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Review of macroeconomic developments

2006. VI 2007.
REAL SECTOR DEVELOPMENTS
GDP (in current prices in EUR million)* 1.970,0 922,5 ---
Industrial output index (compared to the same period the year before) 1,0% -5,0%
Forestry (compared to the same period the year before) 15% -26.0%
Construction (compared to the same period the year before) 46,3% -2,7%
Employment
Number of employed people 150,746 158,190
Number of unemployed people 38,876 33,393 -14,1
Inflation rate
CPI (compared to December the year before) 2,8% 1,1%
RPI (compared to December the year before) 2,0% 1,8%
Average salary (EUR, without taxes and contributions) 282 335 18,8
MONETARY DEVELOPMENTS
M11 (EUR million) 1098,5 1357,7 23,6
Total deposits (EUR million) 1.075,8 1.581,1 47,0
Deposits by economy 321,0 465,0 449
Government deposits 113,5 163,8 443
Central government 21,0 26,3 25,1
Institutions and agencies of central government 20,1 50,3 150,4
Funds and municipalities 72,4 872 20,5
Deposits by financial institutions 751 1175 56,5
Deposits by households (savings) 4994 766,7 53,5
Deposits - other 66,8 68,1 19
Total loans (EUR million) 847,2 1.502,4 77,3
Loans to economy 471,3 8719 85,0
Loans to government 429 45,7 6,6
Central government 12,2 12 -90,1
Institutions and agencies of central government 3,7 13,2 256,9
Funds and municipalities 27,0 31,3 159
Loans to banks and financial institutions 6,5 219 2375
Loans to private citizens 31,2 5414 74,0
Other loans 15,3 21,5 40,4
Turnover in stock exchanges (EUR million) 377,0 482,00 ---
NEX stock exchange 135,70 31790
Montenegroberza stock exchange 241,30 164,10
Stock exchange indices
NEX20 18.050,8 40.434,0 124,0
NEX PIF 17.763,6 43.797,0 146,6
MOSTE 9189 2.1899 138,3
Average interest rates on 28-day T-bills, last recorded no auctions
Average interest rates on 56-day T-bills, last recorded no auctions
Average interest rates on 91-day T-bills, last recorded
Average interest rates on 182-day T-bills, last recorded 0,49% no change
FISCAL DEVELOPMENTS
(EUR million)
Origin revenues 5672 339,8
Total expenditure and net borrowings 532,5 245,5
Surplus/deficit of the government 34,6 94,3
Financing -32,1 -32,7
Grants
Privatisation revenues 6,3 49
Net indebtedness -38,5 -376
EXTERNAL DEVELOPMENTS
Current account (EUR million) -5119 -463,7
Trade balance -849,3 -582,5
Balance of services 2164 80,6
% of trade deficit/other balances coverage 171 20,4
Current account in % of GDP (EUR) -26,0 50,3 ---
External debt (EUR million) 504 ---
Domestic debt (EUR million) 197,1 ---

* Estimated by Montenegrin Secretariat for Development






MACROECONOMIC DEVELOPMENTS

The first half of 2007 was characterized by positive trends,
these primarily being a low inflation rate, a record budgetary
surplus, an exceptionally high growth of economic activity, a
rapid development of banking and tourism, a record FDI inflow,
and others. However, there are numerous potential dangers that
may bring about a decline in the level of economic activity in the
following period, such as the record current account deficit, the
industrial production decline, growing inflationary expectations,
numerous failures in the organization of the touristic season, an
expected correction in prices on the capital market, and others.
These potential dangers do not mean that Montenegro will fall
into recession, but that now is the right time to take corrective
measures in order to ensure the continuation of expansion in
the future (an acceleration of privatization and restructuring
processes, restricting public consumption, outlining a competition
improvement strategy, removing the failures in the organization
of the tourist season, enhanced monitoring of the capital market
and others).

According to preliminary data of the Secretariat for Development,
the GDP growth rate in the first six months of the current year
amounted to 6.9%, which can be assessed as a high level of
growth. In fact, this is the highest growth rate in this decade.

The inflation ratein the last twelve months, measured by the cost
of living index, amounted to 1.6%, and in relation to December
2006, 1.1%. Retail prices during the last twelve months increased
by 2.2%, and in relation to December 2006, 1.8%. These data
show that prices were exceptionally stable in the first twelve
months. However, in the second half of the year a somewhat
higher inflation rate may be expected. Our survey showed an
increase in inflationary expectations, which are the result of
the announced rises in the prices of electricity, the expected
increase in the prices of some agricultural food products due to
unfavourable climate conditions, and a possible furtherincrease
in oil prices in the world market. However, our survey does not
point to a significant increase in the inflation rate, because

the majority of the surveyed companies and banks expect the
inflation rate of between 2% and 4%, i.e. this was expected by
all the surveyed banks and 88% of the companies.

The banking market in the first six months registered record
amounts of deposits, savings, loans and the overall level of
banking assets. Total deposits at end-June amounted to EUR
1,581 million, and were above the level of deposits recorded at
end- and June 2006 by 47% and 148.8%, respectively. Overall
savings by households at end- June amounted to EUR 766.8
million and increased by a total of some 300%. Overall disbursed
loans at end-June reached the amount of EUR 1.502 billion,
increasing by 168.6% during the last twelve months. Such a
high growth rate of loans is to a great extent a consequence
of great investment activity, FDI inflow and the arrival of new
clients to the Montenegrin market. However, this is one of the
highest growth rates in the world and it can be categorised as
too high. At end-June, total assets of banks amounted to EUR
2114 billion, which is 47.7% and 142.8% more than at end-
December and June 2006, respectively.

Money supply (aggregate M21) amounted to EUR 2,193 billion
atend-June, this also being a record amount. The level of money
supply was above the level in December 2006 by 38.3% and
above the level of June 2006 by 116.6%.

Inthe first six months a record budgetary surplus was recorded.
The surplus of the primary budget amounted to EUR 94.3 million,
and the surplus observed as the difference between total revenues
and expenditures amounted to EUR 61.6 million. The surplus
is the result of the continuing growth in budgetary revenues,
primarily tax revenues. The significant increase in tax revenues
was a result of the incentive measures that the Government
of Montenegro adopted into the framework of the tax system
in the period 2003-2006 — by reducing personal income tax,
corporate profit tax, and by introducing value added tax, which
created a favourable environment for economic growth and a
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reduction of grey economy. The continuation of the positive
trend of budgetary surplus can be expected until the year-end
since a significant inflow of budgetary revenues occurs during
the summer months. The surplus provides the budget liquidity,
public debt repayment, a reduction in government borrowing,
an increase in government deposits, and enables the financing
of budget spending from real sources. On the other hand, the
surplus may adversely affect the growth in budgetary revenues,
so that it is necessary to continue with the rationalization of
public spending.

Industrial production fell by 5% in the reporting period in relation
to the same period of the previous year. The reduced industrial
output was mainly due to a fall in production in the energy
sector of 34.2%, as well as a fall in production in the mining and
quarrying sector of 8.2%, whereas output growth was recorded
only in manufacturing industry, 7.6%. At the same time, eleven
branches of manufacturing industry and one branch from the
mining and quarrying sector recorded production increases in
the first six months of the current year. The industrial output
decline was partly the consequence of reqular maintenance and
a slowdown in the production of electricity, and for the most
part the consequence of non-competitiveness and delayed
restructuring of the industry.

High growth was achieved in the field of transport. The
construction industry recorded a fall in effective working
hours, which is mainly the consequence of the exceptionally
high basis from the first half of the previous year, when
significant infrastructure work was performed. The level of
activities in forestry is significantly reduced, what was, mainly,
the consequence of the delay in the conclusion of contracts
regarding the concessions for forests exploitation.

The branch that has experienced a remarkably fast development
inthe last few yearsis tourism. The number of tourist overnights
increased by 35% in relation to the same period of the previous
year. Tourism revenues increased by 75.1%, which is very
significantif taking into account the high current account deficit.
However, numerous failures in the organization of the tourist
season, such as the lack of water and electricity supply, problems
with waste disposal, parking, overcrowded beaches, long delays
of airlines and railways, the still unsatisfactory level of hygiene

and the like indicate that if we do not take adequate measures
in the short term, the growth rates may significantly reduce in
the future. Any further expansion of tourist capacities must be
adjusted to infrastructural capacities since in the long-term this
could lead to very negative consequences, not to mention that the
development of a great number of other sectors (transportation,
telecommunications, agriculture, food industry, retail trade,
restaurants, etc.) is directly dependent on the development of
tourism. The season-end is the right moment to analyze failures
and set out an action plan for their removal in the following
years.

The first half of 2007 was characterized by a powerful growth
in net foreign direct investments, which amounted to EUR
290.3 million or some 81.5% more than in the same period of
2006. According to preliminary data, the gross inflow of foreign
investments in Montenegro in this period amounted to EUR 493.8
million and their outflow amounted to EUR 203.5 million. In the
structure of FDI outflow, EUR 156.4 million related to real estates,
while EUR 34.2 million was a reduction of a share of foreign capital
inlocal banks and companies. Of total outflow from real estates,
EUR 136.4 million related to funds from the sale of real estates
by non-residents, while EUR 20 million related to the purchase
of property abroad. Investments of local companies in abroad
amounted to EUR 12.1 million.

The current account deficit exceeded a half of the estimated GDP
for the reporting period. The deficit was recorded only in one
current account sub-account (visible trade), but surpluses on the
other three sub-accounts was insufficient to cover the deficit.
Although the deficit is mainly due to the large FDI inflow, it was
significantly influenced by low competitiveness of local producers,
as well as excessive household spending. The current spending is
larger than the production capacities and s largely a consequence
of substantial revenues from real estates sale, as well as the high
amount of loans disbursed to households. The best indicator of
the unsustainability of the current spending is the fact that we
spent over EUR 100 million only on the import of vehicles in
the first six months. This unsustainable level of spending will
have to be corrected in the future, and it would be useful if
the state adopted a strategy to increase the competitiveness
of local producers.
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1.1. Gross domestic product

According to data of the Montenegrin Secretariat for Development,
GDP in the reporting period amounted to EUR 922.5 million,
which is real growth of 6.9% in relation to the same period of
the previous year. The GDP growth had positive effects on an
increase in tourist turnover and transportation services. Besides
this, the main characteristics of the reporting six-month period
were an increase in the number of employees and a reduction
in the number of unemployed persons.

Table 1.1 - Gross domestic product estimates,
EUR million

2006 2007 real growth rate
Ry Ry 9
GDP 846.31 92247 6.9%

Source: Montenegrin Secretariat for Development

On the other hand, the fall of industrial production of 5% and
the lower production in forestry had negative effects.

1.2. Activities
1.2.1. Industrial output

The physical volume of industrial production in the first six
months this year was 5% lower than in the same period of the
previous year.

Observed by sectors, growth was only recorded in manufacturing
industry, while the other two sectors recorded falls in
production.

In the mining and quarrying sector, production was 8.2% lower
due to the lower output in the mining of metal ore by 13.2% and
inthe production of coal, lignite and peat by 9%. The production
of other ores and stones rose by 18.8%.

Graph 1.1 - Industrial output
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Growth in production of eleven branches of manufacturing
industry, that made up 64.4% of overall industrial production
contributed to the higher production in this sector by 7.6%. The
highest growth was recorded in the manufacturing of leather
and leather products, 261.5%, but this growth is a result of a
very low base, because according to Monstat data, there was
no production in this branch in the first quarter last year. A high
increase was recorded in the manufacturing of electrical machines
and devices and apparatus (excluding household appliances),
65%, the manufacturing of chemicals and chemical products,
54.5%, and the manufacturing of rubber products and plastic
masses, 52%.

Branches of manufacturing industry which recorded output
growths in the previous year continued to grow in this year too.
Thus the manufacturing of basic metals and metal products
was 7.5% higher, and the manufacturing of food products and
beverages by 6.5%. The share of these branches of manufacturing
industry in overall industrial production amounted to 51.6%.

REAL SECTOR DEVELOPMENTS
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Six branches of manufacturing industry recorded lower
production in the reporting period. The declines ranged from
-0.6% in the manufacturing of clothes and fur, to -43.8%, in
the manufacturing of tobacco products.

The production of electricity, gas and water supply was 34.2%
lower than in the same six-montth period of the previous year. The
main reason for this is a very low production in January this year,
due to unfavourable weather conditions and the lack of resources,
as well as due to problems in the operation of the thermal power
plant “Pljevlja”, caused by the lack of coal. Although the situation
improved in the following three months, this was not enough
to compensate for the beginning of the year. In addition, major
repairs to the thermal power plant “Pljevlja’, which started on
18 May this year and will last until 1 September, influenced the
reduction in the overall volume of production in the second
quarter, so that the overall production decline in this sector in
the first six months of the year was by more than a third.

The physical volume of industrial production in June this year,
in relation to the same month of the previous year, was 12.2%
lower. A fall of 329% was recorded in the mining and quarrying
sector, and 85.3% in the production of electricity, gas and water
supply, whereas manufacturing industry achieved production
increase of 12.6%.

1.2.2. Tourism

In the second quarter this year Montenegro was visited by
209,300 tourists, some 33.7% more than in the same period
of the previous year, and the number of overnights was 35%
higher.

Of total tourist arrivals, 84.8% visited seaside resorts, and of
overall number of overnights 92.6% were at the seaside. The
mountain resorts were visited by 133.4% more tourists than in
the same period of the previous year. This data clearly shows that
Montenegro still has a large, undeveloped potential in other forms
of tourism: mountain, country, lake, rafting, and others.

Graph 1.2 - Industrial output by sectors, @ 2000 = 100
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Graph 1.3 - Tourist arrivals, second quarter Graph 1.4 - Tourist overnights, second
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The number of foreign tourist arrivals also increased. The highest
growth rate recorded tourists from Russia (117.1% more than
in the same period of the previous year), followed by tourists
from Hungary, by 67.4%, tourists from ltaly, 34.5%, and from
the USA, by 45.5%.

It is obvious that tourism is a branch that develops at a very
quick pace, but there is still room for its further growth, which
is supported hy the fact that the number of tourists who visited
Montenegroin 1989 has yet to be reached. The second quarter-
on-quarter comparison of 1989 and 2006 shows that the latter
recorded 16.5% less tourist visits. The only destination that
surpassed the visit from 1989 is a coastal town Budva, with
4.29% more overnights than in 1989. Various programs that Budva
offered in this period such as the nautical fair, the international
tourist carnival and other events, influenced a substantial increase
in the number of tourists.
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Graph 1.5 - Structure of tourist arrivals, by

resorts, second quarter 2007

= Middle part of the republic

W Seaside resorts 84,8%
Mountain resorts 4,5%

| Other tourist resorts 5,1%
Other places 0,04%

Source: Monstat

A record number of tourist arrivals from Austria were also
recorded, this being some 13,000 more than in the same period of
the previous year, mainly due to the well-organized arrangements
in the low-season.

Box 1.1 — WTTC assessments in cooperation with the research partner
Oxford Economic Forecasting

According to the latest WTTCindicators, Montenegro was characterized as the country with the most rapid growth
rate in the field of tourism. With an average growth rate of 10.1% it precedes China and India, whose projected
rates are 9.1% and 7.6% respectively. Such a projection the WTTC bases on a continuous expansion in travel and
tourism, which is a result of good strategic plans and targeted investment.

REAL SECTOR DEVELOPMENTS
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Prognoses on the number of employees in tourism are also encouraging. It is expected that travel and tourism in
Montenegro will directly generate 14,900 jobs in 2007, or 9.6% of the overall number of employees, with a tendency
of a further 15.3% growth in 2017 in relation to the overall number of employees.

So as to provide comparison, in June this year there were 11,944 employees in the field of tourism, which is 3%
more than in June 2006 and amounting to 7.6% of the overall number of employees in this month. As this is an
activity having an enormous potential, it should be expected that the number will approach the one predicted by

WTTC projections for this year.

The Montenegrin Strategy of human resources developmentin
the field of tourism sets out specific objectives with regard to
employment and staff training. The objective s an increase in the
efficiency and effectiveness of the existing training facilities and
an improvement in the reputation and attractiveness of jobs in
the tourism sector. By organizing the Labour Force Exchange in
Budva, the Employment Agency of Montenegro made an attempt
to create a high-quality database for the seasonal labour force.
The problem of providing a quality labour force for specific jobs
in tourism is still present and it is often solved by employing
non-residents due to locals often being unwilling to take on
specific jobs and due to the lack of appropriate qualification
requirements on the local labour market.

Regarding the transportation infrastructure, it is necessary
to continue fulfilling the general objectives of transportation
development set out by the Government of Montenegro. It
means that the safety and security of transport should be
further increased, the quality of transport services should be
improved, the development of transport infrastructure should
be in accordance with economic growth requirements, and
ultimately, the optimal development of tourism to be achieved
one of the primary activities. The increased number of tourist
visits, especially foreign tourists, certainly reflects good promotion
of Montenegro and organization of air transport. Namely, in this
period the offer was expanded to more destinations in Europe
(Munich, Moscow, St. Petershurg), that made the overall tourist
season more successful. However, bearing in mind the bad railway
and road infrastructure, the best way to bring in as many tourists
as possible is by attracting the so-called low-budget airlines.
The conditions for their operations should be provided in a way
that does not imperil the local airliner, and this can be achieved
by allowing these airlines to fly in from those destinations in
which the local air carrier does not fly, when the EU Directive
,open sky” comes into force.

The projects carried out in this period were ,The improvements
inthe tourist offer of mountain Lovcen” and “The improvements
in the tourist offer of the Skadar Lake”. The first project was
successfully carried out in cooperation between the public
company “National Parks of Montenegro”, the USAID (United
States Agency for International Development) and the IRD
(International Relief and Development). The funds for financing
and implementation of the project were provided by the Ministry
of Tourism and Environmental Protection, the public company
“National Parks of Montenegro” and the IRD. This project provided
for the creation of a tourist concept that contributes to a better
informing of visitors, and at the same time increases tourism
revenues. This has made the tourist offer of Montenegro more
complete.

Anew regional programme under the technical support provided
by the German Agency for Technical Cooperation (GTZ) also
started under the name , Development of the Tourist Infrastructure
atthe Skadar Lake”. The objective is timprove the infrastructure
inthe Skadar Lake area by building tourism facilities. The planned
duration of the project is one year (April 2007 —March 2008),
and the planned resources for this programme amount to EUR
575 thousand.

However, water shortages and electricity blackouts, problems
with waste disposal, parking, overcrowded beaches, long
delays of airlines and railways, unsatisfactory hygiene and
other factors are the warning that growth rates could reduce in
the future. Further tourist expansion must be more adjusted to
infrastructural capacities because this could generate significant
negative consequences. Also, Montenegro is still not ready for
«the most discerning» clientele, i.e. for clients with the largest
purchasing power. Of course, it is not necessary to stress that a
large number of other branches depend on tourism development,
such as: transport, telecommunications, agriculture, the food



industry, trade and others, so that any reduction in the number
of tourists could have far-reaching consequences.

1.2.3. Forestry

In the field of forestry in the first six months this year, a total of
62,148 m’ of wood products were produced, some 26% less than
inthe same period of the previous year. The reason for the reduced
cutting is the delay in the conclusion of concession contracts
for state forests exploitation to forestry companies. Finally, at
the beginning of the second quarter of the year, a contract was
signed on granting long-term, favourable concessions for the
exploitation of 135 thousand m3 of gross wood mass annually
from the Pljevlja forests.

1.2.4. Construction

The value of construction work in the first two quarters of the
current year amounted to EUR 77.7 million'. being 1.9% higher
than in the comparative period of 2006. On the other hand,
construction activity, if measured hy effective working hours,
decreased by 2.7%. Quarter-on-quarter, the value of construction
workin the second quarter was 46% higher than in the preceding
quarter of this year, while in relation to the second quarter of the
previous year it was 15.5% lower.

According to Monstat data, new construction contracts, implying
concluded contracts for constructing new, and reconstructing the
existing, residential buildings increased by 58% in the first six
months this year in relation to the comparative period, and other
construction contracts (by definition, other land construction
except residential buildings, every underground and aboveground
construction, as well as hydraulic engineering) increased by
40.7%.

1.2.5. Transportation

According to Monistat data, positive results were achieved in
transportation services in the reporting period.

The month-on-month passenger road transport this year
was higher in comparison with the previous year, resulting

' Preliminary Monstat data

in a cumulative growth of 28.3% (observed as the number of
transported passengers per kilometre). Also, the road cargo
transport recorded an increase of 23.8%. The growth of road
transport turnover in the first six months this year is the result of
theimproved road infrastructure, favourable weather conditions
in this period, as well as the good tourist season.

Damage repairs of Montenegrin roads, as well as the reconstruction
and modernization of individual transport routes through tourist
places were finished before the main tourist season, so that
appropriate conditions were created for smooth operation of
transport during the season.

According to Monstat data on the passenger transport via
railways, growth of 13.9% was recorded although the comparison
base was very low due to the last year's railway accident. Poor
railway infrastructure, out of date transport capacities, and the
low level of safety directly influenced the number of transported
passengers over recent years.

Activities on the improvement of the level of safety and security
of the railway transport continued in the reporting year. The
Government envisaged EUR 8.3 million of the currentand capital
budget for 2007 for the maintenance of the railway infrastructure.
However, appropriate investment maintenance of the poor
railway infrastructure requires significantly larger amounts. The

Graph 1.6 — Road passenger transport
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European Investment Bank (EIB) and the Bank for Reconstruction
and Development (EBRD) accepted the projects of the Railways
of Montenegro relating to the reconstruction of the Montenegrin
section of the railway route Belgrade — Barin the period 2007-
2010 which implementation costs EUR 68.1 million. The project
will commence in the third quarter of 2007 when EUR 6 million
will be provided for the reconstruction of railway tracks.

The transport of goods via railways was 10.4% higher in the
reporting period. At the end of the first quarter this year, the
container train service Bar — Belgrade — Bar began operating
to transport containers from the Port Bar to Belgrade. This
route is very important for a better connection of the Port Bar
with other countries in the region, and it will influence the
growth of the railway cargo transport in the future. This will
be supported by the implementation of signed contracts with
several production companies and forwarding organizations in
the country and abroad.

Air transport records positive results and 414,000 passengers
were transported in the reporting period, 34.9% more than
in the comparative period of 2006. The reconstruction and
significant improvement of the airports in Podgorica and Tivat,
the establishment of new reqular flights, as well as charter
flights, together with positive results in tourism, influenced a
larger turnover in this field. The air cargo transport increased
by 38.9%.

The maritime cargo transport, observed through tonne miles,
increased by 5.4%. Overall tuover in ports amounted to EUR
1.1 million and was 8.4% higher in comparison with the first
six months of the previous year, whereby exports accounted
for 42%, (a decline of 23.9%), while imports were 58% (an
increase of 54.2%). Besides the growth of turnover in ports in
the reporting period, a positive tendency is the change in the
structure of cargo to more general cargo which is more profitable
in relation to bulk and liquid cargo.

