
Transfers to institutions, individuals, NGO’s and public sector 77.59 237 137.54 56.41
Total capital expenditures 76.14 2.33 93.83 81.15
Borrowings and loans 4.30 0.13 387 1111
Reserves 11.01 0.34 9.03 121.93
DEFICIT/SURPLUS** -59.11 -1.81 512 -1154.49
Payment of debts to residents 22.70 0.69 39.37 57.66
Payment of debts to nonresidents 4328 1.32 34.25 126.36
Payment of liabilities from the previous period 84.57 2.58 112.12 7543
Payment of guarantees 26.30 0.80 0.00 0.00
Privatization revenues 7.10 0.22 14.02 50.64
Donations 3.85 0.12 2.26 170.35
Borrowings and loans from foreign sources and project loans 184.52 5.64 199.96 92.28
Borrowings and loans from domestic sources 15.00 046 26.87 55.82

* 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.
Source: Ministry of Finance