1.3. Prices

In June 2007, in relation to the previous year-end, as measured
by the cost of living index, prices increased by 1,1%, whereby
the prices of goods increased by 1.1%, and the prices of services
by 1.2%. Atthe annual level, prices in June were 1.6% higher. At

Graph 1.7 - Air passenger transport
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amonthly level, deflation of a seasonal character was recorded,
being 0.6% in June.

The movement of prices in the first half of 2007 was mostly
influenced by higher prices of food products and higher prices of
liquid fuels and lubricants, and the prices of products (services)
from the group “clothes and footwear”.

The prices of food products rose by 1%, but their growth
accounted for 474% of in overall expenses. Such an influence
of the prices of food products is reasonable because they have
the highest weight (50.46%) in the overall basket of goods and
services which is used for the calculation of the cost of living
index. According to the groups of food products, the strongest
growth was in the prices of fresh and processed food (10.2%),

Graph 1.8 - Cost of Living Index
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while the highest fall in the prices of fresh vegetables and the
prices of processed vegetables (-5.1%). Such a movement of
these prices is primarily due to the seasonal factors, so owing
to their significantly high weights, their respective shares in
overall inflation amounted to 45.8% and -29.9%. Observed
by products, the highest effect on overall inflation had the
movement of the prices of apples of 27% (growth rate 32%);
coffee 17.6% (growth rate 12.9%); bread made of the flour type
500, 11% (growth rate 2.9%) and potatoes -15% (growth rate
-10.6%). The prices of apples and potatoes continued with the
trend from the first quarter of 2007 due to the seasonal influence.
The prices of bread recorded their half~year growth of 2.9% in
January due to their increase in Pljevlja at that time, which is
one of the towns wherein Monstat performs its screening of
prices. The coffee prices, on the other hand, after an upsurge
and a great effect on inflation in the first quarter, insignificantly
increased in the second quarter, so that the half-yearly growth
rate of the coffee prices is due to the changes in the first quarter.
That was the time when these prices increased in Montenegro
with a time lag behind the increase coffee prices in the world
markets in the last few months of 2006. The fall in coffee prices
on world exchanges in the first half-year of 2007 (on average),
influenced, also with a time lag, the stabilization of coffee prices
in Montenegro in the second quarter of 2007.

Oil prices on the world market continued fluctuating during the
first half-year of 2007. A fall in oil prices was recorded in January
although during the rest of the half-year the prices increased

with continuous fluctuations. Thus in January, the price of the
OPEC reference basket was USD 50/barrel on average, which
was the lowest monthly average since May 2005, while in June
the average price amounted to USD 66.8/barrel, which brought
them near the levels in July 2006.

Under the influence of the world market, the prices in the category
“liquid fuels and lubricants” in Montenegro recorded a fall in
January, although it was statistically registered in February
because Monstat performs the screening of prices of industrial
non-food products by the tenth day in the current month, and
the most notable fall in prices on the world market was in the
second half of January. As of February and until the end of the first
year-half, the prices of liquid fuels and lubricants in Montenegro
constantly increased at the monthly level. In June, in relation
to December 2006, the prices in the category “liquid fuels and
lubricants” increased by 8.7%, thus accounting for 32.8% of
overall inflation. (Graph 1.9)

Besides the increase in the expenses for food and liquid fuels and
|ubricants, growth in the overall level of prices was influenced by
somewhat higher prices of clothes and footwear (0.9%) and the
share of this group of products in inflation amounted to 7.2%.

The comparison of the growth rate of prices in the first half-year
of this, and the previous twao, years shows that prices increased
at a slower pace in this year. The expenses for clothes and
footwear, furniture, hygiene and health saw somewhat more

Table 1.2 - Share of inflation for certain groups of goods and services in total inflation

weight | VI'07/XI1'06 |growth rate | contribution | share in total

TOTAL 10,000
Food products 5,046
Tobacco and beverages 694
Clothing and footwear 845
Housing 1,259
Personal care items 712
Education and culture 460
Transportation and postal services 984
liquid fuels and lubricants 400
Goods 8,994
Services 1,006

101.07 1.07 1.07 100.00
101.00 1.00 0.50 4738
100.36 0.36 0.02 2.35
10091 091 0.08 722
100.28 0.28 0.04 3.31
100.46 046 0.03 3.08
100.07 0.07 0.00 0.30
104.07 4.07 040 3760
108.73 8.73 0.35 3279
101.05 1.05 0.95 88.67
101.20 1.20 0.12 11.33

Source: Monstat and (CBM calculations
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Graph 1.9 - Oil prices, monthly growth rate
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rapid increases. However, an increase in the expenses for food
was slower because their last year's growth was induced by the
introduction of VAT on certain food products. This influenced a
slower growth in the prices of goods, but the prices of services
experienced a more rapid growth due to higher prices of some
services for health care, technical inspection of vehicles, and
the obligatory vehicle insurance, as well as a mild growth in
the prices of services in air passenger transport.

Table 1.3 - Cost of living index

Retail prices rose by 1.8% due to the growth in the prices of
industrial products of 2%, agricultural products of 3%, while
the prices of services rose by 0.8%. The annual growth rate of
retail prices in June amounted to 2.2%.

Producers’ prices of manufactured products increased
by 5.8% during the first six months, while the annual growth
rate amounted 0 6.6%.

VI‘05/XI1 ‘04 VI'06/XIl ‘05 VI‘07/XI11 ‘06
TOTAL 1.8% 2.3% 1.07%
Food products 1.9% 3.5% 1.00%
Tobacco and beverages 5.6% -0.1% 0.36%
Clothing and footwear 0.3% 0.1% 091%
Housing 0.9% 0.0% 0.80%
Heating and lighting 0.0% 0.0% 0.03%
Household items -0.3% 0.2% 0.48%
Personal care items 0.3% 0.1% 0.46%
Education and culture 0.3% 0.1% 0.07%
Transportation and postal services 3.0% 4.5% 4.07%
Goods 1.9% 2.6% 1.05%
Services 0.7% 0.2% 1.20%

Source: Monstat



1.4. Labour market

The number of employees in the first half of this year amounted to
154,312 on average and was 4.5% higher in relation to the same
period of the previous year. Observed by individual sectors, the
highest growth was recorded in the field of state administration,
but it is the result of the changed coverage method applied by
Monstat. Namely, as of this year, the statistical coverage includes
employees of the Ministry of Internal Affairs and the army, but
the change was not applied retroactively to the previous year,
which makes the analysis and comparison more difficult. The
growth in the number of employees was registered in the trade
and repair sector, 10.2%, 0.7% in manufacturing industry, and
0.2% in the field of health and social work. All other sectors
recorded declines in the number of employees.

Observing the structure of employees through the main three
sectors, manufacturing, services and the public sector, the largest
number of employees in June (ongoing) was in the sector of
services, followed by the public sector, and the production
sector.

The number of registered unemployed persons in the first half
this year amounted to 37,216 on average, or 21.2% less than
in the same period of the previous year. In June, according to
the Employment Agency, there were 33,393 people looking
for jobs

Positive trends in the labour market should be expected in
the third quarter viewed as a reduced number of unemployed
persons and an increased number of employees due to seasonal
employment during the summer tourist season.

Some strategic documents were adopted with regard to the
labour market: the National Employment Strategy for the period
2007-2010, the National Action Plan for Employment for the
period 2007-2008, and the Employment Program for 2007.
These documents define tasks and a complex set of measures
which should be implemented in respect to structural changes
in the economy, with the aim of reducing primarily a long-
term unemployment. The implementation of tasks specified in
these documents will have positive effects on all segments of
the Montenegrin economy. Also, all countries of the European
Union, as well candidate countries, are obliged to prepare
national action plans for employment in line with the common

Graph 1.10 — Number of employees
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procedure and methodology. Therefore, bearing in mind that
the strategic commitment of Montenegro is the EU accession,
the creation of this document is becoming more and more
important. This even more so when considering the limited
possibilities of these defined measures to be financed by the
Montenegrin Government and this may create the possibility
to use resources from EU funds.

Wages and salaries

At the beginning of this year Monstat changed the method of
calculating the average salary. Previously the average salaries
had been calculated by dividing the total salaries paid with
the number of employees at the end of the reporting month,
as per personnel records, no matter whether the employees in
that month received their salaries or not. From January this year
the total salaries paid in a month is divided with the number of
employees to whom the effected payments refer. The changed
methodology is also applied for the calculation of average salaries
for 2006, so that the average salary in 2006 amounted to EUR 433
(instead of the previously published EUR 377), a salary without
taxes and contributions amounted to EUR 282 (instead of the
previously published EUR 245). In the first six months of the
current year, the average salary in Montenegro amounted to EUR
475, which is 10.8% more than in the same period of 2006. A
salary without taxes and contributions amounted to EUR 323,
this being an increase of 15.4%. The highest salaries without
taxes and contributions were recorded in the field of financial

intermediation (EUR 726), while the lowest salaries received
employees in the field of fishery (EUR 132), the latter recording
afall of 13.1%. The highest growth of salaries without taxes and
contributions was recorded in financial intermediation (33.4%),
construction (33%), and tourism (25.7%), these being the fields
that recorded the most rapid growth last year.

The increase in salaries without taxes and contributions is
explained, besides the growth in economic activity, by an
increase in the minimum wage from EUR 50 to EUR 52 as of
January, as well as by the implementation of the proportional
taxation of personal income at the rate of 15%. The Montenegrin
Government, the Trade Unions of Montenegro, and the Union of
Employers of Montenegro signed the agreement on determining
the minimum wage, which served as the basis for the adopted
Decision on the Minimum Wage (“Official Gazette of the Republic
of Montenegro”, no. 02/07) that specifies the minimum wage
in 2007 as follows:

- in the first quarter of 2007 (as of 1 January) to the
amount of EUR 52,

- inthe second quarter of 2007 (as of 1 April) to the
amount of EUR 53;

- inthe third and fourth quarter of 2007 (as of 1 July) at
the amount of EUR 55

The implementation of this decision a slight increase in salaries
will occur in the third quarter.

Box 1.2 — Average net salaries in countries of the region

Comparing the data on average salaries in countries of the former Yugoslavia and the two new EU members, Bulgaria
and Romania, it can be seen that Montenegro occupies a position in the middle of the scale.

Slovenia and Croatia, with average net salaries of EUR 822 and EUR 667, respectively, still lead the observed group
of countries. Then follow Serbia, Montenegro, and Bosnia and Herzegovina. At the bottom of the scale are FYR
Macedonia and Bulgaria, with EUR 234 and EUR 210, respectively.

However, we should take into account the purchasing power of the household in some of these countries. For
example, money in Bulgaria has a relatively higher purchasing power, so that the bottom position of Bulgaria in this
comparison is not a representative indicator of the actual living standards of an average inhabitant of Bulgaria.



Table 1 — Average net salaries in countries of the region, May 2007, EUR

Country Average net salary
Slovenia 822
Croatia 667
Serbia 332
Montenegro 329
T,
Romania 309
FYR Macedonia 234
Bulgaria 210

Note: the conversion to euros conducted according to the official mean exchange rates as at end-May 2007
Source: central banks and statistical offices of the respective countries
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During the first two quarters this year, monetary developments
were characterized by more intensive lending activities of
banks, with a decline in the number of past due loans, and the
maintenance of a satisfactory level of liquidity in banks.

During the first two quarters of 2007 positive effects of
strengthened competition in the banking sector became evident.
The concentration indices show that concentration in the banking
sector, measured by banks’ assets, loans, deposits and capital,
reduced. Lending offers expanded with a view to satisfying the
increasing demand for this banking product, accompanied by
a continuous decline in the average weighted effective lending
interest rates (monthly average decline being 0.15 percentage
points).

Total loans at the second quarter-end were 77.3% higher than
at the previous year-end, while the annual increase amounted
10 168.6%. The maturity structure of loans changed in favour
of long-term loans, which accounted for 74.5% of all loans
disbursed.

Deposits in local banks increased by 47%, while the annual
growth rate amounted to 148.8%. The increasing demand
for loans, especially long-term, as well as the strengthened
competition, led to an increase in banks™ foreign borrowing.
The loans to deposits ratio amounted to 0.95, and the loans to
deposits ratio increased by banks borrowings amounted to 0.81
atend-June this year.

The household sector was the net depositor with banks which,
regardless of the increased borrowing, was sustained by a strong
increase in the sector’s deposits that were three times higher
than the level recorded a year earlier at end- June this year. This
increase was supported by the inflow of funds on the basis of real
estate sales. Unlike the household sector, the corporate sector
remains the net debtor to banks, as was expected if taken into
account the development level of the Montenegrin economy
that requires constant investments with a view to achieving
sustainable growth.

Table 2.1 - Selected monetary indicators

V12007 V12007
X11 2006 VI 2006

Description/Period

Money supply M21 +38.3% +116.6%
Banks' assets +47.7% +142.8%
Total loans +773%  +168.6%
Corporate loans +85.0% +164.5%
Household loans +74.0% +208.8%
Total deposits +47.0% +148.8%
Corporate deposits +44.9% +142.2%
Household deposits +53.5% +202.5%

Allocated reserve

. +32.3% +138.0%
requirements

On the whole, banks achieved positive financial results at the
second quarter-end, to the amount of EUR 11.2 million.

2.1. Money supply

With an average monthly increase of 5.6% during the reporting
period, broad money M21 reached the amount of nearly EUR 2.2
billion atend-June. This level was EUR 1.2 billion or 116.6% higher
than atend-June 2006, while the increase for the first sixmonths
of 2007 amounted to EUR 607 million or 38.3%.

Such a high annual increase in the broad money M21 was
supported by growths in all monetary aggregates: M0 by 39.7%,
mainly due to anincrease in the allocated reserve requirements;
M11 by 83.6% (with demand deposits included in the money
supply increased by 127.5%), and time deposits included in the
money supply increased by over 200% (Table 2.2).

Note: Monetary base (MO0) is comprised of banks™ deposits
with the (BM (banks’ settlement accounts and allocated reserve
requirements, excluding the part banks keep as treasury bills)
and the estimated amount of cash in circulation. Monetary
aggregate M1 is comprised of M0, demand deposits by the
non-banking sector with banks and the CBM, in EUR and other
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Table 2.2 - Money supply, period-end, EUR thousand

2006. 2007. Change, in € mill Change, in %

Description/Period [ [ 1] \% [ Il |Q22007 -| Q2 2007~ |Q2 2007 |Q2 2007

quarter | quarter | quarter | quarter | quarter [quarter| Q4 2006 | Q2 2006 [Q4 2006{Q2 2006
Mo 335.3 369.8 4021 483.9 483.1 516.7 32.8 146.9 6.8 39.7
M1 589.0 714.3 832.1 1,078.8 1,165.7 1,324.4 245.6 610.0 22.8 85.4
MO 3353 369.8 402.1 483.9 483.1 516.7 32.8 146.9 6.8 39.7
Demand deposits 2537 344.6 430.0 5949 682.6 807.7 212.8 463.1 35.8 134.4
M11 617.8 7394  865.7 1,098.5 1,200.2 1,357.7 259.1 618.3 23.6 83.6
MO 3353 369.8 402.1 483.9 483.1 516.7 32.8 146.9 6.8 39.7
Demand deposits 282.5 369.6 463.6 614.6 7171 841.0 2264 4714 36.8 127.5
M2 809.1 9549 1,1709 1,5071 1,721.4 2,028.3 521.3 1,073.4 34.6 112.4
M1 589.0 7143 8321 10788 11657 11,3244 245.6 610.0 22.8 854
Time deposits 2201 240.6 338.8 428.3 555.7 704.0 275.7 4634 64.4 192.6
M21 8741 1,012.6 1,2599 1,586.7 1,834.3 2,193.7 607.0 1,181.1 38.3 116.6
M 617.8 7394 8657 11,0985 12002 13577 259.1 618.3 23.6 83.6
Time deposits 256.3 273.2 394.2 488.1 634.1 836.0 3479 562.8 713 206.0

currencies, excluding deposits by the central government.
Monetary aggregate M11 comprises M1 plus the central
government’s demand deposits in EUR and other currencies.
Monetary aggregate M2 includes M1 and the non-banking
sector’s term deposits with banks and the CBM, in EUR and
other currencies, excluding deposits by the central government.
Monetary aggregate M21 comprises M11 plus the non-
banking sector’s term deposits including the central government’s
deposits in EUR and other currencies.

Graph 2.1 - The money supply M21, period
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In the structure of broad money M21, the money supply M111s
still predominant with a share of 61.9%, and the increase in the
share of time deposits is also noticeable - from 27% at end-June
2006 to 38.1% at end-June 2007.

Money supply M1 also records an increase and at end-June,
reaching the amount 85.4% higher than at the end of the
comparative period of the previous year. This was contributed
by both an increase in the allocated reserve requirements and
anincrease in demand deposits by the non-governmental sector
in banks and the CBM (Table 2.2, Graph 2.2)

Graph 2.2 - Broad money M21, period-end,
EUR million
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2.2. Liquidity of banks

The mainindicators of liquidity” point to a satisfactory liquidity in
the banking sector during the first two quarters this year.

The level of available liquid funds of banks in the country and
abroad was constantly much higher than effected payments,
which resulted in continuous surpluses.

The overall funds of banks available for payment ranged between
EUR 366 and EUR 488 million during the first two quarters this
year or EUR 425.4 million on average, which is twice the average
recorded in the same period 2006 (EUR 207.2 million).

The level of effected payments by banks were constantly much
below the available funds, amounting to EUR 44.8 million on
average, with an average surplus totalling EUR 380.6 million’.

At end-June 2007, funds available for payments amounted to
EUR 432.4 million, which was 9.5% more than at end-2006,
i.e. 86% more than a year earlier. At the same time, the funds
available for payments in the country accounted for 58.3% of
overall banks funds available for payment.

Graph 2.3 - Banks' available funds and

effected payments, last day in month,
EUR million
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The fact that supports the satisfactory level of liquidity is that
only one bank used a part of the allocated reserve requirements
for liquidity maintenance for a period of seven days during the
first two quarters this year.

In addition, banks™ liquid assets (monetary assets and deposits
with depositary institutions) amounted to EUR 538 million at

Table 2.3 - Average banks’ available funds and effected payments, EUR thousand

2006 2007

Description/Period

| quarter | Il quarter | lll quarter | IV quarter | | quarter | Il quarter

Banks' available funds 220,250
Executed payments 18,981
Surplus 201,269

193,931 277728 371,738 414,887 435,808
24,189 29,239 36,014 38,437 51,020
169,742 248,489 335,724 376450 384,780

Table 2.4 - Banks' available funds and effected payments, as at the last day in quarter, EUR

thousand

2006 2007

Description/Period

| quarter | Il quarter |Illl quarter | IV quarter | | quarter | Il quarter

Available funds 209,902
Executed payments 29,046
Surplus 180,856

232,589 275,690 394,757 385,662 432,363
45,156 3,406 9,191 3,274 26,202
187433 272,284 385566 382,388 406,161

2Not considering the liquidity management aspect
3 Source: Report on daily liquidity of banks

MONETARY DEVELOPMENTS




CHIEF ECONOMIST REPORT - JANUARY-JUNE 2007

end-June 2007, and in relation to end-June of the previous year
they increased by EUR 288 million or 115%, while in relation
to the previous year-end they increased by 5.1%. The share of
liquidity in overall assets amounted to 24.5%, lower than in
June 2006 (28.7%).

Data from banks' ten-day liquidity reports shows that during
the first two quarters this year the level of monetary assets
in relation to short-term sources*, for the banking system as
a whole, was constantly much above the ten-day minimum
(20%) prescribed for banks having a higher amount of loans
than deposits and/or a large share of non-performing loans in
their loan portfolio.

2.3. Aggregated balance sheet of
banks

The total assets of banks increased during the first two quarters
of the year and amounted to EUR 2.1 billion or 47.7% more than
atthe previous year-end, or 142.8% more than at the end of the
same period of the previous year (Table 2.5).

Graph 2.4 - Banks' liquid assets and short-

term liabilities (in EUR thousands) and
their ratio (in %)
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The highest annual increases recorded banks™ borrowings and
disbursed loans (Table 2.5).

In the structure of assets in the balance sheets of banks, loans
were the dominant item and they increased from 64.2%, as at
end-June 2006 to 71.1% as at end-June this year, while on the
side of liabilities, overall deposits were prevalent and accounted
for some 74.8% at end-June this year.

Table 2.5 - Banks’ assets, period end, in EUR million

_ 2006 2007 | Change,in€mill | Change,in %
Description/Period

VI Xl \ VI-XII VI-VI VI/XII | VI/VI
ﬁa:tﬂjt?gngepoms with Depository 2502 5119 5381 262 2879 51 1150
Loans 5593 8472 15024 655.2 943.1 773  168.6
Securities 22.7 26.3 251 -1.2 24 -4.5 104
Loss provisions for assets items -16.0  -20.0 -31.6 1.5 15.6 575 97.2
Other Assets 54.6 66.1 80.5 14.3 259 21.7 474
TOTAL ASSETS 870.9 1,431.4 21145 683.1 1,243.6 47.7 1428
Deposits 6356 1,075.8 1,581.1 505.3 945.5 470 1488
Demand deposits 3609 6106 8305 2199 469.5 36,0 1301
Time deposits 2747 4652 7506 285.5 476.0 614 1733
Borrowings 847 1724  274) 101.7 1894 500 2237
Other Liabilities 258 345 66.7 321 409 931 15838
Total capital 1249 1488 1926 439 67.8 295 543
TOTAL LIABILITIES 8709 1,4314 2,114.5 683.1 11,2436 477 1428

“Source: Banks™ ten-day liquidity reports



Observed by banks, only one bank recorded a decrease in assets
0f 13.9% (EUR 6.7 million), while the lowest increase in assets
of other banks amounted to 16.6% (EUR 22.2 million) and the
highestbeing 167.5% (EUR 171.2 million). In the one-year period
(June 2006-June 2007), all banks increased the level of their
assets. The lowest one-year increase amounted to 17.8% (EUR
2.5million), while the highest increase was recorded by a bank
whose assets were nine times higher (EUR 244 million) than at
end-June of the previous year.

The indicator of market concentration according to assets
(Cra) recorded a decline in the period June 2006 - June 2007
and indicates a decline in the market share of one bank and a
decreased dominance of three banks (Table 2.6)

The same conclusion is drawn from the movements of the
Herfindahl-Hirschman index for assets, that at end-June this
yearin relation to end of 2005, when itrecorded its highest value
(2.296), was reduced by 382 units, while the reduction for the
first six months this year amounted to 129 units (Graph 2.5).

Besides a more intensive increase in loans and deposits during
the reporting period, the indicator of the increase in the assets
of banks and assessments of the achieved GDP indicates that
there is still enough room for growth. (Table 2.7)

2.3.1. Banks' lending activity

The first two quarters this year were characterized by a more
intensive lending activity of banks in relation to the same period
of the previous years. (Table 2.8)

The average monthly increase in loans amounted to EUR 109.2
million during the reporting months, which is much above the
monthly average increase in the comparative months of the
previous year (Table 2.8). Also, annual growth rates of loans were
significantly higher regardless of the relatively high comparison
base. (Graph 2.6)

Table 2.6 — Banks' concentration ratio
according to assets

Description/ 2006 2007
Period VI XIl Vi
1 bank 042 0.38 0.36
3 banks 0.71 0.64 0.63
5 banks 0.86 0.80 0.81

Graph 2.5 - The Herfindahl Hirschman

index for assets
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Table 2.7 — Selected monetary indicators and
GDP, in %

De;z:fgéon/ 2004 2005 2006 2'0 895

Assets/GDP® 269 390 727 740
Loans/GDP 170 211 430 710
Deposits/GDP 165 273 546 548

For the first six months this year overall loans rose by EUR 655.2
million (77.3%), while the annual increase amounted to EUR 943
million (168.6%). With an average monthly increase of 10%, total
loans reached the amount of EUR 1.5 billion at end-June.

[tisimportant to say that such anintensive increasein loans did not
resultin an increase in non-performing loans, but in a reduction
in the share of outstanding loans in overall loans from 4% at end-
June 2006 to 1.6% at end-June this year. (Table 2.10)

SIncrease in the first six months this year for assets, loans and deposits of banks. The data does not relate to the amount recorded at the end

of the period

6 Source: Monstat data for GDP in 2004 and 2005; estimates by the Montenegrin Government and Secretariat for Development for GDP in

2006 and the first six months of 2007
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Table 2.8 - Monthly increase in total banking loans

Il I v \Y VI
Average
Monthly change, EUR thousand

2003 10,237 12,252 -3,097 11,064 9,618 3,743 7303
2004 -476 9,018 7,097 11,638 9,578 550 6,234
2005 805 8,532 13,040 11,955 4,231 16,585 9,191
2006 12,055 28,256 40,196 29,899 40,497 32,478 30,564
2007 58,219 121,251 126,125 112,812 121,508 115,295 109,202

Monthly change, in % Average
2003 8.2 9.1 2.1 77 6.2 2.3 52
2004 -0.2 4.5 34 54 4.2 0.2 29
2005 0.3 3.0 4.5 39 1.3 52 3.0
2006 32 73 9.7 6.6 83 6.2 6.9
2007 6.9 134 12.3 9.8 9.6 8.3 10.0

Graph ,2'6 ~ Annual change in total banking The Herfindahl Hirschman index for loans (HHIk) also points toa
loans, in % ) .
decreased concentration: at end-June this year the value of HHIk

was 330 units lower in relation to end-2005, when it recorded

180 L ) ) o .
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A Description/ 2006 2007

0 Period Vi Xl vi
52004 W2005 52006 §2007 U loeuk 043 0.38 0.35

3 banks 0.74 0.67 0.68
5 banks 0.88 0.84 0.85

Observed by banks, during the first half-year only one bank
recorded a decline in loans of 60%, while the lowest recorded
increase in loans of other banks amounted to 29.2%, and the
highest 239.2%. Also, in the one-year period (June 2006-June
2007), only one bank recorded a decline in lending activity (of
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for loans

S

(=]

~N

e

=

2

<

= 0 . , C 2,500

> 55.3%), while other banks increased their lending, with the

5 lowest annual growth rate being 84.6%, while the highest 2,000

= increase recorded one bank whose loans at end-June this year

e ' - 1,500

s were eleven times or EUR 223 million higher than at end-June

[-4 .

= of the previous year. 1,000

3 500

§ The market concentration indicator according to loans (CRk)

E recorded a reduction in the period June 2006-June 2007, pointing ST ‘ Ml ‘ I ‘ i ‘ i ‘ Vi
= to a decline in the market domination by one, i.e. three, banks 2002 | 2003 | 2004 | 2005 | 2006 | 2007
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The maturity structure of loans changed significantly in the period
June 2006 — June 2007. The participation of long-term loans in
total loans increased from 30.3% as at end-June 2006 to 74.5%
atend-June this year. This can be considered as a positive trend
from the aspect of economy financing. On the other hand, the
currency structure still shows the dominance of EUR loans, so

Table 2.10 - Maturity and currency structure of
loans, period-end, in %

that the minimal currency risk is still present (Table 2.10).

In terms of the structure of total loans by sectors, the highest
share of loans was distributed to the household sector although

their share reduced by one percentage point in relation to the
previous year-end. Then, most loans were granted to the trade
sector, with a decline in lending to this sector being present
in the reporting period from 31.3% to 22.4% of total loans.
Simultaneously, the highestincrease in share of loans referred to
the activity “Construction” of 3.2 percentage points (from 7.3%
t0 10.5% of total loans) and “Real estate trade” of 2.9 percentage
points (from 0.8% to 3.6% of overall loans). (Table 2.11)

2.3.2. Deposits
With an average monthly increase of 6.6% or EUR 84.2 million
during the first two quarters this year (Table 2.12), overall deposits

reached the amount of EUR 1.6 billion at end-June. In the first
six months this year deposits increased by EUR 505.3 million

Table 2.11 - Sectoral loan structure, period-end

2006 2007

Description/Period Il v Il

quarter | quarter | quarter
Short-term loans 65.7 319 239
Long-term loans 30.3 66.6 74.5
Claims due 4 15 1.6
TOTAL 100 100 100
In EUR 99.7 99.6 97.5
In other currencies 0.3 04 2.5
TOTAL 100 100 100

(479%), while the annual increase amounted to EUR 945.5 million
(148.8%).

Observed by banks, in the first half-year two banks recorded a
declinein deposits (by 18.6% and 56.9%), while deposit increases
of other banks ranged between 25.5% and 191.1%. In the one-
year period only one bank recorded a decrease in deposits (of
62.5%), while deposits at other banks increased. The highest
increase was recorded at two banks. At end-June this year, one
bank had 12 times more, and the other 15 times more, deposits
than at end-June of the previous year.

2006 2007

Description/Period IV quarter Share Il quarter hare

in EUR thousand | in% |in EUR thousand| in%
Agriculture, Hunting, Fishing 8.109 1,0 16,000 1.1
Mining 4.334 0,5 32,421 22
Energy 9.863 1,2 3,633 0.2
Civil Engineering 61.653 73 157420 10.5
Trade 265421 31,3 336,636 224
Services, Tourism, Hotel Management 65.620 77 118,524 79
Transport, Warehousing, PTT Communications 12.627 1,5 38,064 2.5
Finance 9.111 1,1 30,981 2.1
Real Estates trade 6.503 038 54,722 36
Administration and Other Public Services 37779 4,5 73,037 49
Households 310.109 36,6 535,325 35.6
Other 56.035 6,6 105,612 70
Total 847.164 100,0 1,502,374 100.0
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Table 2.12 — Monthly increase in total banks’ deposits

I M v \ VI

Monthly change, in EUR thousand Average
2003 209 -9,744 -3,824 -18,286 1,838 10,808 -3,167
2004 3,675 -3,797 5,765 5,009 7446 -2,625 2,579
2005 -8,085 8,059 25900 735 36,660 14,978 13,041
2006 3,500 14,699 7,821 30,772 41,373 49,492 24,610
2007 33,864 92,660 97,370 75,873 116,538 89,025 84,222

Monthly change, in % Average
2003 0.1 -4.7 2.0 -9.5 1.1 6.2 -1.5
2004 1.7 -1.8 2.7 2.3 34 -1.1 1.2
2005 3.0 30 95 0.2 12.2 4.5 44
2006 0.7 30 15 6.0 76 84 45
2007 31 84 8.1 5.8 85 6.0 6.6

The market concentration indicator according to deposits (CRd)
recorded a decline in the period June 2006 - June 2007 (Table
213).

The value of the Herfindahl Hirschman index of deposits (HHId)
at end-June this year was 689 units lower in relation to end-
2005 when it recorded its highest value (2.898), or by 141 units
inrelation to the previous year-end, showing the concentration
dedline according to this parameter (Graph 2.8).

The maturity structure of deposits improved slightly in the one-
year period: the share of time deposits in overall deposits rose
by 4.3 percentage points, so that time deposits made up 47.5%
of total deposits at end-June this year. However, the share of
deposits with an agreed maturity from one to three years in the
overall deposits significantly increased (from 2.8% at end-June
2006 to 15% at end-June this year). (Table 2.14)

The sectoral structure of overall deposits at the second quarter-
end this year shows that the highest share was of deposits by the
household sector (48.5%) and the corporate sector (29.4%), with
the share of household deposits increasing by 8.6 percentage
points for the one-year period.

Table 2.13 - Banks™ concentration ratio
according to deposits

Description/ 2006 2007
Period Vi XII Vi

1 bank 0.50 043 0.40

3 banks 0.75 0.68 0.69

5 banks 0.90 0.83 0.84

Graph 2.8 - Herfindahl Hirschman index
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Table 2.14 - Maturity and currency structure of total deposits, period end, in %

Description/Period 2006 2007
I quarter IV quarter Il quarter

Demand deposits 56.8 56.8 525
Time deposits

Up to three months 7.8 6.7 6.6
From three months to one year 321 233 254
From one to three years 2.8 129 15.0
Over three years 0.5 04 0.5
TOTAL 100 100 100
In EUR 97.1 96.6 976
In other currencies 29 34 24
TOTAL 100 100 100

2.3.3. Banks' borrowings

Banks borrowings, mainly from abroad, increased during the
reporting period and at end-June they amounted to EUR 274.1
million. Their growth was more intensive than in the same period
of previous years due to the growing demand forloans (primarily
long-term) and an unsatisfactory maturity risk between loans
that banks disburse and deposits placed in local banks. (Table
2.15)

2.3.4. Bank loans and deposits placed with
banks (and banks' borrowings)

Total deposits paced with banks were higher than bank loans
disbursed during the first two quarters this year. The difference
between deposits and loans amounted to EUR 136.7 million, on
average, and the loans to deposits ratio moved within the interval
from 0.82100.95 (average being 0.89). The ratio loans/deposits
increased by the banks™ borrowings ranged between 0.70 and
0.81 (average being 0.77).

Table 2.15 — Monthly increase in banks™ borrowings

| Il 11l \Y \% VI

Monthly change, in EUR thousand Average
2003 2,821 -41 -972 421 934 -1,588 263
2004 12,408 1,140 3,020 5,268 3,192 -2,157 3,812
2005 -1,065 1,521 804 1,064 1,086 719 688
2006 -1,276 -350 80 827 218 4,866 728
2007 5,873 10,294 21,087 28,310 12,631 23,516 16,952

Monthly change, in % Average
2003 234 -0.3 -6.6 3.0 6.5 -104 26
2004 46.7 29 75 12.2 6.6 -4.2 12.0
2005 -1.8 2.6 1.3 1.7 1.8 1.1 1.1
2006 -101.6 -04 0.1 1.1 03 6.1 -15.8
2007 34 58 1.2 13.5 53 94 8.1
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2.3.5. Household sector

During the first two quarters the growing trend of deposits by
households continued. With an average monthly increase of
74% (EUR 44.5 million), deposits by this sector reached a total
of EUR 766.7 million at the end of the second quarter. The total
six-month increase was 53.5% (EUR 2674 million), while the
annual increase amounted to 202.5% (EUR 513.3 million).

The maturity structure of deposits by the household sector shows
that demand deposits still accounted for the main share (57.2%in
the second quarter this year), which did not change much in the
one-year period, while the structure of time deposits recorded
asignificant positive change (Table 2.16). Namely, the share of
deposits termed from three months to one year reduced from
824% (end of the second quarter 2006) to 55.3% (end of the
second quarter this year) in favour of deposits termed from one
to three years whose total share in time deposits increased from
7.8% t0 29.3% over the same comparative period. As deposits
termed up to three months and from three months to one year
made up 70.5% of total time deposits by households at end-
June, it can be concluded that the household sector is mostly
interested in savings maturing in a one-year period.

Data on deposits by the household sector at the second quarter-
end show that each citizen had an average of EUR 1,227.8
worth of deposits in banks. If we used only data of the resident
household for the review of household deposits per capita, then
each resident-private individual in Montenegro would have
EUR 1,002.9 at the second quarter-end, while the household
deposits per employee would amount to EUR 4,847. According to

Graph 2.9 - Deposits by households, in EUR

million, last day in a month
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Monstat data, an average salary without taxes and contributions
amounted to EUR 335 in June this year or EUR 323 in the period
January-June this year. The consumer goods basket for a four-
member family amounted to EUR 281.48 in June or EUR 280.3
on average in the period January-June this year. By comparing
the average salary and consumer goods basket we can conclude
that salaries do not leave enough room for household savings,
especially not for such a high average monthly growth as during
the first two quarters this year (EUR 44.5 million).

The increase of household deposits was contributed by:
- Aninflow offoreign directinvestments, which amounted

to EUR 4938 million in the first two quarters this year.
Of this amount, 52% related to an inflow arising from

Table 2.16 - Maturity structure of total deposits by households, in %

Description/Period 2006 2007
" Xl \

Demand deposits 56.8 59.0 572
Time deposits 432 41.0 428
Time deposits 100 100 100
Of which:

Up to three months 9.5 12.6 15.2

From three months to one year 824 55.7 553

From one to three years 7.8 316 29.3

Over three years 03 0.2 0.2




investments in real estates. This primarily affected the
increase in deposits by the household sector;

- Anincrease in tourism revenues which amounted to
EUR 88 million in the first two quarters this year, some
74.8% more than in the comparative period;

- Aninflow of current transfers to households from
abroad to a total of EUR 48 million in the first half-
year,

- Aninflow of factor income from abroad totalling EUR
41.5 million, as well as

- Anincrease in the turnover on the capital market.

Regardless of the threefold increase in deposits placed, households
additionally borrowed from banks during the first two quarters
(Graph 2.10). With an average monthly increase of 9.7% (EUR 38 4
million), households™ debt arising from loans taken from local
banks amounted to EUR 541.4 million at end-June, some 74%
(EUR 230.2 million) more than at the previous year-end, while
the annual increase amounted to 208.8% (EUR 366 million).

The debt of households per capita with banks amounted to
EUR 866.9 million, while the debt of the resident household
per capita amounted to EUR 862 at end-June. Therefore, the
respective increases in indebtedness per capita amounted to
73.9% and 73.3%.

Indebtedness of households per employee amounted to EUR
3,422.2 at end-June this year and increased by 65.8% in the
first six months this year.

Data on the share of household indebtedness in GDP (Table
2.17) and the maturity structure of these loans (Table 2.18) do
not represent disturbing indicators with regard to households
debt repayment.

The maturity structure of loans disbursed to the household sector
significantly changed in the one-year period in favour of long-
term loans (Table 2.18).Regardless of the significant increase in
loans to the household sector, outstanding loans did not increase.
Namely, outstanding loans made up 1.1% of loans granted to
this sector at end-June this year, indicating a satisfactory level
of repayment (Table 2.18).

Graph 2.10 - Loans to households, EUR
million, last day in month
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Table 2.17 — Households™ borrowing/ GDP ratio,
in %

Description/
Period
Households'

borrowing/GDP

2004 | 2005 [ 2006 | V12007

45 58 158 25.07

Table 2.18 - Maturity structure of loans to
households, in %

2006 2007
Description/Period
\Y Xl VI
Short-term loans 559 6.7 70
Long-term loans 424 924 92.0
Claims due 1.7 09 1.1

The increase in the indebtedness of the household sector was
due to:

- Astrong increase in the lending offer, primarily long-
term (housing) loans;

- Theattractiveness of the Montenegrin capital market,
as well as

- Adedline in interest rates on loans granted to the
household sector

7 Used data of the Secretariat for Development about the assessment of the realized GDP for the first six months this year and data on the

increase of loans to the household for the first six months this year
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Interest rates on loans approved to households continuously
declined during the first two quarters this year, with a monthly
average being 0.21 percentage points (average weighted effective
interest rate - AWEIR). In June the AWEIR on loans to households
amounted to 10.93%, some 1.23 percentage points less than at
the previous year-end, while in the one-year period AWEIR on
loans to this sector reduced by 3.33 percentage points.

The structure of loans to households shows that the largest share
still relates to earmarked loans (50.4% at end-June this year).
During the first six months this year there was an increase in
housing loans from 20.7% to 24.5%, and in mortgage loans,
from 94% to 11.7%. Housing loans and loans for the adaptation
of residential and business premises disbursed to the household
sector made up 39:4% of the household debt at end-June this
year. At the same time, the increase in housing loans to the
household sector amounted to 104% for the first six months
of the year.

The household sector was dominantly indebted in Euros and only
3.4% of overall loans to this sector at end-June were denominated
in other currencies.

Regardless of the fact that the average increase in household
indebtedness was higher than the average increase in their
deposits, the household sector was a net depositor in the system
during the reporting period (Graph 2.11). Deposits by this sector
were EUR 213 million on average higher than their debt to
banks, and their net savings at end-June amounted to EUR
2254 million.

The loans/deposits ratio of the household sector was favourable
and amounted to 0.7 at end-June this year, which was also its
average value during the first two quarters this year.

2.3.6. Corporate sector

Deposits by the corporate sector constantly increased during the
first two quarters this year, monthly average being 6.5% (EUR 24
million). At end-June, deposits by this sector reached the amount
of EUR 465 million, some 44.9% (EUR 144 million) more than
at the previous year-end, and 142.2% (EUR 273 million) more
than the amount reached a year earlier.

Graph 2.11 — Net household savings, EUR
million, last day in a month
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The average monthly increase in loans to the corporate sector
was higher than the corresponding increase in their deposits with
local banks. With an average monthly increase of 10.8% (EUR
66.7 million), banking loans to the corporate sector amounted
to EUR 871.9 million at end-June. For the first half-year, the
debt of this sector with local banks increased by 85% (EUR
400.6 million), while the annual increase amounted to 164.5%
(EUR 542.2 million).

The corporate sector thus represented a net debtor in the banking
system during the first two quarters this year.



This net debtor position in relation to domestic banks is the result
of the development level of the Montenegrin economy which
requires significant investments in order to provide a further
growth and development of the economy. The maturity structure
of loans to this sector confirms that these are investments, since
itsignificantly changed in the one-year period in favour of long-
term loans that made up 68% of loans to this sector at end-June
this year (25.6% at end-June of the previous year). This, of course,
is a positive change (Table 2.19).

Observed by activities (Table 2.11), most banking loans were
disbursed to “Trade” (22.4% of overall loans), “Construction”
(10.5%), “Services, tourism, catering” (7.9%), which confirms
the services orientation of the Montenegrin economy. The real
GDP growth of 6.9% for the first half-year was driven by the
growth in tourist turnover and transport activity, while in the
same period there was a decline in the physical volume of
industrial production of 5.4% in relation to the average in the
previous year. Taking into account the increase in loans to the
corporate sector and, above all, the positive change in their
maturity structure, it is reasonable to expect a stronger GDP
growth in the medium-term.

Besides borrowing from domestic, this sector also borrowed from
foreign, banks. In the first six months this year, the inflow from
abroad on the basis of loans to the corporate sector amounted
to EUR 198.8 million, of which 999% related to long-term loans.
At the same time, the outflow of funds to abroad for principal
repayment of long-term, short-term and commodity loans and
financial leasing amounted to EUR 34.1 million.

According to data of the Central Accounts Register, at the second
quarter-end this year there were 37,785 legal entities and private
individuals performing an activity, having the total of 65,374
registered accounts. Of the total number of registered entities,
accounts were frozen to 8,125 on 30 June 2007, and the overall
amount of debt on the basis of which their finds were frozen
amounted to EUR 85.2 million. At the same time, of 50 debtors
having the highest amount of debt, accounts of 46 of them were
permanently frozen, three such debtors were blocked for over
10 months with occasional interruptions, while one debtor was
blocked for 10 months.

Table 2.19 — Maturity structure of loans to
corporate sector, in %

2006 2007
Description/Period
VI Xl VI
Short-term loans 69.1 46.2 30.1
Long-term loans 256 520 68.0
Claims due 53 1.8 19

2.3.7. Capital of banks

The total capital of banks amounted to EUR 192.6 million at
the end of the second quarter this year, of which 94% related
to capital and reserves, and the remaining part to the current
period financial result which amounted to EUR 11.2 million for
the banking system as a whole.

Overall capital of banks increased by 29.5% (EUR 43.9 million)
in the reporting period, while the annual increase amounted to
54.3% (EUR 67.8 million).

Observed by banks, one bank recorded a decline in total capital
(of 18%), while growth rates of capital in other banks ranged
between 0.9% and 148.4%. In the one-year period, only one
bank recorded the capital decline (of 16.2%), while the annual
growth rates of capital of other banks varied between 10.5%
and 174.6%.

The market concentration indicator according to total capital

(Cruk) recorded a decrease in the period June 2006 - June
2007 (Table 2.20).

Table 2.20 - Banks' concentration ratio

according to capital
Description/ 2006 2007
Period VI XIl Vi
1 bank 0.23 0.20 0.19
3 banks 0.55 0.50 044
5 banks 0.71 0.70 0.64
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2.4. Reserve requirements

During the first two quarters of 2007, deposits included in the base
for calculating reserve requirements ranged between EUR 1,002
and EUR 1,394 million, so that the calculation base amounted to
EUR 1,188 million on average. A significantly higher level of the
calculation base in the reporting period in relation to the same
period of the previous year (more than three times), besides
the increase in overall deposits, is the result of the broadened
calculation base as applied since April 2006. Simultaneously,
deposits excluded from the base amounted to EUR 81 million
0n average.

Month-on-month, the highest level of deposits included in
the base for calculating the reserve requirements in the first
two quarters 2007 was recorded in June (EUR 1.361 million,
0n average).

On 27 June 2007, banks allocated a total of EUR 238.3 million of
reserve requirements, which is EUR 55.5 million or 32.3% more
than at end-2006, while the growth rate compared to June 2006
amounted to 138%. (Annex B, Table 12)

The structure of allocated reserve requirement at end-June this
yearsignificantly changed in relation to the same period of 2006
9.2% was allocated on the reserve requirement account in the
country (48% at end-June 2006), 90% on the (BM account
abroad (46% at end-June 2006), and 0.8% in Treasury bills (6%
at end-June 2006). The changes are the result of the decision
of most banks to allocate the majority of funds to the (BM
accounts abroad, as well as the reduced opportunities for banks
to allocate a part of their reserve requirements in Treasury bills
of the Montenegrin Government. (Table 2.22)

On 40% of the funds of reserve requirements allocated on
the reserve requirement account at the CBM, the Central Bank
calculated interest at the annual rate of 1% at and in total paid
EUR390,4101n the first two quarters of 2007. One bank used the
reserve requirements funds for liquidity maintenance for seven
days, while lower levels of reserve requirement funds than that
prescribed was registered with two banks during three days.

Table 2.21 - Average RR calculation base, EUR million

2006 2007
Description/Period I quarter | Ilquarter | lllquarter | IV quarter | Iquarter | Il quarter
Average base 261 495 702 863 1,085 1,291

Table 2.22 - Structure of allocated reserve requirements, quarter-end, in %

2006 2007

Description/Period

I quarter | Il quarter | Il quarter | IV quarter | I quarter | Il quarter

Reserve Requirement Account
in the Country

T-Bills 11

Reserve Requirement at CBM
account abroad

54

35

48 52 9.3 8.6 9.2
6 4 19 14 0.8
46 44 88.8 90.0 90.0




2.5. Micro-credit financial institutions (MFI)

The first two quarters this year were characterized by a growing
trend of the micro-financial sector activities.

Total assets of the micro-credit financial institutions (MFI)
amounted to EUR 46.3 million at the second quarter-end of
2007, this being 36.2% above the level at end-2006, and 95%
more in relation to the same period of the previous year. Observed
as an absolute amount, the MFI's assets increased by EUR 22.5
million in one year. At the same time, the total assets of the
Agroinvest fund accounted for over 70% of the total MFI assets
in the first two quarters of 2007 (Table 2.23).

The upward trend of the MFI's lending activity continued in
the reporting period: loans increased at an average monthly
rate of 4.8%. At end-June, MFI lent a total of EUR 42.9 million
or 32.3% more than at end-2006, while the increase in relation
to June 2006 amounted to 88.9%.  the total amount of loans
disbursed, 69.4% were granted by Agroinvest, and 30.6% by
other MF (Table 2.24).

In the structure of the loan portfolio of MFI by activities, the share
of loans for agriculture prevails (67% at end-June 2007).

Table 2.23 - MFI's total assets, as at quarter-end, EUR thousand

2006 2007

Description/Period

| quarter | Il quarter |IIIquarter| IV quarter | | quarter | Il quarter

Alter modus 7,009 7,873 7,854 9,064 10,584 11,403
Agroinvest 14,949 14,981 16,990 23,248 29,820 32,590
Montenegro Investment credit 596 981 1,017 1,059 1,354
Ozmont 342 41 705 953 994
Total 21,958 23,792 26,236 34,034 42,416 46,341
Table 2.24- MFI's total loans, as of quarter-end, in EUR thousand
Description/Period 2006. 2007.

| quarter | Il quarter |IIIquarter| IV quarter | | quarter | Il quarter
Alter modus 6,859 7,841 7,586 8,658 9,704 10,967
Agroinvest 12,352 14,040 16,582 22,285 26,300 29,797
Montenegro Investment credit 564 837 906 817 1,307
Ozmont 300 403 624 980 891
Total 19,211 22,745 25,408 32,473 37,801 42,962

Table 2.25 - MFI's total loans, by sectors, as of quarter-end, in EUR thousand

Description/Period

Trade 2,434
Services 3,175
Production 901
Agriculture 12,701
Other

Total 19,211

2006. 2007.
| quarter | Il quarter |III quarter| IV quarter | | quarter | Il quarter
2,864 3,050 3,565 3978 4,656
3,935 3,932 4,693 5,868 7,168
862 905 838 873 998
14,630 16,781 22,570 26,152 28,849
454 740 807 930 1,291
22,745 25,408 32,473 37,801 42,962
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The maturity structure of loans shows that long-term loans
accounted for the main share, 85.8% of total loans. The loan
portfolio mainly showed an insignificant share of past due loans
(less than 1%) during the reporting period.

In the structure of overall loans, net loans accounted for 98.3%
(EUR37.2 million) at end-June, while the remaining part related
to loan loss provisions.

MEFI's monetary assets amounted to EUR 3.3 million or 7.1% of
total assets of MFI, while fixed and other assets amounted to
EUR 0.9 million and made up 1.9% of total MFI assets at end-
June 2007.

Total MFI's liabilities (liabilities for borrowings, conditional grants,
subordinated debts and other liabilities) amounted to EUR 32.1
million and made up 69.3% of overall liabilities of MFI. The
sources of funds of the micro-credit financial institutions was,
and remained, mainly foreign capital which s disbursed as micro-
credit lines to agricultural producers, entrepreneurs in the field
of services, small manufacturers, trade, and others.

Total capital of MFI amounted to EUR 14.2 million or 30.7%
of their overall liabilities at end-June 2007. Of this amount,
EUR 9.5 million or 66.8% referred to capital from donations,
EUR 0.6 million or 4.3% to grants, while the retained eamings
amounted to EUR 4.1 million or 28.9%. MFI achieved a positive
result to the amount of EUR 1.1 million at the second quarter-
end of this year.

Table 2.26 - Annual lending interest rate, in %

Graph 2.13 - MFI's total loans, by sectors,

last day in month, in EUR thousand
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2.6. Lending interest rates®

A declining trend in lending interest rates characterized the
first two quarters this year. With the exception of April, when
a monthly increase of 0.02 percentage points was recorded,
effective interest rates fell ata monthly average of 0.15 percentage
points (0.18 percentage points if the increase in April were
excluded) during the first two quarters this year.

Atthe second quarter-end, the average weighted nominal interest
rate (AWNIR) amounted to 8.33% and the corresponding effective
interest rate (AWEIR) 9.07% at the annual level. In the first six
months this year, AWNIR and AWEIR reduced by 0.73 and 0.87
percentage points, respectively, while the respective annual
declines were 2.0 and 2.2 percentage points (Table 2.26).

2005 2006 2007
Xl M Vi IX Xl 0l Vi
AWNIR 10.76 10.88 10.33 9.62 9.06 8.56 8.33
AWEIR 21 12.04 11.27 10.81 994 9.31 9.07

Source: (BM Regulatory Credit Bureau

8 Data do not relate only to newly approved loans in the reporting month, but to all loans (cumulatively) disbursed inncluding the reporting

month



The difference between effective and nominal lending interest
rates reduced substantially since September 2005 (since the
data series has been collected). The average difference between
effective and nominal interest rate amounted to 1.29 percentage
points in the period September-December 2005, then 1.05
percentage points in 2006 (1.04 percentage points in the first two
quarters 2006), while the average in the first two quarters of this
yearitwas 0.77 percentage points (Graph 2.14). Thisis, of course,
a positive trend because banks, due to enhanced competition,
still manage to reduce the costs of loan processing with a view
to retaining the existing, and also attracting new, clients.

The interest rates toloans granted to the government sector were
constantly lower than the interest rates on loans approved to
the private sector (Graph 2.15) due to banks™ assessment that
loans to the government sector carry less risks.

The interest rates on loans granted to households constantly fell
during the first two quarters this year, monthly average being
0.21 percentage points. In June AWNIR on household loans
amounted to 10.10% and AWEIR 10.93%, some 0.96 and 1.23
percentage points less, respectively, than at the previous year-
end. In one year, AWNIR on loans to this sector was reduced by
2.5and AWEIR by 3.33 percentage points.

Interest rates on loans to households also depend on the
assessments of the amount of the individual credit risk of each
loan applicant. Thus, interest rates on loans to individuals —
employees in banks are significantly lower than those for other
resident individuals: at end-June this year, AWEIR on loans to
employees in banks amounted to 6.85% and 11.05% for other
residents. Such behaviour of banks was justified by their having
aninsightin the employees solvency and other factorsimportant
for risk assessment. The difference between interest rates on loans
approved to employees in banks and other resident individuals
was significantly reduced in the period since the respective
data series has been recorded, from 7.58 percentage points, as
itamounted in September 2005, to 4.20 percentage points in
June this year (Graph 2.16).

In addition, interest rates on loans to non-resident individuals
were lower than those on loans approved to resident individuals
(except for employees in banks) during the first two quarters
of this year (Graph 2.16), and this is also connected with the
assessment of individual risk of each client.

Graph 2.14 - Annual average weighted

lending interest rates, in %
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Table 2.27 - Annual average weighted lending interest rates, by sectors, in %

2005

2006 2007

Description/Period

IX Xl III|VI|IX|XII I|II|III|IV|V|VI

Transport, Warehousing, AWNIR 1025 9781 973
PTT Communications AWEIR 1194 1081 1019

933 874 852| 851 833 803 811 801 800
1009 939 937 915 894 878 876 867 863

AWNIR  11.55 11.74| 11.39
AWEIR 1295 13.04| 12.05

Real Estates trade

1014 898 842 853 792 783 793 779 744
11.09 996 951| 950 890 846 874 876 849

AWNIR 965 1045 | 1049

Energy
AWEIR 14.82 1417 13.30

933 1010 827| 826 783 758 761 789 792
1n41 1386 890| 893 851 816 817 846 843

AWNIR 1249 1197 1040

Civil Engineering
AWEIR 1310 12.72| 11.60

973 884 833| 831 807 785 779 774 745
1035 949 9906|1033 987 942 834 832 832

AWNIR  11.69 11.04| 10.61

994 944 857| 843 795 779 790 786 778
1064 1140 953| 938 869 844 860 838 832

1085 868 781 | 843 837 830 817 793 791
11121019 729| 806 807 809 931 781 821

Trade
AWEIR 1221 12.24| 1152
AWNIR 1278 1171 10.58
Mining
AWEIR 1738 12.81| 1094
AWNIR  11.15 10.68| 10.53
Production

AWEIR 1213 11.70| 1141

970 903 825| 79 778 770 749 723 711
10.54 994 889| 858 841 845 831 795 792

Services, Tourism, Hotel ~ AWNIR 985 978| 9.86
Management AWER 1531 11.06| 1042

949 840 757| 760 777 773 771 758 728
965 830 855| 808 812 790 805 790 784

Administration and AWNIR 1016 9.28| 977
Other Public Services AWEIR 1017 11.05] 12.23

943 883 797| 766 762 758 743 754 73]
1053 965 851 787 818 823 812 802 778

AWNIR 712 5.85| 1015

965 723 712| 728 699 668 659 650 5091
1046 755 785| 793 745 715 696 693 747

6.74 678 727| 724 743 753 756 655 477
376 345 478| 453 523 532 840 730 723

Finance

AWEIR 491 611 1114

AWNIR 699 10.24| 644
Other

AWEIR 780 10.81| 3.66
Agriculture, Hunting, AWNIR 876 749| 736
Fishing AWER 954 762| 754

6.72 672 652| 646 654 658 682 677 682
705 707 688 682 692 689 716 710 717

AWNIR 10.96 10.42 | 10.37

AWIR - legal entities
AWEIR 12.20 11.67| 11.39

9.67 895 8.21| 815 786 773 775 765 746
1042 10.09 9.01| 895 858 838 842 821 8.17

Source: (BM Regulatory Credit Bureau

Legal entities were granted loans with interest rates lower than
those registered in the earlier period: AWNIR in June this year
amounted to 746% and AWEIR 8.17%, being 0.84 percentage
points and 2.25 percentage points, respectively, in relation to
June of the previous year. (Table 2.27)

If observing the interest rates on loans disbursed to legal entities
per activity performed, it is noticeable that in June this year, in
relation to the previous year-end, interest rates only increased
forthe activities “Agriculture, hunting, fishing” (AWEIR increased
by 0.29 percentage points) and “Mining” (AWEIR increased by
0.92 percentage points), while interest rates on loans for other

activities were reduced. Effective lending interest rates declined
in the first two quarters and ranged between 0.38 percentage
points for the activity “Finance” and 1.21 percentage points to
“Trade”. The annual increase in interest rates was recorded only
for the activity “Agriculture, hunting, fishing” (AWEIR increased
by 0.12 percentage points), while interest rates on loans to
legal entities for other activities reduced. The highest annual
decline was recorded in the case of interest rates on loans to
the activity “Finance” (by 2.99 percentage points), and the
lowest in the for “Transport, warehousing, postal services” (by
146 percentage points).



Despite the fact that there was a small increase in interest rates
on loans approved to legal entities engaged in the activity
“Agriculture, hunting, fishing”, these interest rates were the
lowest in June this year and amounted to 6.82% (AWNIR) and
717% (AWEIR).

Observed by the maturity of loans they are applied to, interest
rates on both long-term and short-term loans fell during the
first two quarters this year. However, the reporting period was
characterized by higher levels of interest rates on long-term loans
than that on short-term loans which, inter alia, points to higher
inflationary expectations (Graph 2.17). Thus, in June this year,
AWEIR on short-term loans and long-term loans amounted to
8.82% and 9.13%, respectively.

The level of the lending interest rates of banks was explained, inter
alia, by movementsin interest rates at which the banks borrow,
those in most cases being connected to the reference interest
rates on the European money markets. The banks borrowed
from abroad at both flat and fluctuating interest rates. The flat
interest rates ranged between 3.0% and 5.5% at an annual
level, while fluctuating interest rates were connected to the
three-month and the six-month EURIBOR, as well as the swap
rate. The spread added to the reference interest rates moved
between 2 and 3.5 percentage points on loans maturing after
three months, while the spread calculated with the swap rate
amounted to 4.18%. In addition, the banks also bore the costs

Graph 2.17 - Annual average weighted
effective interest rates, in %
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of loan processing, which, in most cases, amounted to 0.5% of
the amount of loan granted.

Reference interest rates rose in the last two years (Graph 2.18).
The three-month and the six-month EURIBOR, to which the
interest rates at which banks borrow are linked, amounted to
4.175% and 4.315%, respectively, at end-June this year. If the
spread of 2-3.5 percentage points is added to these rates, it
may be concluded that the banks™ borrowed at rates ranging
between 6.175% and 7.815%. Additionally, the banks paid the
costs of loans processing.

Graph 2.18 - 3-month EURIBOR, 6-month EURIBOR, the ECB reference interest rate, month-end, %
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Such movements of interest rates on foreign loans the banks use - The fall in interest rates was contributed by the high liquidity of
(primarily due to the poor maturity risk of local sources offending ~ banks, the increase in deposits, and strengthened competition,
andloans) explains the still high interest rates at which the banks  while the main reasons for the high level of interest rates are:
lend. However, the movements of lending interest rates of local

banks and reference interest rates indicate that interest rates in - Increases in interest rates on the European money
Montenegro did not increase in the previous period which was markets

characterized by an increase in reference interest rates. Such a - Unfavourable maturity harmonization (maturity risk)
situation can be explained by the enhanced competition in the of sources for lending and loans,

Montenegrin banking market. - Still large demand for loans,

- Theexistence of obvious individual client risks, especially
for legal entities, due to the internal debts of companies
and the non-existence of an agency that would assess
the solvency of companies.
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3.1. Money market

Since 2001, 148 auctions of four types of Treasury bills were held
(with maturities of 28, 56, 91 and 182 days), for the purpose
of financing short-term budget consumption. The amounts of
issued and sold bills increased each year until 2005, when the
amounts started to decrease. By applying the strategy of reducing
public debt through rational budget expenditure and higher
budget revenues, a budget surplus was achieved for the first
time in 2006. One part of the strategy was also the reduction of
budgetary borrowing through issuing T-bills. In 2006, the value
of sold T-bills was lower by EUR 96.4 million than in 2005. The
trend of reducing budgetary borrowing through issuing T-bills
continued in 2007 as well. During the second quarter of 2007,
there were no auctions of T-bills. The growth in income and a
reduction in budget expenditure, which both contributed to a
significant budget surplus, eliminated the need for T-bills.

Graph 3.1 - Offered and sold T-bills since
the auctions started
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Box 3.1 — Government Borrowings on the Money Market

Overall budget borrowing through T-bills at the end of June 2007 amounted to EUR 1.8 million which is a decrease
in borrowing of 72.3% when compared to June last year, and a 92.5% decline in relation to June 2005. According
to the strategy for public debt management, an alternative source of financing budget illiquidity may be issuing
mid-term bills on the international capital market (with an interest rate of 6%) or taking loans from European

development banks at the Euribor rate.

Graph 1 - Unpaid T-Bills
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3.2. Capital market

In the first six months this year, a total turnover of EUR 481.9
million was made on the Montenegrin stock exchange, which is
27% ahove the total turnover in the whole of last year.

Beside the high turnover in the second quarter, it should be
mentioned that in the last two months of the second quarter
this year, there was a decrease in turnover and stock exchange
indices. Itis a price correction, which was necessary due to the
emergence of price bubbles, which the Central Bank pointed to
several times before.

Alarge part of turnover and transactions was carried out on the
Nex Montenegro stock exchange (66.9% of the overall turnover
and 67.6% of the overall transactions,) and a smaller part through
the Montenegro stock exchange (33.1% of the overall turnover
and 32.4% of transactions). The majority of turnover was made
through secondary trading — 99%, while only 0.2% related to
primary trading.

Turnover structure

Where the trade structure in the observed period is concerned,
the trading of companies’ share was dominant (79.4%), then
mutual investment funds shares (19.9%), while the contribution
of various bonds to overall turnover was 0.7%.

Overall turnover of Montenegrin companies shares, amounting
to EUR 207 million in the second quarter of this year, was
carried out through 55,600 transactions of the total of 66,300
transactions.

QOverall turnover of mutual investment funds™ (FZU) sharesin the
second quarter of 2007 amounted to EUR 51.8 million, and was
made through 29,000 transactions. The growth in turnover of
the FZU shares in relation to the previous quarter was 65.8%,

Graph 3.2 - Turnover on Montenegrin

stock exchanges in Il quarters of 2005,
2006, 2007
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but it was through a significantly lower increase in the number
of transactions.

In the second quarter of this year the turnover of various types
of honds (frozen foreign currency deposits, municipal, restitution
and road reconstruction) was significantly lower than in the
previous quarter of the current year by 77.2% and a decrease

Table 3.1 - Comparative turnover growth rate on the Montenegrin stock exchanges (relative changes)

Q2 2007 |Q2 2007| | semi-annual 2007 | | semi-annual 2007

Period Q2/Q12007

Q2 2006 [Q2 2005| | semi-annual 2006 || semi-annual 2005

Total turnover on Montenegrin
stock exchanges

+17,8% + 506,5% +538,2% +536,9% +395,8%

Calculations: CBM



Graph 3.4 - Turnover of companies’ shares

and number of transactions made in 2007
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in the number of total transactions of 18.2% was recorded. A
decreasein turnover and the volume of transactions was recorded
inrelation to the same quarter last year (turnover was lower by
23.9%, while the number of transactions 41.5% lower).

Stock exchange Indices

In the second quarter, increases in the indices of all Montenegrin
stock exchanges were recorded. The ‘Moste” index recorded
absolute growth of 264.7 index points or 13.7% in relation to
the end of the previous quarter. The index ‘NEX20" increased
by 1,114.46 index points or 2.83%, while the index 'NEX PIF’
recorded the highest increase this quarter of 14,168.86 index
points or 47.82%.

Table 3.2 - General information on indexes

Graph 3.5 - Turnover of mutual funds shares
and the number of transactions made in 2007
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Graph 3.6 - Turnover of bonds and the

number of transactions in 2007

5,000,000 +

4,000,000 +

3,000,000 +

2,000,000 +

1,000,000 +

Jan Feb Mar Apr May  Jun

mmm Turnover of bonds —— Number of transactions

Source: Montenegro stock exchange and Nex Montenegro
exchange

MOSTE NEX 20 NEX PIF
As of June 30/2007 21899 40.433,96 43.797,01
Absolute change in second quarter 2007  +264,7 +34,3 +12.638,1
Initial value of index 100,0 1000,00 1000,00

Maximum in 2007
Maximum historical value

Minimum historical value

Growth from March 31, 2007 to June

[
30, 2007 13.7%

24554  07.05.2007
24554 07.05.2007 48.617,88 07.05.2007. 50.584,09 23.05.2007.
94,8 23.06.2004

918,57 14.04.2003 959,53 02.04.2003

09 40,6

Source: Montenegro and Nex Montenegro stock exchange
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Graph 3.7 - Index MOSTE Graph 3.8 - Index NEX20 and NEX PIF
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Observed per month: growth in all three indexes was only in
April (Moste — 18.5%, NEX20 — 15.3% and NEXPIF — 34.1%),
two indexes increased in May (Moste — 0.2%, NEXPIF — 9.1%)
while NEX20 was lower than in the previous month by 9.5%, and
all three indexes decreased in June (Moste — by 4.2%, NEX20
— by 3.3% and NEXPIF — by 3.9%).

Block trade

In second quarter of 2007, there were no block trades.
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Capitalization

Market capitalization was apparent on the Nex Montenegro
exchange at the end of the second quarter and was 4.8% higher
than at the end of the first quarter of the year, while at the same
time, growth in market capitalization of 17% was recorded in
the Montenegro stock exchange. Unlike in the first quarter
when high capitalization growth rates were achieved, in the
second quarter, monthly increase in the capitalization in both
exchanges was made only in April (Nex Montenegro— 16.5%
and Montenegro stock exchange — 23.2%), while there was a
fall in market capitalization in May and June (Nex Montenegro
exchange, in May — 8.2%, in June — 2%; Montenegro stock
exchange, in May — 0.4%, in June — 4.6%).

Box 3.2 - Fundamental analysis

One of the most used methods of securities evaluation is the fundamental analysis. The objective of fundamental
analysis is an attempt to determine real, i.e. the internal value of securities, by examining and analysing relevant
economic, financial and other quality and quantitative factors.

The fundamental analysis considers all that could have an effect on the share value: macroeconomic factors,
conditions in the whole economy and in the industry the company belongs to, as well as special factors such as
financial conditions and the company management. It implies the use of the actual data in establishing the share
value. With fundamental analysis of the companies’ shares, data on income, wages, future growth, return to equity



capital, profit margin are important, as well as other data that determine undervalued company value and the
potential for future growth. The subjects of the separate analyses were: the balance sheet and income statement,
as well as the report on money flows, on the basis of which the financial soundness of the enterprise is determined
and earnings potential.

Those opposed to fundamental analysis, many analysts and investors (behaviouristic theory supporters, advocates
of the idea that psychological factors have a crucial influence on the share price) argue that the fundamental
analysis is not always a reliable basis for making investment decisions, because it often happens in practice that
the fundamental indicators are good, but share prices fall even in the long term, because a critical mass of investors
think that despite sound future fundamentals, the future of a company is bleak.
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4.1. Budget Review

In the first half 2007 there was a high increase in the current
budgetary revenues, so that the result was a record budgetary
surplus.

Overall budgetary receipts, according to preliminary data from
the Ministry of Finance in the first six months this year amounted
to EUR 345.2 million, being 22% higher than originally planned.
Compared to the same period of the previous year, budgetary
revenues recorded an increase of 40%.

The structure of budgetary revenues in the first half of this year
shows the continuation of a very dynamic growth in current
revenues, amounting to EUR 340 million and representing some
98.5% of budgetary receipts. In relation to the same period of
2006, current revenues increased by 39%, as a result of growth
inall taxand other budgetary revenues (various compensations,
taxes and payment of outstanding tax obligations).

Receipts from the sale of property (financial and non-financial)
amounted to 149% of overall revenues or EUR 5 million, being
14% lower than planned, but 108% higher in relation to the same
period of the previous year, as a result of increased receipts from
the sale of shares. Receipts from loan repayments assigned to
individuals, public enterprises and other institutions amounted
to EUR 1.8 million and were 34% lower than the planned amount
and 11% lowerin relation to the first six months of 2006. In the
reporting period, borrowings and loans showed a declining
trend. Owing to the high inflow of budgetary funds, the local
financing of the Government through issuing treasury bills and
taking loans from local banks was exceptionally reduced. In total
EUR 500 thousand was taken from foreign sources or 6% of the
planned amount, which is 14% less than in the same period of
the previous year. Also, the revenues arising from donations
and transfers declined, amounting to a mere EUR 8 thousand,
which is much lower than planned and also lower in relation to
the comparative period of 2006.

Box 4.1 — Structure of budgetary receipts

In the structure of current revenues, the largest share of 91% were revenues from taxes, which increased continuously
during the reporting period and amounted to EUR 309 million, some 39.4% more in relation to the same period
of the previous year. The greatest influence on the increase in revenues from taxes had an increase in revenues
from VAT of 42% and excise duties of 11%. Besides growth in economic activity, the growth in these revenues was
due to the measures undertaken to prevent the illegal turnover of certain imported goods. The share of VAT in tax
revenues and current revenues amounted to 56% and 51%, respectively. Excise duties made up 10.3% of the current
budgetary revenues, being the second largest revenue item. In this period it is evident that there was an increase in
other categories of indirect and direct taxes in relation to the plan, butalso in relation to the comparative period of
the previous year. A significant increase of 235% was recorded in revenues from corporate profit tax, as a result of
enhanced economic activity, the establishment of new companies and the increased number of taxpayers. These
revenues accounted for 7.8% of the current revenues. The increased number of employees, especially seasonal
workers in the construction and tourism sectors, as well as tax relief for the newly-employed influenced the increase
in revenues from personal income tax of 11% and their share in overall receipts amounted to 10%. Exceptionally high
growth of 300% was recorded in revenues from property tax due to the continuation of the expansion of property
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sale. Revenues from taxes on international trade and transactions (customs) increased by 15% and their share in
total revenues amounted to 9%. The growth in all revenues was influenced by the increased visible imports, as a
result of significant investments owing to accelerated economic growth. Other Republic taxes increased by 38%
and are the result of increased revenues from taxes on motor vehicles and insurance premiums.

Revenues from various taxes were 37% higher in relation to the comparative period, showing an evident growthin
all tax categories, but being 10% lower in relation to the plan which is due to the poor collection of administrative
fees. A very dynamic growth was recorded in revenues from fees and other Republic revenues. Especially higher
collection, by 464% was of fees for the utilization of publicinterest goods, and revenues from capital, by 210%.

Table 4.1 - Comparative review of current revenues of Montenegrin Budget, EUR thousand

Recorded | Recorded % 9f . % O.f
Plan . . collectionin | collection
Type of income Jan-June n n relation to in
2007 Ja;(—)JOu7ne Ja;(—)Jou6ne plan for relation
Jan-June 2007 | to 2006
TAXES 241.61 308.74 221.41 127.78 139.44
Personal income tax 29.98 34.83 31.41 116.18 110.89
Corporate income tax 8.55 26.13 7.81 305.61 334.57
Property tax 3.09 8.62 215 278.96 400.93
Value added tax 134.53 172.09 121.11 12792 142.09
Excises 34.72 3511 3149 101.12 111.50
Tax on international trade and transactions 2848 29.10 25.37 102.18 114.70
Other republic taxes 2.26 2.86 2.07 126.55 138.16
TAXES 9.61 8.62 6.30 89.70 136.83
Administrative taxes 6.66 415 3.73 62.31 111.26
Court fees 2.88 4.39 2.53 152.43 173.52
Resident taxes 0.07 0.08 0.04 114.29 200.00
Other taxes
Registration taxes
FEES 8.21 9.95 6.92 121.19 143.79
Fee from public goods utilization 0.37 2.03 0.36 548.65 563.89
Fees for utilization of natural resources 1.19 0.56 0.80 4706 70.00
Ecological fees 091 0.89 1.05 97.80 84.76
Fees for games of chance 1.69 2.05 1.54 121.30 133.12
Tolls 298 2.71 240 90.94 11292
Other fees 1.07 1.71 0.77 159.81 222.08
OTHER REPUBLIC REVENUES 7.22 10.70 7.10 148.20 150.70
Revenues from capital 1.37 044 0.00 311.36
Fines and property benefits taken away 2.75 418 263 152.00 158.94
fﬁ;fggsi Ittfl”:; bodies realize by performing 204 198 1.81 9706 10939
Other revenues 243 317 2.22 130.45 142.79
TOTAL CURRENT REVENUES 266.65 338.01 241.73 126.76 139.83
Revenues from loan repayment 2.75 1.83 2.07 66.55 88.41

Source: Ministry of Finance



Graph 4.1 - Structure of budgetary revenues Overall budgetary expenditures in the first half-year 2007,
in period 1 January — 30 June 2007 according to preliminary data of the Ministry of Finance, amounted

to EUR 283.6 million, some 10% more compared to the same

B Taxes 89.4% period of the previous year. Budgetary expenditures were 12%
B Dues 2.5% lower in relation to the plan as a result of reduced current and
Other Republic income 6.0% capital expenditures, as well as transfers.
Grants 0.1%

Borrowings and loans 0.5%

M Income from selling properties 1.4%

M Loan repayment revenues 0.0%

Box 4.2 — Structure of budgetary expenditures

In the structure of overall budgetary expenditure, the highest share of EUR 147.6 million or 52% was for current
expenditures, which increased by 22% in relation to the comparative period of the previous year. Transfers to
institutions, individuals, non-governmental and the publicsectors, and the transfers for social insurance accounted
for 26.6% or EUR 75.4 million of overall expenditures. In the structure of these expenditures, more funds were
allocated for social and health insurance and non-governmental organizations, the Employment Agency, and
less to the Pension and Disability Insurance Fund, municipalities and for redundancies. Some 59% more or 5.7%
of overall expenditures was allocated for capital expenditures, the main share being for infrastructure of public
interest and its maintenance. These funds were significantly lower than originally planned, with the note that the
strategicinvestment projects requiring more funds are financed from the capital budget, which has been applied
since January this year. Some 1.3% of budgetary expenditures were allocated for borrowings and loans disbursed
to non-financial institutions, individuals and other borrowings, which is about 23% less than last year, and the
majority of these funds was used by individuals. At the same time, revenues from loan repayments amounted to
EUR 0.6 million, resulting in the budget deficit on this basis of EUR 1.8 million. The state allocated EUR 38 million or
13.4% of overall expenditures for debt repayment, of which four times more funds in relation to the same period
of the previous year was repaid to residents, and the repayment to non-residents was also increased, while the
repayment of prior period liabilities was lower in relation to the comparative period because these liabilities were
regularly serviced during 2006. There were no payments on the basis of given guarantees, while a mere 1% was
allocated for budgetary reserves (permanent and current), which is 66% less in relation to the same period of the
previous year.

As for the current budgetary expenditures, most funds were spent on gross earnings and contributions paid by
employers, 59% (EUR 86.4 million) of the current expenditures, this being 15% more in relation to the same period
0f 2006. Gross earnings represented 30.2% of overall expenditures and their share in GDP amounted to0 9.4%. In the
reporting period, 21.2% of overall expenditures were for other categories of current expenditures (expenditures for
material and services, other expenditures, maintenance, rent, subsidies, and interests). These expenditures were
lower than original planned for this period, but compared to the same six months of 2006 they are 35% higher.
Most of the expenditures was for rent, material and services, and other expenditures.
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Table 4.2 - Review of budgetary expenditures for period 1 January-30 June 2007, EUR thousand

% realization in

% Realization

g Pcrted| et o the Rt o oo
year

Gross earnings and contributions paid by employers 90,16 86,44 95,87 75,40 114,64
Net earnings 52,31 51,26 9799 46,57 110,07
Tax on earnings 9,86 9,21 93,41 8,56 107,59
Contributions on the side of employees 14,73 13,56 92,06 9,63 140,81
Contributions on the side of employers 11,87 11,12 93,68 9,20 120,87
Municipal surtax 1,39 1,29 92,81 1,44 89,58
Other personal income 8,41 6,58 78,24 457 145,90
Expenditures for material and services 39,26 26,45 67,37 1783 148,35
Current maintenance 10,23 8,62 84,26 8,68 99,31
Interests 9,84 12,43 126,32 9,88 125,81
Rent 2,86 217 75,87 1,10 197,27
Subsidies 519 3,68 7091 2,66 138,35
Other expenditures 3,09 117 37,86 0,62 188,71
Transfers for social insurance 24,94 2091 83,84 1917 109,08
Social insurance rights 17,68 18,51 104,69 16,66 11,10
Redundancies 7,26 2,40 33,06 2,51 95,62
Transfers to institutions, individuals, non- 59,99 54,49 90,83 55,72 97,79
governmental and public sectors
Transfers to public institutions 12,93 10,32 79,81 9,45 109,21
Transfers to non-governmental organizations 2,88 2,47 85,76 1,32 187,12
Transfers to individuals 3,85 344 89,35 4,89 70,35
Transfers to Republic Pension and Disability 32,17 30,23 93,97 33,49 90,27
Insurance Fund
Transfers to Republic Health Insurance Fund 3,44 3,99 115,99 3,52 113,35
Transfers to Employment Agency 3,28 3,76 114,63 2,32 162,07
Transfers to municipalities 0,82 0,20 24,39 0,73 2740
Transfers to public companies 0,62 0,08 12,90
Capital expenditures 40,42 16,17 40,00 10,14 159,47
Capital expenditures 40,42 16,17 40,00 10,14 159,47
Project loans
Borrowings and loans 3,70 3,63 98,11 4,70 77,23
Repayment of guarantees 1,05 0,00 0,00 1,05 0,00
Repayment of obligations from the previous period 771 16,99 220,36 30,05 56,54
and frozen foreign currency savings
Repayment of debts 11,59 21,07 181,79 8,33 39,53
Reserves 2,98 2,72 91,28 8,11 33,54
Current expenditures 169,04 147,54 87,28 120,68 122,26
OVERALL EXPENDITURES 321,44 283,55 88,21 25797 109,92

Source: Ministry of Finance



Observing the amount surplus/deficit as the difference
between revenues and expenditures, the receipts being reduced
for borrowings, accepted transfers, donations and receipts
from the sale of property, and the expenditures reduced for
repayment of capital in the country and abroad on the basis of
debtarising from loans taken and securities issued, the primary
budget of the Republic recorded a surplus of EUR 94.3 million’
in the period 1 January — 30 June 2007 (Annex D, Table 14)
instead of the planned EUR 32.7 million deficit for the same
period. In relation to the comparative period of 2006, the
budget surplus was almost threefold higher and significantly
higher than projected for the entire 2007, totalling EUR 10.7
million. The share of the surplus in GDP in the reporting period
amounted to 10.2%.

If we observe the surplus as the difference between revenues
and expenditures, then it amounted to EUR 61.6 million.

Table 4.3 — Movement of budgetary surplus

Graph 4.2 - Structure of budgetary
expenditures in period 1 January — 30 June

2007

M Total current expenditures 52.0%

M Capital expenditures 5.7%

M Transfers to inst..non gov gov.
individ.soc insur. 26.6%
Borrowings and loans 1.3%

M Debt repayment 7.4%

M Guarantees 0.0%

W Prior years liabilities 6.0%
Current budget reserves 1.0%

W Permanent budget reserve 0.0%

DESCRIPTION January | February| March | April | May | June |Jan—June/07 |Jan-June/06

OVERALL REVENUES 38.207.299,08 44.064.308,36 56.114.554,39 66.400.291,65 65.149.747,13 69.890.808,59 339.827.009,20 243.826.390,91
OVERALL EXPENDITURES - 31.596.002,20 38.528.995,65 46.747400,99 42.515.240,06 39.075.514,33 47.026.812,75 245.489.965,98 219.581.480,20

Surplus / (deficit) 6.611.296,88 553531271 9.367.153,40 23.885.051,59 26.074.232,80 22.863.995,84  94.337.043,22 24.244.910,71

Source: Ministry of Finance

4.2. Review of budgetary funds in the period January — June 2007

In the first six months this year, the Republic Pension and
Disability Insurance Fund'® overall revenues amounted to
EUR 108.6 million, which is 18% more than in the same period
of the previous year. Source revenues of the Fund amounted
to EUR 102.3 million and were 15% higher owing to the high
level of the collection of revenues arising from contributions.
Contributions, as the main source of financing the Pension and
Disability Insurance Fund, accounted for EUR 71.2 million, which
s an increase of 17% in relation to the first six months of the
previous year and thus provided the liquidity of the Fund and

regular servicing of obligations. The structure of contributions
shows increases in all categories of revenues - from the economy,
non-economy, independent activities and agriculture. In overall
revenues and source revenues contributions made up 67% and
699%, respectively, which points to their continuing growth and is
the result of the increased number of taxpayers, employees, and a
better financial discipline. Besides contributions, positive effects
on the financial stability of the Fund had transfers from the state
budget, revenues from share capital and the internal economy
of the Fund. Transfers from the budget amounted to EUR 30.2

? Methodology of the surplus/deficit calculation, “Official Gazette of the Republic of Montenegro”, no. 71/05

19 Data of the Montenegrin Pension and Disability Insurance Fund
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million or 28% of overall revenues, while other revenues were
55% higher and amounted to EUR 0.9 million. In the reporting
period, the Fund earned EUR 3.3 million on the basis of share
capital or 31% more in relation to the comparative period of the
previous year, and it withdrew EUR 1 million of deposits and took
commercial bank loans to the amount of EUR 2 million.

The overall expenditures of the Fund in this period amounted to
EUR 106.6 million, which is 15% more in relation to the same
period of 2006. In relation to the plan, expenditures were 6%
higher. The most important expenditures were those for pensions,
EUR 81.8 million or 77% of total expenditures. The Fund’s
expenditures for compensations, allowances, health insurance,
the payment of pensions abroad and military pensions amounted
to EUR 19.2 million or 18% of overall expenditures. Expenditures
for gross earnings increased by 17% due to the harmonization of
the growth in pensionsin half-year intervals (on 1 January and 1
July), and regular payment of all liabilities. Operational expenses
thatincluded current and capital expenditures, borrowings and
loans, and transfers to individuals, institutions, and the public and
non-governmental sectors amounted to EUR 2.6 million or 2.4%
of total expenditures and were 4% lower in relation to the same
period of the previous year. The Fund allocated EUR 2 million for
loan repayments and EUR 1 million for time deposits. Comparing
the overall revenues and expenditures, the recorded a surplus of
EUR 2 million in the period January — June 2007.

The Republic Health Care Fund, this being its own
assessment, received overall revenues to the amount of EUR
55.9 million or 15% more in relation to the same period of the
previous year, due to the increased payment of contributions
in all categories. Revenues from contributions cumulatively
amounted to EUR 52.2 million or 93.4% of overall revenues,
some 15.5% more in relation to the first half of the previous
year. Transfers received from the budget were EUR 3.4 million,
while other revenues increased by 69% and amounted to EUR
0.2 million.

The total expenditures of the Fund in this period amounted to
EUR 53.9 million and were 9% higher in comparison with the
same six-month period of 2006. The largest share in overall
expenditures of EUR 52 million or 97% were for the reqular
activity and the procurement of medicines, while 3% of funds
were spent on the Fund's operations. Comparing the overall
revenues and expenditures for the first half-year 2007, the
Fund recorded a surplus of EUR 2 million (as per the modified
accounting model).

According to data from the Employment Agency of the
Republic of Montenegro, this institution received revenues
to the total amount of EUR 11.5 million. Current revenues
(contributions, fees, other revenues and revenues from loan
repayments) amounted to EUR 6.6 million, and were 7.4%
higher than originally planned. Transfers from the budget were
EUR 4.3 million, while donations amounted in total to EUR 88
thousand. Receipts from the sale of property amounted to EUR
0.5 million, much less than planned and also in relation to the
comparative period of the previous year.

The Agency’s expenditures amounted to EUR 11.9 million,
of which EUR 3.4 million were for the current expenditures,
while transfers for social insurance and transfers to individuals,
institutions, and the public sector amounted to EUR 7.8 million.
Some EUR 40 thousand was allocated for capital expenditures,
while borrowings amounted to EUR 600 thousand. In the same
period, revenues from the repayment of loans amounted to EUR
2 million, which resulted in a surplus of EUR 1.4 million.

Comparing the revenues, reduced for grants and privatisation
revenues, and expenditures, the Agency operated with a deficit
of EUR 1 million in the period January-June 2007.

The Development Fund received revenues of EUR 0.9 millionin
the firsthalf of 2007, which is anincrease of 50% in comparison to
the same period of 2006 due to the increased revenues (interest
on loans granted, the capital market transactions and dividends),
while expenditures amounted to EUR 0.2 million, which resulted
inasurplus of EUR 0.7 million. (Annex D, Table 15).
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According to preliminary data, the current account deficitin the
first year-half 2007amounted to EUR 436.7 million or 50.3% of
GDP. and this is 42.8% more than in the same period of 2006.
The coverage of foreign trade deficit by surpluses in other current
account sub-halances was 20.4%, which is three index points
higher in relation to the same period in 2006.

The overall volume of visible trade in the first two quarters of 2007
was 21.6% larger than in the same period in 2006. The import/
export coverage in the first half of 2007 was 33.1%, which is 8.6
index points less than in the same period in 2006.

The volume of services trade in the period January - June 2007
was EUR 276.3 million or 30.2% more than in the same period
in 2006. The surplus achieved was EUR 80.6 million. In the
same period in 2006, in the services sub-account, the surplus
was EUR 3.5 million.

The surplus on the account of factor income in the first year-
half of 2007 was EUR 12.1 million or 30.8% more than in the
same period in 2006.

The inflow of foreign direct investments into Montenegro in this
period was EUR 493.8 million, while their outflow amounted to
EUR 203.5 million.

With portfolio investments, an inflow to the amount of EUR 76 4
million was recorded, while at the same time, on this basis, the
outflow of funds was EUR 73.5 million.

Theinflow of ,Other investments” in the period January — June
2007 amounted to EUR 442.8 million, with the outflow being
EUR 198.2 million.
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Table 5.1 - Balance of payments, EUR thousand and GDP percentage

Ivi2006 | I1vizo07 | Changes % GDP
in %
A. CURRENT ACCOUNT -324,789 -463,737 142.78 -50.27
1. GOODS -391,777 -582,501 148.68 -63.15
1.1. Revenues 280,699 288,468 102.77 31.27
1.1.1. Export in foreign trade statistics 272,389 274,336 100.71 29.74
1.1.2. Coverage adjustment 8,310 14,132 170.06 1.53
1.2. Expenditures 672,476 870,969 129.52 94.42
1.2.1. Import in foreign trade statistics 667,752 863,339 129.29 93.59
1.2.2. Coverage adjustment 4,724 7,630 161.52 0.83
2. SERVICES 3,496 80,598 2.305.73 8.74
2.1.Revenues 107,883 178,475 165.43 19.35
2.2. Expenditures 104,387 97,877 93.76 10.61
3.INCOME 9,286 12,143 130.76 1.32
3.1.Revenues 25,465 41,460 162.81 4.49
3.2. Expenditures 16,179 29,317 181.21 318
4. CURRENT TRANSFERS 54,206 26,023 48.01 2.82
4.1. Transfers to Montenegro 60,262 48,012 79.67 5.20
4.2 Transfers from Montenegro 6,056 21,989 363.09 2.38
B. CAPITAL AND FINANCIAL ACCOUNT 315.644 565.811 179,49 61,34
1. CAPITAL ACCOUNT -13.188 -1.376 0,15
2. FINANCIAL ACCOUNT 328.832 567.188 172,49 61,49
2.1. Direct investment 159933 290.305 181,52 3147
2.2. Portfolio investment 3.677 2924 79,51 0,32
2.3. Other investment 95.169 244.569 256,98 26,51
24.Change in Net Foreign Assets 72913 143.295
2.5. Change in CBM foreign reserve assets -2.860 -113.905

C. NET ERRORS AND OMISSIONS (A+B)

-9.145 102.074

Source: (BM

5.1. Balance of Payments Current Account

The deficit on the balance of payments current account in the
period January — June 2007 amounted to EUR 463.7 million.
Balance of payments data show that the foreign trade deficit
was 63.1% of the projected GDP. When services are concerned,
asurplus of EUR 80.6 million or 8.7% of GDP was recorded. With
factorincome, an increase in net income was recorded, while with
current transfers, there was a decrease in net in relation to the

same period in 2006. The coverage of foreign trade deficit by the
surpluses achieved on other current account sub-accounts was
20.4%. The high current account deficit in the reporting period
was financed from the net inflow of foreign direct investments
which was 31.5% of GDP and other investments which were
26.5% of GDP.



Table 5.2 — Current account, EUR thousand

Changes

2004 2005 2006 | 1-VI2006 | I-VI 2007 I-VI 07

I-VI 06
A. CURRENT ACCOUNT (1+2+3+4) -119,642 -154,045 -511,902 -324,789 -463,737 142.78
1. GOODS -416,436 -513,653 -849,325 -391,777 -582,501 148.68
1.1. Export 452,148 460,648 648327 280,699 288,468 102.77
1.2. Import 868,584 974,301 1497651 672476 870969 129.52
2. SERVICES 148,176 195,540 216,403 3,496 80,598 2.305.73
2.1. Revenues 249,529 329,765 433,550 107,883 178,475 16543
2.2. Expenditures 101,353 134,225 217047 104,387 97,877 93.76
3.INCOME 86,242 17,512 30,800 9,286 12,143 130.76
3.1. Revenues 135,455 62,291 65,334 25,465 41,460 162.81
3.2. Expenditures 49,213 44,779 34,534 16,179 29,317 181.21
4. CURRENT TRANSFERS 62,376 146,556 90,220 54,206 26,023 48.01
4.1. Transfers to Montenegro 73,493 163455 108,555 60,262 48,012 79.67
4.2 Transfers from Montenegro 1117 16,899 18,336 6,056 21,989 363.09

Source: (BM

Graph 5.1 - Current account sub-balances
per quarters, 2004 - 2007, EUR millions

Graph 5.2 - Visible export and import of

Montenegro, 2004 — 2007, EUR thousand
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5.1.1. Visible trade

A significant increase in foreign direct investments, as well
as the high growth rates of banks deposits to the domestic
sector, espedially to citizens, reflected on a vigorous growth in

personal consumption through which the imported goods were
mainly purchased. The imbalance between visible exports and
imports led to a significant deterioration in the foreign trade
deficit, and therefore to the current account deficit. The growth
in the visible deficit was especially noticeable in the second

'TMETHODOLOGY REMARKS: Data on the export/import of goods are compiled in accordance with the Methodology BPM5 (Balance of
Payments Manual, Fifth edition, IMF, 1993). Methodology differences imposed the obligation of adjusting data obtained from foreign trade
statistics for the balance of payments needs, due to which the data on imports and exports of goods in the balance of payments do not

match data on visible trade provided by Monstat.
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quarter of 2007, when the highest imports in both 2006 and
2007 were recorded.

According to Monstat data, the value of overall exported and
imported goods was EUR 274 million and EUR 863 million,
respectively. The result of such an imbalance was the foreign
trade deficit Montenegro and abroad, that reached the level
of EUR 589 million. Due to the faster growth in visible imports
over visible exports, the import/export coverage deteriorated
from 40.79% in the first six months of 2006 to 31.78% for the
same period in 2007,

Monstat data on visible exports shows that exports and
imports rose by 0.7% and 29.3%, respectively, in relation to
the same six-month period last year. The structure of visible
exports was mainly determined by the export of aluminium and
aluminium products with a share in overall exports of 52.64%,
followed by the export of iron and steel (10.4%), mineral oil
(7.69%), beverages and alcohol (4.3%). (Table 5.3)

Monstat data also show that total visible imports amounted to
EUR 863 million or 93.6% of the estimated GDP for this period.
The most important import products, with a share of 12.24%
in overallimports, were vehicles, followed by mineral fuels, and
various boilers. (Table 5.4)

Graph 5.3 - Foreign trade of Montenegro,

2004 - 2007, EUR thousand
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The most important export partners of Montenegro were Italy
and Serbia, with imports mainly coming from Serbia, Italy and
Germany.

5.1.1. Services

The services sector was characterized by an increase in the
volume of trade in services. The overall volume of services
trade amounted to EUR 276.3 million, which is 30.2% more
than in the same six-month period of 2006. (Graph 5.4)

Table 5.3 — Structure of visible export by products, January - June 2007, EUR thousands

Description Value Share in %
Aluminium and related products 144407 52,64
Iron and steel 27534 10,04
mi:ti:?;|Iﬂ;qei|rs{er2|nvi:<leiils and product of their distillation, bitumen 21036 769
Beverages and vinegar 11.788 4,30
Tobacco and related products 8.714 3,18
Product of iron and steel 8.044 293
Wood and related products; wood coal 7.875 2,87
Fruits, including granular fruits, citrus fruit or cantaloupe and watermelon 7732 2,82

Source: MONSTAT



Table 5.4 - Structure of visible imports by products, January - June 2007, EUR thousand

Description Value Share in %
\/eh|.c|es, except rail and tram vehicles and theirs components and 105.696 12,24
equipment
Mlnergl fuells, mineral oils and products of their distillation, bitumen 96.795 121
material, mineral waxes
Reactors, boilers, machines and mechanical equipment and their 83682 9,69
components
Electrical machines and equipment and their components; machines for
recording and reproducing, TV apparatus for recording and reproduction 68.931 798
of picture and sound
Products of iron and steel 34174 396
Furniture, I|Qen, mattresses, pillows and related products, lamps and other 30428 352
fluorescent items, etc.
Iron and steel 29913 3,46
Pharmaceutical products 21.631 2,51

Source: MONSTAT

Table 5.5 - Structure of visible exports and imports by countries, January — June 2007, EUR thousand

COUNTRY EXPORT Share in % IMPORT Share in %
TOTAL 274,336 100 863,338 100
TOTAL EU 172,836 63.00 396,500 45.93
Italy 82,966 30.24 92,334 10.70
Hungary 42,234 1540 7956 0.92
Greece 28,525 1040 28,382 3.29
Slovenia 10,518 3.83 32,523 377
Germany 3,231 1.18 87434 1013
Great Britain 1,530 0.56 9773 113
Czech Republic 1,087 040 11,249 1.30
Netherlands 995 0.36 7,571 0.88
Turkey 580 0.21 11,263 1.30
Russian Federation 1,391 0.51 6,712 0.78
Austria 186 0.07 21,255 246
France 93 0.03 22977 2.66
SEE COUNTRIES 97,267 35.46 321,080 3719
Serbia 71,485 26.06 229,526 26.59
Bosnia and Herzegovina 13,401 4.89 31,087 3.60
Albania 6,863 2.50 4,677 0.54
Croatia 4,822 1.76 35,479 41
FYR Macedonia 467 0.17 9,769 1.13
Romania 80 0,03 7.359 0,85
Bulgaria 145 0,05 3.181 0,37

Source: MONSTAT
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Graph 5.4 - Movement in the volume of

trade in services in percentage
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Revenues from services in the period January — June 2007
amounted to EUR 178.5 million and they increased by 65.4 %
in comparison to the same period last year. The largest part of
revenues was from travel — EUR 88.1 million, transport — EUR
30.3 million, construction services — EUR 27.6 million, and other
business services — EUR 19.3 million.

Expenditure on services was EUR 97.9 million, which is a
decline of 6.2% in comparison to the same period in 2006. This
decrease was largely influenced by a decline in expenditures on
construction services of 56.2%.

Observing the structure, the highest expenditures were made
in the field of transport — EUR 25.1 million, then construction
services — EUR 18.9 million and other business services — EUR
19.7 million. During the first quarter of 2007, a surplus was
recorded on the services account of EUR 80.6 million. Observed
by types of services, the highest surplus was in travel and tourism
(EUR 77.1 million).

Transportation revenues in the period January — June 2007
amounted to EUR 30.3 million, which is 16.9% more than in the
same period last year. An increase in revenues from transportation
was the result of increased transport of passengers and goods in
this period. Most revenues came from maritime transport — EUR
13.3 million or 44% of total transportation revenues, followed
by air traffic — EUR 8.9 million or 29.3% of total transportation
revenues.

Graph 5.5 - Structure of service revenues
during January - June 2007
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Graph 5.6 — Structure of service
expenditures during January - June 2007
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Graph 5.7 — Balance of services during

January - June 2007, EUR million
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Table 5.6 - Transport revenues during January - June 2006/2007, EUR thousand

Type of transport  1VI2006 | Sharein% | 112007 | Sharein % % Difference
Maritime 14,793 5712 13,312 4398 89.99 1,481
Railway 1,748 675 2,205 729 12614 457
Air 6978 26,94 8861 2928 12698 1,883
Road 1,023 395 2,496 8.25 243.99 1473
Other 1,358 524 3393 1121 24985 2,035
TOTAL 25,900 100.00 30,267 100.00 116.86 4,367
Source: (BM

The growth in the volume of foreign trade reflected on the
growth in revenues from road and railway transport, while the
increased interest in Montenegrin tourist destinations resulted
in an increased number of passengers by air transport. In the
field of maritime transport in the first six months of 2007 there
was a decrease in the volume of services provided in the field
of freight and port reloading, which is resulted in a decline of
maritime transport revenues. The highest increase in revenues in
was recorded in the field of road transport due to the increased
import/export of goods.

In the period January — June 2007, revenues received on the
basis of passenger transport were 25.6% higher in relation to the
same period in 2006, while the revenues from goods transport
were higher by 21.3%.

Total transportation expenditures in the period January
— June 2007 amounted to EUR 25.1 million, being 15.2% higher
than in same period in 2006.

The highest increase in expenditure was recorded in the field of
road transport, by 53.6% in relation to the same period in 2006.
Expenditures in the field of air transport amounted to EUR 9.7
million, which is EUR 205 thousand or 2.1% less than in the
same period in 2006.

The share of expenditures for goods transport and passenger
transport in overall transport was 48% and 23%, respectively.

Table 5.7 - Structure of transport revenues during January - June 2007, EUR thousand

Type of transport services .
Type of transport - Total Share in %
Passenger transport | Freight transport Other

Maritime 1,181 86 12,045 13,312 4398
Railway 0 2,196 9 2,205 7.28
Air 6,456 249 2157 8,862 29.28
Road 241 2,123 132 2,496 8.25
Other -1 -1 3,394 3,392 11.21
TOTAL 7,877 4,653 17,737 30,267 100.00
Share in % 26 15 59 100

Source: (BM
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Table 5.8 — Transport expenditure during January - June 2006/2007, EUR thousand

Type of transport I-VI 2006 Share in% I-VI 2007 Share in % —:_\\;ll 5882 Difference
Maritime 3,505 16.07 2,957 11.76 84.37 -548
Railway 808 3.70 803 3.19 99.38 -5
Air 9,936 45.56 9,731 38.71 9794 -205
Road 7,039 32.28 10,811 43.01 153.59 3,772
Other 521 2.39 833 3.31 159.88 312
TOTAL 21,809 100.00 25135 100.00 115.25 3,326
Source: (BM

Table 5.9 - Structure of transport expenditures during January - June 2007, EUR thousand

Type of transport services .
Type of transport - Total Share in %
Passenger transport | Freight transport Other
Maritime 22 766 2,169 2,957 11.76
Railway 8 795 0 803 3.20
Air 5,439 59 4,233 9,731 3871
Road 227 10,484 101 10,812 43.02
Other 0 2 830 832 3.31
TOTAL 5,696 12,106 7,333 25,135 100.00
Share in % 23 48 29 100
Source: (BM

As a result of the abovementioned movements in the period
January —June 2007, the balance of transportation services
was positive and amounted to EUR 5.1 million, which is 24.4%
more than the surplus recorded in the same period in 2006.

The revenues from travel are calculated by estimating tourism
revenues, which are supplemented with data on the provided
health-recreational services and expenses for education. In the
reporting period there was an increase in services provided to
non-residentsin the field of tourism and the estimated revenues
from tourism amounted to EUR 88.1 million, which is 74.8%
more than in the same period in 2006. The growth in revenues
from tourism was the result of increased accommodation and
an increase in the number of tourist from abroad, as well as
the continuation of the promotional activities and advertising
of Montenegro on the international market. The surplus made
in the field of travel and tourism amounted to EUR 77.1 million,
which is an 80.1% increase.

Inthe field of communication services, revenues were received
to the amount of EUR 7.2 million or 13% less than in the same
period in 2006. Expenditures amounted to EUR 2.8 million which
resulted in a surplus to the amount of EUR 4.4 million.

Revenues from other business services reached the level of
EUR 19.3 million while at the same time expenditures amounted
to EUR 19.7 million. Most of the revenues were from various
business, professional and technical services provided (legal and
accounting services, consulting, engineer services and services
inthe field of architecture) — EUR 12.4 million, then in the trade
—EUR 6.6 million.

For legal, accounting and consulting services, EUR 5.6 million
was paid. The costs of the promotion of domestic products
and services in international fairs, the purchase of advertising
material, market research and other types of media promotion
amounted to EUR 5.3 million.



The inflow of funds to resident accounts on the basis of work on
construction projects and installations of domestic companies
outside and in Montenegro amounted to EUR 27.6 million, which
is an increase of 18.9 million in relation to the same period in
2006. A substantial FDI inflow, especially in the field of real
estates, influenced the increase in revenues received from local
construction companies hired by non-residents, with the aim of
building new and reconstructing the existing buildings. Revenues
from construction and installation services increased from EUR
2.7 million last year to EUR 16 million in the first half of 2007.
Expenditures for hiring non-residents in the field of construction
amounted to EUR 18.9 million, which is a 56.3% decrease when
compared to the same six months of 2006. The main reason
for this is a decline in expenditures for investment work in the
country carried out by non-residents (except for construction
and installation) of EUR 29 million in the first half of 2006 to
EUR 9.2 million in the same period in 2007. The lower volume
of capital investments in infrastructure (airports, tunnels), as
well as a better training of local construction operating staff
were the main reasons for the decrease in expenditures in this
area if observed in relation to the same period last year. In the
reporting period, a surplus of EUR 8.6 million was achieved in
the field of construction services.

In the period January — June 2007, residents of Montenegro
allocated EUR 5.8 million for international insurance services,
which resulted in a deficit in this area of EUR 5 million.

5.1.3. Factor income

The third item in the balance of payments current account is
revenues and expenditures based on the ownership of production
factors. Itincludes compensation to employees (alaries, wages),
and revenues and expenditures from interests, investments,
i.e. dividends.

Factor income revenues for the first six months in 2007
amounted to EUR 41.5 million, which represents a growth of
62.8% in comparison with the same period last year. The largest
portion of overall revenues was compensations to employees,
with EUR 37.5 million, while factor income revenues from
international investments amounted to EUR 4 million. Factor
income expenditures in the observed period amounted to
EUR 29.3 million, of which EUR 27.2 million related to factor

income from international investments, and EUR 2.1 million
related to non-residents salaries. Of the total factor income
from international investments, EUR 25.2 million related to
interests paid on short-term and long-term loans, and EUR 2
million related to factor income from direct investments. The
balance of factor income in the period January-June 2007
was positive and amounted to EUR 12.1 million.

5.1.4. Current transfers

Adeclinein positive balance was recorded in the current transfers
account for six quarters in a row, mainly due to a continuous
increase in expenditures. The current transfers balance in the
reporting period amounted to EUR 26 million or 52% less than
in the same period in 2006.

The total inflow from current transfers amounted to EUR 48
million, of which EUR 2.5 million related to the government
sectorand EUR 45.5 million to ‘other sectors’. Of the total transfers
inflow from ‘other sectors’, EUR 31 million related to remittances
from abroad in favour of private individuals, and EUR 10.2 million
related to inflows from rent, pensions and public welfare. In the
same period, the current transfers outflow amounted to EUR 22
million, of which ‘other sectors”made up EUR 178 million and the
government sector EUR 4.2 million. An increased outflow was
recorded in current transfers from Montenegro, and the largest
part related to an outflow on the basis of inheritance, gifts and
various types of assistance to the amount of EUR 10.2 million.

5.2. Capital and Financial
Transactions Account

The sources of financing a deficit on the current transactions
account are due to the movements on the capital and financial
transactions account. Observed as separate financial account
categories, a continuation of growth in foreign direct investments
and revenues from other investments were evident in the first
year-half of 2007. Total FDI inflow amounted to EUR 493.8 million,
which is 164.9% more than in the same period in 2006. The net
foreign direct investments (inflow minus outflow) amounted to
EUR 290.3 million, being 81.5% higher than in the comparative
period of 2006.

EXTERNAL DEVELOPMENTS
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Investments in equity capital by non-residents amounted to EUR
438.8 million, which is a 153.4% increase, while investments
worth EUR 55 million were in the form of inter-company debt,
loans, deposits and other receivables. Of total inflow, EUR 254.9
million or 52% related to real estates purchase, while foreign
capital investments in local companies and banks amounted to
EUR 183.9 million or 37% of the overall FDI inflow. ‘Greenfield’
investments were made in the field of telecommunications,
but the share of these investments in overall foreign direct
investments is still insufficient. Besides telecommunications,
foreign investors are more and more interested in ‘greenfield’
investments in the maritime economy and energy.

The FDI outflow amounted to EUR 203.5 million, which is EUR
177 million more when compared to the same period of 2006.
Observing the outflow structure, EUR 156.4 million related to
real estates, EUR 34.2 million to the withdrawal of foreign capital
shareinlocal banks and companies, while EUR 12.1 million related
to local companies” investments abroad.

The reporting period was characterized by a growing interest
of portfolio investors in investments in local companies shares.
The portfolio investments inflow amounted to EUR 76.4 million,
which is EUR 64.5 million more than in the same period of
2006. Of the total portfolio investments inflow, EUR 65.3 million
related to the purchase of securities by non-residents and EUR
9.5 million to the sale of debt securities of foreign issuers. In the
same period, the outflow of portfolio investments amounted to
EUR73.5 million. Net inflow from portfolio investments reduced
by 21.5% in relation to the same period in 2006 and amounted
to EUR 2.9 million.

On the ‘other investments’ account that covers loans, trade credits,
cash, and deposits, the inflow of funds amounted to EUR 442.8
million, which is EUR 277.9 million more than in the same period
0f 2006. Commercial banks and enterprises took loans worth EUR
447 million, which is 172.6% more, while the debt reduced by
EUR 120.2 million. The net inflow of loans (use and repayment
of short-term and long-term loans, foreign financing and debt
repayment) amounted to EUR 295.1 million, which is 128.8%
more when compared to the same period in 2006. The outflow on
the basis of ‘other investments” amounted to EUR 198.2 million,
with the balance amounting to EUR 244.6 million.

Graph 5.8 - FDI inflow in period 2005 -

June 2007 per quarters, EUR thousand
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Economic activity at the global level in the second quarter of
2007 continued its growth, mostly due to the powerful growth
of developing markets. The basic trend of the world economy
in the observed period is that the global growth is more evenly
arranged, i.e. regional differences have partly reduced.

The International Monetary Fund predicts that the world economy
growth rate in 2007 will amount t0 5.2% (5.5% in 2006). Also,
itis foreseen that the three countries with the highest economic
growth — China, India and Russia will have the greatest influence
on the global economic growth in 2007, while slower economic
growth is expected in the USA, Japan and the Eurozone.

Global economic trends in the first six months were initiated
by the growth of foreign trade and lower import prices from
the East-Asian countries. Qil prices continued growing, and
depending on local conditions, central banks followed different
monetary policies.

The international perspectives in the second half of 2007 were
relatively good, but not without certain risks. The risks that
may lead to a slowdown in economic growth in the second
half of 2007 are: the growing oil prices, inflation, and protective
measures. The experience from the previous period shows that
the geo-political situation could suddenly deteriorate and lead
to speculative oil prices growth due to the lack of additional
products and refining capacities.

Inthe second quarter of 2007, oil prices were greatly influenced
by the imbalance between supply and demand, as well as the
geo-political tensions, resulting in their growth. The average
oil price in June 2007 was USD 70.3/barrel. The oil/barrel price

at the beginning of June 2007 was USD 68.93, and at the end
of June it reached a new peak of USD 72.82. Qil prices growth
at the beginning of summer (when it reached a nine-month
peak) was caused by worries that supplying the USA with fuel
during the summer season might be endangered because of the
unexpected drop in supplies and that USA refineries would not
be able to meet the increased demand.

According to the International Energy Agency (IEA), demand
for oil in the world this year would be on average 86 million
barrels/day, while in 2008 it is expected to increase by 2.5% to
88.18 million barrels a day.

Graph 6.1 - Movement of oil prices during

2006, Q1 and Q2 2007
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6.1. Economic trends

6.1.1. Developed countries

USA —In the second quarter of 2007, according to preliminary
assessments, the annual GDP growth rate was 3.4%, which
is the highest growth recorded since the first quarter last
year. In relation to the first quarter of the current year, GDP
increased by 0.6%. The American economy in the observed
period grew mostly due to growths in exports, government
spending, and construction. A decrease in domestic consumption
was compensated for by increased exports, while a decline in
construction and house building was compensated for by more
investments in commercial construction. The IMF estimates
that USA economic growth in 2007 and 2008 will be 2.6% and
2.8%, respectively.

The growth in goods and services exports in the second quarter
of 2007 was 6.4%, which is 4.3% more than in the first quarter,
while goods and services imports were reduced by 2.6%. In
June 2007, the annual CPl inflation was 2.7%, mostly due to an
increase in the price of food and energy products, while inflation
measured by the consumer price index that excludes the prices
of food and energy products was 2.2%.

EU — In the first half of 2007, significant economic growth was
recorded in the EU, initiated by powerful exports and increased
domestic demand. The GDP growth rate in the first quarter
in 2007 at the EU level was 3.3%. Positive economic trends
enabled the opening of a great number of jobs; therefore the
unemployment rate in June 2007 was 6.9%, being 1% lower
in relation to end-2006. The annual HCPI inflation rate in the EU
was 2.1% in June 2007.

The analysis of economic developments and preliminary data
in the Eurozone points to stable economic trends during first
six months of 2007. The GDP growth rate amounted to 3.1%. It
is expected that the Eurozone economic growth will be above
2% during both 2007 and 2008, with some inflation risk. The
annual inflation rate in the Eurozone in June 2007 was 1.9%. Of
all EU countries that use the Euro, the highest inflation rate in
the reporting period was in Slovenia. The prices of services and
energy products had the greatest influence on inflation.

The labour market has been characterized by positive trends,
mostly reflected in the lowering of the unemployment rate
as of 2005. The unemployment rate in the second quarter
of 2007 in the Eurozone was 6.9%, which is 0.1 percentage
point less in comparison with the first quarter (7.0% Q1). The
continuation of favourable macroeconomic trends in the Furozone
is expected in both the second quarter of 2007 and in 2008, as
well as an increase in the reference interest rate followed by the
strengthening of the common European currency.

Table 6.1 - Forecasted macroeconomic
indicators for the Euroarea

2007f | 2008f L?r‘g term
orecast
HICP (%) 20 20 19
GDP (%) 27 23 19
Unemployment
o 71 68 65

Source: Consensus Economics

In the countries outside the EU, in the second quarter of 2007,
powerful economic growth continued, while inflation varied
from country to country. In the Czech Republic, Poland, Romania,
economic growth in the observed period was initiated by an
increase in domestic demand, and in Hungary by an increase in net
exports. Itis estimated that economic growth in these countries
in 2007 and 2008 will be 5.7% and 5.4%, respectively.

Inflationary trends were different from country to country.
The annual inflation rate in the Czech Republic and Poland
was 2.6% each in June 2007, and in Romania it was higher,
3.9%. The highest inflation rate in the reporting period was in
Hungary (8.5% in June 2007) due to indirect taxes increase at
the beginning of the year.

Economic growth in the Czech Republic during the first quarter
of 2007 was primarily based on private consumption, which
increased under the influence of an increase in salaries and living
standards, amounting to 6.2%. Itis estimated thatin 2007 the
(zech Republic will have the economic growth rate of 5.8%,



which is a revision of previous estimates of 5.3%. Analysts argue
that the Czech Republic will not be able to continue this trend of
ahigh rate of economic growth unless foreign directinvestments
increase, because the growth was based on the restructuring of
privatized state-owned companies. Bearing in mind the fact that
the privatization process is over, the (zech Republic will need
new investors and a further strengthening of research activities
and innovation. This economic trend, according to estimations,
should contribute to a decrease in unemployment, leading to the
rates of 5.8% and 5.5% in 2007 and 2008, respectively.

In Hungary, the annual GDP growth rate in the first quarter
of 2007 was 2.9%. In addition to having the highest inflation
rate in the EU, Hungary also had the highest budget deficit of
9.2% of GDP in 2006, and its reduction to some 6.4% of GDP is
expected this year. Hungary is expected to adopt the decision
on joining the ERM I1'in 2009, when the budget surplus should
be under 3%.

Itis estimated that Slovenia will have economic growth of
some 5% in 2007 (5.2% in 20006). In the first quarter of 2007,
economic growth was 7.5%, which is the highest level since
1999. The annual inflation rate in June 2007 was 3.8%, and it
is estimated that it will reach the level of 3.2% in 2007.

Great Britain — In the second quarter of 2007, Great Britain
experienced a significant and relatively stable economic growth.
According to preliminary data, the GDP growth rate in the second
quarter of 2007 was 3.0%. The GDP growth was largely initiated
by an increase in private consumption and investments in fixed
assets. Data for April — June 2007 show that the highest growth
was in the retail sector, i.e. companies which sell consumer
products. In June 2007, the annual inflation rate was 2.4% which
is 0.1 percentage points less than in May 2007 (2.5%). The HCPI
excludes food and oil was 1.9%.

Japan —Inthe second quarter of 2007 Japan, the second largest
world economy, stable economic growth continued. Owing
to the weak Yen and a favourable international environment,
exports increased, but domestic consumption did not significantly
increase. In the first quarter of 2007, GDP increased by 0.8% in
relation to the previous quarter. In June 2007, annual CPlinflation
was-0.2% (0.0% in May), while the CPI that excludes fresh food,
remained at the same level in both June and May (-0.1%)

Graph 6.2 - GDP growth rate in the
industrial most developed countries
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6.1.2. Developing countries

In the Asian developing countries, in the second quarter of
2007, trend of powerful economic continued, creating significant
impulses to overall world economic development. According
to IMF estimations, Asian developing countries will achieve
an average economic growth rate of 9.6% this year, while a
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rate of 9.1% is expected in 2008. Inflationary pressures are still
present in Asian countries, mostly as a consequence of China’s
economic trends.

In China, in the second quarter of 2007, the annual growth
rate of real GDP was 11.9% (11% in the first quarter). China has
been recording two-digit economic growth rates for five years
ina row and therefore it is expected that at the end of 2007, as
per amount of achieved GDP, China will surpass Germany and
take third place on the list of global economic forces. The trade
surplusin China continued to grow in the period January — June
2007 and was 849% higher than in the same period last year. In
June, the annual inflation rate was 4.4% which is, in relation to
the previous month, an increase of 1 percentage point, mainly
as a result of food- prices growth.

In Latin American countries, economic growth and inflation
showed different trends from country to country. In Brazil, stable
economic growth was recorded (to which the growth in industrial
production of 4.9% in May 2007 mainly contributed) in relation
to the same month in the previous year. It is estimated that the
economic growth rate in Brazil will be 44% in 2007. In June, the
annual inflation rate was 3.7%, which is 0.5% more in relation
to the previous month.

Economic activity in Argentina in the second quarter of 2007
was strongly induced by industrial production growth of 5% at
the annual level. The annual inflation rate was 8.8% in June.

In Mexico, economic activity was slower and the annual
industrial production rate in May 2007 was 1.1% lower.

The annual inflation rate in June was 4.4%. It is estimated that
the economic growth rate of Mexico in 2007 and 2008 will be
3.1% and 3.5%, respectively.

6.1.3. Western Balkan countries

In Croatia, in the first quarter of 2007, the GDP growth rate
was 7%, mostly due to private consumption growth (71%) and
investments in fixed assets (11.2%). Positive trends continued
in the second quarter of 2007 as well. The highest contribution
to achieved GDP was from catering and financial mediation
services (more than 9% of overall GDP), while growths in the
industrial and trade sectors were lower. Such a high private
consumption growth was initiated mainly by high returns on
the capital market, growth in real estate prices which indirectly
increases property values, and the growth in loans disbursed to
households. Economic trends had a positive effect on the labour
market as well. Therefore, at end-May 2007, the unemployment
rate was 1.2% lower in relation to the same month last year and
was 15.1%. This is the lowest unemployment rate since 1997.
The annual inflation rate in June 2007 was 1.9% which is 0.3
percentage points less than in the previous month (2.2%).

In Serbia, in March 2007, the annual GDP growth rate was 7%
mainly owing to an increase in aggregate demand (domestic
andimports). However, the growth in aggregate demand had no
inflationary effects, because the structure of GDP was changed in
favour of investment consumption and a reduction in personal
consumption. Having the intention of keeping the core inflation
within the framework span of 4% - 8% until the year-end, the
National Bank of Serbia, during the first quarter of 2007, reduced

Table 6.2 — Recorded and forecasted macroeconomic indicators in certain transition countries

GDP growth (in %)

Inflation (in %)

2006 2007f 2008f 2006 2007 2008f
Albania 53 59 6.1 25 25 26
Bosnia and Herzegovina 6.2 59 6.2 74 2.6 2.6
Croatia 4.8 4.5 43 32 26 3.1
Macedonia 3.2 4. 4.2 3.2 2.8 2.5
Serbia 57 6.0 5.8 6.6 5.8 56

Source: Consensus Economics



the reference interest rate several times, thus mitigating the
impact of restrictive monetary policies. In March 2007, the
annual inflation rate was 5.6%, which is 1% lower in relation
to December 2006. In the second quarter of 2007, the annual
inflation rate of 5% s estimated. The estimated unemployment
rate in March 2007 was 27%. The number of new jobs opened
is growing so as correlating to the rise in GDP.

In Bosnia and Herzegovina (BIH), the first quarter of 2007
was characterized by positive macroeconomic trends. The month-
on-month comparison of the industrial production index during
the first quarters of 2007 and 2006 shows respective growths of
9.5%, 13.8% and 16.6% in the current year. When observed at
the annual level, inflation in BIH in March 2007 was 1.6%. The
number of employed in March 2007 increased by 3%, which
reflects an improvement in the employment rate in relation to
previous periods. According to the Labour Force Survey for 2006,
the employment rate in BIH was 29.7%, while the unemployment
rate was 31.1%.

6.2. Interest rates

Depending on local conditions in different countries, central
banks were implementing adequate monetary policies. Market
analysts expect that the reference interest rates of the leading
national economies in the world will continue their uptrend
during the second half of 2007 as well. Interest rates are one

of the most important factors which influence exchange rates
movements.

The European Central Bank (ECB) increased the reference interest
rate by 0.25 basis points in the second quarter of 2007 (6 June
2007) anditis now a record-breaking 4% (Table 6.3), being the
highest in the last five years. Analysts expect that the ECB will
at least once again increase the reference interest rate by 0.25
basis points by the end of 2007, in order to reduce inflationary
risk due to increased credit growth and the risks that exist in
the medium term.

From 2001 until June 2006, the FED increased the reference
interest rate (‘prime rate”) 17 times and it stopped at 5.25%. The
basic objective of this increase was to slightly slow down economic
growth whilst reducing inflation. Measures conducted by the FED
helped to achieve this goal. Therefore, at the meeting held on 28
June 2007, it was decided that the reference interest rate will be
held at the same level of 5.25%. Investors' expectations for the
financial market are that the FED will keep the current reference
interestrate at the same level of 5.25% in the upcoming period
as well, but the FED interest rates trend will primarily depend
on the expected inflation and economic growth.

The Bank of England has increased the reference interest rate
twice by 0.25 basis points since the start of 2007, since inflation
was above the projected medium term level and is now at
5.75%.

Table 6.3 — Interest rates growth in EU in 2006 and 2007, (annual percentage)

Standing Main refinancing operations
Date facilities Marginal lending
(deposits) Fixed rate Minimum variable rates
2007 13.06 3.00 4.00 5.00
2007 14.03 275 3.75 4.50
2006 Dec. 13. 2.50 - 3.50 4.50
Oct. 11 2.25 - 3.25 4.25
Aug. 9 2.00 - 3.00 4.00
June 15 1.75 - 2.75 3.75
Mar. 8 1.50 - 2.50 3.50
2005 Dec.6 1.25 - 2.25 3.25

Source: ECB
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During 2006, the conditions were created for the Bank of Japan,
owing to prices growth and good economic trends, to end its
ultra-expansive monetary policy that had been implemented
in the previous five years, keeping the interest rate at the zero
level. Therefore, in July 2006, the BoJ increased the interest rate
by 0.25 basis points and again in February 2007, and itis now at
0.50%. The investors expect that there will be new increases in
the reference interest rate.

6.3. Exchange rates trend

USD/EUR

A rapid appreciation of the Euro against the US Dollar was
recorded at the beginning of the second quarter of 2007, when
its highest values in this period were also recorded. The American
currency lost 3.4% of its value by 25 April in comparison with
the situation at the start of the year; therefore, the value of the
Euro was USD 1.3649 on average. This growth is mostly due
to the drop in activities in the American real estates market
which influenced speculations about a possible interest rates
increase by the FED, whose reference interest rate was 5.25%.
The futures trade in this period indicated that investors counted
on the reduction of interest rates in the second quarter of 2007.
Some appreciation of the US dollar against the Euro was noted
in May and in the first half of June, therefore, on 13 June the
Euro was worth USD 1.3287. These trends are due to speculation
that the FED interest rate would not be changed, which led to
bonds reaching a record-breaking level in the last 5 years. The
difference in returns on American and German government
bonds with a maturity of 10 years was 68 basis points, which
is the highest difference since 13 February when the same was
47 basis points. Additional reasons for the rise of the US Dollar
are linked to the publishing of the American Trade Secretariat
report, which detailed retail growth of 0.6% in May 2007, after
afallof 0.2%in April.

JPY/EUR

The lowest Euro value in relation to the Japanese Yen was
recorded at the beginning of the second quarter when the Euro
was worth JPY 157.35. The entire period was characterized by
the Euro growth trend, therefore, at the end of June, its value

Table 6.4 - FED interest rate movements during
2006 and 2007

Changes (basis points))

Date
Growth | Reduction | Amount %
31.06.2007. - - 5.25
31.03.2007. - - 5.25
8.08.2006. - - 5.25
29.06.2006. 25 - 5.25
10.05.2006. 25 - 5.00
28.03.2006. 25 - 475
31.01.2006. 25 - 450
Source: FED
Graph 6.4 — The USD/EUR exchange rate
movement in the second quarter 2007
1,364 1
1,360 A N\V. A
1356 JAYARN"A [
1,352 a \ WA . /
1348 | Vi ] /
VS YO T—A
1,340 Vs N
1336 | o /
1,332 /
2e t t t V t
Apr2007  May 2007 Jun2007  Jul 2007

Minimum (13. june 2007): 1.3287
Maximum (25. april 2007): 1.3649
Source: ECB

increased by 6.3% in comparison with the Japanese national
currency. The maximum value was recorded on 22 June when
the Euro was worth JPY 166.75, on average. This growth is
primarily linked to powerful demand by Japanese investors
for the European currency. Also, June is the bonus month in
Japan, therefore trust funds reqularly conduct purchases of
shares and bonds denominated in US Dollars and Euros in this
period. Additional reasons for the rapid Furo growth are also
linked to information on the powerful growth of European
economies which intensified speculation on possible interest
rate corrections by the ECB.
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Other European currencies exchange rates trend

The British pound and the Euro exchange rate in the second
quarter was relatively stable, and fluctuations were from the
maximum of 0.68485 GBP for one Euro, which was the value on
16 June, to the minimum of 0.67210 GBP for one Euro recorded
on 21 June. The publishing of reports about the slowing down
of inflation in April led to a depreciation of the British currency
against the Euro and US Dollar, which reduced the ‘pressure” on
the Bank of England when it came to increasing interest rates.
The report says thatinflation in April was 2.8% in comparison to
March when it reached its maximum in the last decade and was
3.2%. The highest recorded values of the British pound in June
are linked to information in the media about some key people
from the Bank of England voting in favour of increasing interest
rates t0 5.75%. Britain is trying to attract additional investments
by high interest rates and to strengthen the value of its currency,
which reached its maximum level in the last 15 years against
the Japanese Yen. The interest rates in Britain are the highestin
the group of the seven most developed countries.

Aslight depreciation of the Euro is present in relation to the Swiss
Francwhich, in the reporting period, lost on its value by 1.5%.
The minimum value of the Euro of 1.6226 CHF was recorded on 2
April, while the maximum value was recorded on 19 June, when

it was 1.6627 CHF. The reasons for the growth of the Euro value
are linked to investors™ expectations in the foreign exchange
market that Switzerland will stay behind the ECB in increasing
interest rates, which suggests to investors that they should ‘play’
by earning profit on the basis of interest differentials.

Significant appreciation in the Polish Zloty against the Euro,
which marked the beginning of the second quarter, was based
on the rapid growth of the Polish economy. The lowest value of
the euro against the Polish Zloty was recorded on 7 May when
the exchange rate was 3.7413 PLN for one Euro. On the basis of
the quarterly report of the Polish Ministry of Economy, GDP in
the first quarter increased at the rate of 7% which represents
the highestincrease in the last two years. The Report states that
this growth will continue in the upcoming quarters without
the risk of inflation. The increase in interest rates by 0.25% by
the National Bank of Poland also affected the increase in the
Polish currency.

A depreciation trend of the Czech koruna against the Furo, that
went on during the entire second quarter, is linked to the initiated
vote of no confidence procedure in the Czech Parliament. The
lowest Furo values were recorded at the beginning of the period
when the exchange rate for one Euro was 27.933 CZK, while the
maximum value of 28.728 CZK was reached on 20 June.

Graph 6.6 - GBP/EUR exchange rate
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IMPORTANT EVENTS IN ‘
THE REPORTING PERIOD n







April 2007

The Regulation on Tax Relief was adopted, according to which, the
tax and contribution rate will be reduced from 61% to 28%.

The representatives of three Montenegrin insurance companies
founded the Montenegrin National Insurers Bureau, with the aim
of improving, developing and winning recognition of activities
of both its members and their line of work.

The consortium ‘Telekom Srbija” and the Dutch ‘Ogalar’ fulfilled
all the requirements for obtaining the licence for the third mobile
telephone provider in Montenegro, as well as for the use of
WiMax technology.

The Chambers of Commerce of both Montenegro and Macedonia
established in Skopje the Montenegrin-Macedonian Business
Council which will be the institutional instrument for monitoring,
encouraging and improving economic cooperation.

The Podgorica based company ‘Fin Invest”in charge of managing
the investment fund "Atlas Mont’, the Confederation of Trade
Unions and the Montenegrin Employment Federation signed
the agreement on establishing the first shareholding company
for pension fund management — "Atlas penzija’

The representatives of the Montenegrin Forest Administration
and the company 'Vektra-Jakic' signed, ten months after the
selling of the former state owned company from Pljevlja, an
agreement granting a concession for forest exploitation for the
next 30 years.

This year, Germany will provide Montenegro with financial
support worth EUR 24.5 million and technical assistance for
projects in the field of energy, tourism, and education.

It was agreed that Russia will repay the former Soviet Union debt
to Montenegro to the amount of EUR 18 million by providing

services and delivering machinery and equipment to assist
Montenegrin energy sector, forestry, railway traffic, water
management, and education.

May 2007

Representatives of the Montenegrin Government and the
European Bank for Reconstruction and Development signed the
Protocol on the three-year cooperation worth EUR 30 million.

The Slovenian company ‘Petrol’, Hungarian ‘MOL" and Croatian
'INA” submitted bids to the international tender for the
establishment of a joint stock company with the Montenegrin
state owned oil company ‘Montenegrobonus'.

The Montenegrin and Bulgarian Governments signed an
Agreement on economic cooperation that stipulates the forming
of an inter-governmental council, which should improve relations
between the two countries.

(rnogorska komercijalna banka decided at its shareholders
assembly to direct last year's profit of some EUR 4.3 million to
increase its equity capital.

The multinational producer of cigarettes 'Philip Morris" was
granted a licence to open a subsidiary in Montenegro — "Philip
Morris Montenegro’,

June 2007

Montenegro sent its first representative to the International
Monetary Fund in Washington.

The World Bank Board of Executives approved a four-year
partnership strategy for Montenegro and the loan of ten million
US Dollars for sustainable tourism development.

IMPORTANT EVENTS IN THE REPORTING PERIOD
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The Montenegrin Parliament ratified the agreement on taking
over the loans, credits and subsidies of the World Bank and
adopted the Law on the Reproductive Material of Forest Trees,
as well as amendments to the Law on Foreign Trade and the
Law on Foreign Investments.

Also, the Parliament adopted the conclusions from the discussions
about Government policy in the field of energy sector and voted
for the suspension of the privatizations of the Thermal Power
Plant - "Termoelektrana’ — Pljevlja and the Coal Mine — 'Rudnik
uglja’. The Government supported the Parliament and decided
to cancel the privatization of Termoelektrana and the minority
state ownership in the Rudnik uglja — Pljevlja, even though it
concluded that this jeopardizes the development of both the
town and Montenegro.

The Montenegrin Government adopted the Policy for the
improvement of economic relations with abroad that defines
the principles, directions and priorities of such bilateral economic
cooperation.

The Government adopted the Draft Energy Development Strategy
of Montenegro by 2025, projecting thatin the next 20 years, 700
new megawatts of electricity will be provided.

The Montenegrin Government decided to partly repay the debt
with the International Bank for Reconstruction and Development
(IBRD) in August, before the planned deadline, of some EUR
20 million, which will reduce the public debt by almost one
percentage point of GDP.

Representatives of the receivership administration of the Black
(oal Mine —"Rudnik mrkog uglja’- Berane and the British company
"Global Steel” signed the contract on selling the company from
Berane for EUR 2 million.

The Craftsmen-Entrepreneurs Chamber of Montenegro
was founded in Podgorica, which should contribute to the
development of competent qualifications in craftsmanship and
in the fight against the grey market.









Annex A: Real sector developments

Table 1 - Preview of macroeconomic developments

2006 2007 (chain index)

DESCRIPTION xixt | v [ [ v [ v v v [vi | ox [ x| x| oxa

Industrial output (index) 1040 769 1150 1105 895 971 951

Cost of living (index) 1003 100.3 100.1 100.2 1004 1006 994

Retail prices (index) 100.2 100.2 100.0 100.3 100.7 100.3 100.2

Source: Monstat
Table 2 - Industrial output
2006 = 100 LEVEL INDEX
Contribution

in 2006. 2006. 2007. V12007 V12007 | I-VI2007
Vv | VI | 1-VI Vv | Vi | 1-VI V2007 V12006 | 1-VI2006
Industry-total 100.0 99.6 101.1 99.6 93.4 88.8 94.6 95.1 87.8 95.0
Mining and quarrying 6.2 953 1017 940 913 692 863 75.8 68.0 91.8
Mining and quarrying of en. producting mat. 24 667 1000 829 559 6.7 754 12.0 68 91.0
Mining of pit coal, lignite and peat 24 667 1000 829 559 6.7 754 12.0 6.7 91.0
Mining and quarrying exept energy produc. mat. 38 1129 1027 1008 113.0 1075 929 95.1 104.7 92.2
Mining of metal ores 31 104 1027 1037 1134 934 900 824 909 86.8
Other mining and quarrying 07 1234 1028 884 1115 1666 1050 1494 162.1 118.8
Manufacturing 70.0 1003 1029 943 1072 1159 1015 108.1 112.6 107.6
Manufacture of food products, beverages, and tobaco 81 1100 1442 903 969 1107 898 114.2 76.8 99.4
Manufacture of food products baverages 73 1110 M36 859 1071 1166 915 1089 102.6 106.5
Manufacture of tobaco products 0.8 100.8 4357 1321 546 742 12.5 56.2
Manufacture of textiles and textiles products 14 1427 931 913 1143  69.1 91.5 60.7 74.5 100.2
Manufacture of textile fabrics 01 822 1287 575 685 528 703 771 41.0 1223
Manufacture of wearing apparel and fur 13 1470 906 937 1175 706 931 60.1 779 99.4
Manufacture of leather and leather products 0.1 1292 620 129.2 2241 100.0 361.5
Manufacture of wood and wood products 22 1117 1702 665 843 1149 590 136.3 675 88.7
Manufacture of paper, publishing, and printing 09 121 1392 1021 971 1582 1019 1629 113.6 99.8
Manufacture of celulose paper and paper products 03 1103 1802 979 1419 2271 1218 160.0 126.0 124.4
Publishing, printing and reproduction 06 1129 1180 1042 740 1226 916 165.7 103.9 879
Manufacture of chemical products and fibres 43 308 459 785 1401 136.8 1213 97.6 298.0 154.5
Manufacture of rubber and plastic products 01 1008 684 754 866 866 1146 100.0 126.6 152.0
Manufacture of other non-metal minerals 6.1 1051 962 978 1014 987 987 97.3 102.6 1009
Manufacture of metal and metal products 443 1038 978 973 1075 1178 1046 109.6 1204 107.5
Manufacture of basic metals 421 1031 97.3 979 1076 1128 1029 104.8 159 105.1
Manufacture of metals products, exept machinery 22 1162 1076 856 1060 2138 1380 201.7 198.7 161.2
Manufacture of other machinery and equipment 17 580 1102 913 1053 1053 96.6 100.0 95.6 105.8
Manufacture of other machinery and household appliances 01 1057 1057 1006 1887 3774 106.0 200.0 357.0 165.0
Manufacture of transport equipment 06 1240 1054 1049 1302 1209 904 929 4.7 86.2
Manufacturing N.E.C. 01 1190 695 1204 1079 874 857 81.0 125.8 71.2
Electricity, gas, water supply 238 985 956 1166 534 141 76.7 264 14.7 65.8

Source: Monstat




Table 3 - Industrial production

Total

Mining and quarrying

Manufacturing

Electricity, gas, water supply

Annual Monthly Annual Monthly Annual Monthly Annual Monthly

2000=100 | growth growth [ 2000=100 | growth growth | 2000=100 | growth growth [ 2000=100 | growth growth

rate rate rate rate rate rate rate rate
2001 99.3 -0.7 88.5 -11.5 101.6 1.6 939 -6.1
2002 99.9 0.6 95.1 75 1039 2.3 87.7 -6.6
2003 102.3 24 96.5 14 101.8 2.1 1031 175
2004 116.4 13.8 91.5 -5.1 151 13.1 124.7 21.0
2005 114.2 -19 91.7 0.2 118.0 25 108.0 -134
2006 115.3 1.0 94.4 29 1181 0.1 11.3 31

Jan 100.8 -0.1 -174 56.3 215 -25.2 85.0 -14 239 124.2 0.0 -4.1

Feb 107.8 -3.5 94 7.7 74 276 954 -1.8 12.7 151.5 -7.6 23

Mar 112.6 -1 2.3 46.1 -40.1 -35.6 1233 14.9 289 103.9 -279 -359

Apr 120.8 447 7.0 583 34 26.3 17.2 22.5 -53 150.3 155.7 451

May 118.1 46.0 2.2 53.8 -4.1 -7.8 113.3 15.2 -3.0 190.8 374.2 0.2

Jun 119.5 16.5 -0.3 1014 33 87.6 17.6 53 1.6 129.6 63.7 -139

2004 Jul 113.6 6.1 93 100.0 -0.7 -1.0 119.3 13.0 2.8 77.0 -14.2 -40.6

Aug 100.2 0.2 -6.2 904 =571 -9.6 114.0 16.5 -3.8 65.2 93 -15.1

Sep 1219 14.6 10.6 164.3 -7.3 82.1 118.2 19.6 3.6 74.5 12.3 139

Oct 12.3 7.3 14 102.1 -1.7 -379 1234 9.0 4.5 1733 39 14.4

Nov 123.8 194 10.1 88.3 -0.3 -3.7 121.6 16.3 -1.5 1404 325 64.7

Dec 156.5 283 26.6 166.9 1221 88.2 128.1 257 154 198.4 204 41.5

Jan 114.2 13.3 -27.0 61.5 93 -63.0 101.1 19.0 -27.8 130.6 5.1 -16.3

Feb 101.9 -55 -8.7 42.8 -40.4 -30.4 104.2 9.2 34 1141 -24.7 -26.7

Mar 176 45 131 83.8 81.7 96.1 176 -4.6 12.6 129.2 244 58

Apr 105.8 -124 -10.3 61.6 57 -26.5 114.6 2.2 29 95.3 -36.6 -26.1

May M4 -5.7 54 70.3 30.8 14.3 119.2 52 43 1295 -32.1 75

Jun 115.7 3.2 23 108.4 7.0 534 122.0 3.7 0.2 100.3 -22.6 -19

2005 Jul 125.0 10.1 4.1 106.0 6.0 -19 1371 14.9 139 79.0 27 211

Aug 1ne.7 16.5 -1.5 1294 431 220 133.0 16.7 10.1 67.8 4.0 mn7

Sep 133.2 9.3 3.8 146.1 -1 13.1 1291 9.2 -3.1 921 236 353

Oct 110.2 -19 -9.0 101.2 -09 -30.7 120.0 2.7 -6.9 1754 1.2 -11.5

Nov 1209 2.4 9.3 74.3 -159 -26.7 181 29 -6.9 142.3 14 65.0

Dec 1234 212 2.2 1161 -304 555 M4 -13.0 33 1294 -34.8 -9.0

Jan 120.7 57 2.1 93.0 513 -19.5 100.5 -0.6 -17.6 144.9 11.0 42.5

Feb 106.7 4.7 -9.5 91.8 114.8 -1.3 96.0 -79 -4.1 139.8 22.6 -19.0

Mar 121.2 3.0 1.3 90.5 8.0 -14 118.8 1.0 233 1387 73 -74

Apr 105.0 -0.8 -13.7 70.8 14.9 218 114.2 -0.3 -4.1 89.8 -5.8 -35.1

May 114.3 2.6 9.0 90.0 279 271 118.7 -04 4.1 138.3 6.8 21.8

Jun 1179 19 1.6 96.3 -11.2 6.6 124.4 2.0 2.6 106.2 59 29

2006 Jul 138.0 104 -0.2 96.8 -8.7 0.8 140.3 24 1.7 129.2 63.5 -6.3

Aug 112.2 -39 -6.2 108.0 -16.5 n7s 120.8 -9.2 2.5 753 1M1 -24.2

Sep 126.2 -53 55 124.3 -14.9 15.3 129.2 0.1 6.9 721 21.7 -4.4

Oct 104.9 -4.8 -85 82.8 -18.2 -333 120.6 0.5 -6.5 139.1 -20.7 -5.2

Nov 1215 0.5 15.5 884 19.0 6.5 128.7 9.0 6.7 110.6 -22.3 61.7

Dec 126.2 2.3 4.0 100.3 -13.6 129 116.8 4.8 -0.7 129.8 0.3 175

Jan 97.6 -19.1 -23.1 69.6 252 -30.2 112.0 1n5 -13.0 52.2 -64.0 -48.9

Feb 109.2 24 15.0 85.2 -7.2 224 107.2 1.7 -3.3 122.5 -12.4 973

Mar 1231 1.6 10.5 92.2 1.8 8.1 1214 2.2 12.8 1391 0.3 6.0

2007 Apr 110.6 54 -10.5 90.0 271 24 1ne.7 2.2 -4.0 100.1 1.5 -27.8

May 107.2 -6.2 29 86.2 -4.2 -4.2 126.9 6.9 89 75.0 -45.8 -40.8

Jun 103.5 -12.2 -4.9 65.5 -32.0 -24.2 140.1 12.6 8.1 15.6 -85.3 -73.6

Source: Monstat and CBM calculations



Table 4 - Industrial output

o v v v v v ] x| x [ x| oxa
Chain index 769 1150 1105 895 971 951
22006 =100 846 973 1075 962 934 888
Same month in the preceding year 809 1024 1016 1054 938 878
The same period in the preceding year 911 947 972 965 950
Table 5 - Retail prices
oo [ v v v v v x| x| x| xu
Chain index 100.2 100 100.3 100.7 1003 100.2
22006 =100 101.0 1011 1014 1021 1024 102.6
Same month in the preceding year 101.8 101.8 102 1021 1022 102.2
The same period in the preceding year 101.8 1019 102 102 102.0
December 2006 = 100 100.2 100.2 1006 1013 1016 101.8
Table 6 — Cost of living
o v v v v v ] ox | x| x| oxa
Chain index 100.3 100.1 100.2 1004 1006 994
22006 =100 101.8 1019 1021 1025 1031 1025
Same month in the preceding year 1026 1024 1024 1023 1023 1016
The same period in the preceding year 1025 1025 1025 1025 1023
December 2006 = 100 100.3 1004 100.6 1011 1016 1011
Table 7 — Producers’ prices of manufactured products
o [ v v v v v ] x| x| x| oxa
Chain index 1006 101.0 1025 101.6 999 100.2
22006 =100 10111021 1046 1063 106.2 1064
Same month in the preceding year 101.7 1031 1056 1072 106.7 106.6
The same period in the preceding year 1024 103.5 1044 1049 1052
December 2006 = 100 1006 101.6 104.1 105.8 1057 105.8

Source: Monstat




Table 8 - Prices

Producer’s prices of

Retail prices Costs of living manuf. products

Total Goods Servicies Total Total

Annual Monthly Annual Monthly Annual Monthly Annual Monthly Annual Monthly
growth rate|growth rate [growth rate | growth rate|growth rate|growth rate|growth rate| growth rate  growth rate|growth rate

Jan 203 1.7 19.0 0.6 26.5 6.9 18.3 1.3 7.3 0.6
Feb 19.7 0.9 18.7 1.1 245 0.3 18.0 1.3 6.0 1.1
Mar 19.8 0.6 19.2 0.8 223 0.0 18.2 09 79 1.0
Apr 20.8 1.6 20.6 2.0 21.6 0.1 19.7 2.0 71 -0.2
May 213 14 211 1.6 219 0.3 194 1.7 6.6 04
2002 Jun 20.7 0.8 21.2 09 18.2 0.2 19.1 0.8 3.8 24
Jul 194 0.1 20.7 0.1 13.5 0.2 17.6 -1.0 24 -03
Aug 173 0.3 18.2 0.3 13.0 0.8 15.8 04 09 -0.6
Sep 16.1 09 16.9 0.8 12.6 14 15.5 0.9 3.8 14
Oct 15.7 0.3 16.4 0.3 12.7 0.2 15.1 0.2 4.2 -0.1
Nov 12.8 0.3 124 0.0 14.7 19 11.0 0.1 39 0.1
Dec 94 0.1 8.7 0.1 127 0.0 9.2 0.5 0.7 -03
Jan 8.4 0.8 8.4 0.3 8.4 2.8 8.4 0.5 -0.7 -0.1
Feb 8.0 0.5 75 0.2 10.3 21 7.2 0.1 -1.5 0.0
Mar 8.0 0.6 6.8 0.1 13.8 3.2 6.5 0.2 -0.7 1.8
Apr 9.7 3.2 8.1 32 17.3 3.2 7.7 31 3.8 38
May 8.5 0.2 6.6 0.2 174 04 6.1 0.2 29 0.0
2003 Jun 8.0 0.3 6.0 0.4 171 0.0 6.6 1.3 6.7 09
Jul 8.3 0.3 5.8 -0.2 19.8 24 6.9 -0.8 7.2 0.2
Aug 8.0 0.1 5.7 0.1 18.9 0.0 6.7 0.2 79 0.0
Sep 74 0.3 5.2 04 174 0.2 6.3 0.5 6.7 04
Oct 71 0.1 5.0 0.1 17.2 0.0 6.3 0.2 70 0.1
Nov 6.8 0.0 50 0.0 151 0.0 6.4 0.1 73 0.2
Dec 6.7 0.0 5.1 0.2 14.3 -0.7 6.2 0.3 8.2 0.6
Jan 5.2 0.1 4.2 0.1 10.3 0.2 5.2 0.1 6.3 -0.2
Feb 57 0.5 4.5 0.2 1.1 2.3 54 0.2 6.9 0.5
Mar 55 0.1 49 0.1 8.4 0.2 58 0.1 8.7 33
Apr 2.3 0.1 1.7 0.2 5.0 0.0 2.6 0.0 6.3 0.6
May 2.7 0.6 1.7 0.2 74 2.6 2.8 04 6.7 0.3
2004 Jun 24 0.0 13 0.0 75 0.1 09 -0.6 55 -04
Jul 2.1 0.0 15 -0.1 50 0.1 09 -0.7 5.7 0.2
Aug 21 0.1 14 0.1 50 0.0 0.8 0.1 6.0 0.3
Sep 2.0 0.2 1.2 0.1 5.2 0.3 0.3 0.0 49 -0.6
Oct 24 0.5 1.3 0.2 71 1.8 0.3 0.3 4.6 -0.1
Nov 2.5 0.1 1.2 0.1 78 0.0 -0.1 0.1 4.0 0.0
Dec 43 1.8 11 -0.1 18.1 9.5 1.5 1.6 36 -04
Jan 3.7 0.1 09 0.1 16.5 0.0 1.2 0.1 36 0.1
Feb 35 0.1 0.9 0.1 15.0 0.0 1.2 0.1 33 0.2
Mar 3.6 0.2 1.0 0.2 15.2 0.2 13 0.2 2.5 2.2
April 39 04 1.3 04 15.6 0.3 1.8 0.5 0.4 -1.5
Maj 36 0.2 14 0.3 12.8 0.1 20 0.6 0.5 0.5
2005 Jun 3.8 0.2 1.6 0.2 13.2 04 29 0.3 1.7 0.8
Jul 35 -0.2 1.3 -0.3 1311 0.0 2.7 -1.0 1.5 0.0
Aug 35 0.1 1.3 0.1 1311 0.0 2.7 0.2 1.3 0.1
Sep 3.7 0.3 14 0.3 13.2 0.3 3.2 04 21 0.2
Oct 33 0.2 14 0.2 14 0.3 3.2 0.3 21 -0.1
Nov 34 0.1 1.5 0.1 14 0.0 38 06 2.2 0.1
Dec 1.8 0.1 1.8 0.1 1.8 0.0 24 0.2 35 0.8
Jan 26 0.2 2.8 0.3 1.6 0.0 29 0.3 31 0.1
Feb 2.3 0.1 2.5 0.2 1.6 0.0 29 0.3 -2.8 0.4
Mar 20 0.1 2.2 0.1 1.5 0.1 2.8 0.2 23 1.0
Apr 21 0.6 2.3 0.7 1.0 0.1 31 0.7 3.8 04
May 2.2 0.3 2.5 0.4 09 0.0 33 0.7 39 0.2
2006 Jun 23 0.2 2.6 0.2 0.8 0.1 31 0.1 36 0.5
Jul 2.3 -0.2 2.6 -0.2 09 0.0 33 -1 3.6 0.0
Aug 2.3 0.2 24 0.1 1.6 0.7 33 0.3 3.8 0.2
Sep 1.7 0.1 1.7 0.0 1.8 0.3 2.7 0.3 4.3 0.7
Oct 1.7 0.0 1.6 -0.1 20 0.5 2.8 0.4 4. -04
Nov 19 0.1 19 0.1 2.0 0.0 2.7 0.3 4.1 0.2
Dec 2.0 0.2 2.0 0.2 2.0 0.0 2.8 0.3 29 -04
Jan 1.8 0.2 1.8 0.3 2.0 0.0 2.6 0.3 1.7 0.6
Feb 1.8 0.0 1.7 0.0 2.2 0.3 24 0.1 31 1.0
2007 Mar 2.0 0.3 2.0 04 2.2 0.0 24 0.2 5.6 2.5
Apr 21 0.7 2.2 0.8 2.0 0.0 23 04 7.2 1.6
May 2.2 0.3 2.2 04 21 0.0 23 0.6 6.7 -0.1
Jun 2.2 0.2 2.2 0.1 24 0.4 1.6 -06 6.6 0.2

Source: Monstat




Table 9 - Tourism

2006 2007 Index
vi 1-vi Vi 1-vi —:\\/,: :82 Structure
Total 90,158 196,492 109,380 261,645 133,2 100,0
Arrivals domestic 12,507 4,625 13,216 52273 1226 200
foreign 77651 153,867 96,164 209372 136,1 800
Total 547492 968,225 667140 1,311,333 135,4 100,0
Nights domestic 70,256 216,628 72,877 256,286 18,3 19,5
foreign 477236 751,597 594263 1,055,047 1404 80,5

Source: Monstat

Table 10 — Number of employed and unemployed people

o [ wm [ owv v vt [ ove [ v | x| x [ oxi | xu
Employed*
2001 114,536 113,500 113,542 113,663 113943 114137 114,106 114,024 115077 114,755 114,170 113,744
2002 13,594 113,597 113953 113,663 113943 114137 114,422 113,684 113,526 113,676 113,679 113,425
2003 112637 112846 112317 112132 111,738 112648 112905 112647 111461 110911 110387 109639
2004 108562 107359 108634 109623 109642 109863 110886 111158 110,049 109696 110,055 108,228
2004 *** 142081 142,834 142361 143224 143845 146696 145160 142634 143447 143113 143992 142,438
2005%** 142,145 142,072 141298 140959 142,248 145852 148528 146744 145739 145923 145528 145261
2006%** 144978 145753 146554 147517 149321 151,678 154,723 154280 154236 154652 155156 150,746
2007++* 1515535 152114 153,140 154074 156817 158190

Unemployed**

2001 81,238 82,158 82453 83091 82629 82140 81,823 80686 80952 80,668 80440 81,069
2002 80,385 81,360 81,510 81961 81,602 81,041 81,116 80,830 80,809 80,183 79894 76,293
2003 76,584 76,077 76165 74976 73520 69735 66951 66,277 67664 71023 72544 68,625
2004 69,573 71419 72378 72,202 68993 64572 60993 60,771 60447 59930 59387 58,950
2005 5915 58,774 58075 57557 56,772 55199 53,683 52494 51,843 51,266 49,886 48,825
2006 48,639 48,656 49388 48651 45640 42560 40,220 39093 38919 38,747 38892 38,876
2007 39104 39155 38714 37571 35356 33,393

*Source: Monstat
** Source: Employment Bureau
*** New methodology applied
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Annex C: Auctiones held in 2007

Table 13 — Auctions of 182-day T-bills

Auction Issue date Issued Sold Demand Werigth;ed
XXII Auction 09.01.2007 1300,0 1300,0 1.500,0 090%
XXIIl Auction 21.02.2007 500,0 500,0 800,0 0,49%
Total January-June 1.800,00 1.800,00 2.300,00

2007

Source: Central Bank of Montenegro



pPoIge pue A11UN0Y 3yl

Ul panss| saLindas pue uaye) sueoj Jo wawAedal jediunid o) sanipuadxa pue (£11adoid J0 3[es W0l SaNU3ASI PUR SIAJSUBI ‘SUOIIRUOP ‘SBUIMOILI0G J0J PIONPAI) S3NU3AAI P10 U3IMIA] 3UIJALIP 341 Se 1pUa( / snding

0'EV0LEEY6  ¥8'966'€98°CC  09TECH/09C  65'1S0°G88°EC  OF'ESL/9E6 LL'TIESESS 88'96C°119°9 (112y3p) /snjding
L6'SY SEY00TSSEST LI'606TSSYY  €8'C959507Y  CC'ELSYOETS  8LYELLSY 6y ST8ILBIYEE  OL'9S0TCSLEE  SL'6LS098919 SIINLIANIdX3 TVLOL
08 LL\8v'ecse SC9YYSl9 £0'€95°€05 16'9€66/¢ CL9/8Y0Y S9'895Z1LE 0L'160°C0S 000000267 S9AI9591196pNQ JuaIND
000 000 000 000 000 000 000 000 00'000°000'L SaAI9531136png
0C'oLL 6911868691 YEBEY06CTL  LS'I8TTERL 10'c¢8'9¢9 19'81°£08 99'C1£'9¢8 05'9£2°909 0L'6C0ZLY'SL awiAed sanijiqel| 1eak Joud
000 000 000 000 000 000 000 000 0009L'LLLT JswAedal saajuelens
0606 89'9CCTLOLC  80L6SSEC'S €6'99/°8Y 1€ SLoLsole 8L'SLIE06'L Y6'6SY'CL OVZLL6VS'L 6'6L6081°€C uswAedai1qap pue X4 uszoid
¥6's9 8EYSE9C9E  05'880°9VE {v'T86'S6Y 81'€6€°169 SO'6vC 964 €6'0vC°008 00'00026% 00'000005'S sbuimoiiog pue sueon
L1y CELLBTUYSL  S6LLLL69TL  996SS8VY Ll 8TV/S086'EL  9F'606'€E8LSL  LL0E0L090L  9C690°S6Y Ll C90E0PEEEL A11nd3s e1>0s pue siajsuel|
SIINLIANIdX3 TVLOL
se'ee 9//080°0£L9L  ¥¥'S0L'€60°C  C8'TCLIVTE  TO'E6LGEVE 8C'875°986C 16'LLLY08°C 6£'861709 85'€€0€SC69 sa1n)puadxa |eided
Sty [S'€0E°TC98  600ELLYS L 8E/Y6%605'L 6C'0C£'S09'L 0€796789'L eLeLeey’l 65018082 76'€60691°0C dueUSUIR
LT 96'086'CLL'L SEY00°E0L 6£'CCSSLE C€'208'80¢C 69'€v9'8CC 67'/87'86C ¢L0es8l LLEL6SLSS saInpuadxa 19Y10
8h'v lY'Ser'9/9°€ €6'STL'80S LI'€06 LY [dgaraciis €0'1P06r8'L 9¢'89/%0¢C 99%8L€le 00'000'59C'8 suonusAgns
LS'0y L01SEVLLT 6/'809'1€9 G8'S51661 reT6L8lY S9'LLY69¢ L0'EV168¢ LE'S8L°99L CE'10LL9€'S Aunuuy
L1'€9 YU'TES0Er Tl €0'985°008°S  OL'ELS00Y €0'SLL'SSS PL9SHEEE’E 8¥/0LYLS 9'609C8 L 80189LL96l S93el 153.93U|
6v'9¢ 8Y00CSYor  LO9VOV8LY  CULLLE6LS LI'8SE V69T 8/'889°CLL'S CUSISSLYY 89%610°165°L 0C'80°S8Y'CL SIDIAISS pue |elia3ew J0j sainipuadxy
19'L€ YryOCY8s9  £/'886'816'L 05'986'9/7 SC'066C69'L 7€'059°995 Y6651l 9€169°€CE 00%91£¢80¢ saako|dws Jo uonesusdwod pue sbujules 12Yy10
808Y 0£6SL €V 98 ¥IVSS8/6TL  16188°CSCYL  0L/160V8Y YL L5866 CHCYL  £8'10€'800GL  190E6'LYEL  0LL6T/8L6LL salie[es pue sabem ssoio
ev'vy I82/595S vl 19%¥8'€LC0E  9€'98908EEC OV CYL'8OYC  8Y/I8I/ELT  SKEvV666'€C  SYEV9/68L  €6'S8CTE0TEE sa.nypuadxa Jua.nd [ejo]
S3JNLIANIdX3
96'sS 0TILITSPE 69719905004  PLVEETBESI  6970LLL8L9  TH'S08'TLS6S  LOYVEVEblyy  80'66CL0C8E  SE'6LS098919 S3INNIATY TVIOL
96'C SSZIE0LY €s'8leLyl 89'lviCel L0785CS 8E'6r8CE 68°0¢S L 000 00'000°0£8'SL sbuimolioq pue sueon
9¢'l 870918 LSYE6L €SSyl L6'878'L S9'9¥0T 9L'v0C'C 000 00'000°009 SUELEILIED [P S|
lc'ee 09'716'8C8'L 0820485/ €C'TL0Y9 99'LLTELY YO'EEE69L LY18TL 8LELLYYE €C'S9E£05°S JudwAedas ueo
ol'er 00'ssLCleY 00'000°0L 00'000°01LL 00007'9SE°L  00'SSEecy'e 0000V CL 000 0S'CLLL6E 1L 9|es 31e1sd |eay
€65 8£'960°866/E€  6£'00L'CEL69  0L7/9G80°G9 66610718699 SELLTSPESS  SCYEV 66 €y 0£'S8SC98LE  C9'IBES8Y €8S Swodul Jua.IN)
0965 98'6166590¢  6¥'LLI9EEE 05'8/5¥0€€  8//81'98Y'€ 8C'SSOLLLY S9'8/0C66C  91'806¢18C 6£'069'1991¢ awodul 21jgnday 4aY10
8w 8/716119'8 88'889°019'L GE'T89/SS'L S9'16€'809'L ¥9'1200L5'L S8YSSLIEL 1¥'S£5656 (A Ia74NV4 seng
98'¢9 00'008£58°C  CC'6v6'819 r'691'SES 8579915 €5'6€6'9LY Y6's9¥'801 LE'LLOC0¢E L0'€EE'SLY Y sexe11ayl0
161y 90%76'9606C  01'9€L/86'S 8C'OSY'9/V'9  TT09T9/0S  SE'000T90S  66/4¥8Y69°€E CUEr966LC 9/'6/0'799'09 XCISLONDESUEPUEEPEEHO LS|
€0'sS 666EE€6LLL0C  [V'T8ES999y  08'0SLIvYTy  LL'6LTTE0SE  61'C0060L6C  8TYSY'SI89C  vS'0ESSOVIC  88'9VT S8 ILE S91INP SSIOX3 pue Xe) pappe anjep
L¥'StL 8¥'195°€C98  086£6169'1 €LLL616L1 L97668LLL 89'€0E°€6SL LE'8EYTED'| £9'606 76/ L0'SLL0E6'S xe} Auadoud
8¢l lP'9L0LcL9T  LE'LS8IVCT 20'0sSLEle 8€'960'991'0L  18'005°C00Z  01'908'559C 6L'1LTEL6 S1'0960€0°SL Xe} dwodul d1eiodiod
69'CS 08'6£5°5E8 Ve CS'LYP6/69 09'G1S0¥8'S  00C099/E8  [8L6E€V08'S V(Y8 0L0S YE'SEL 08T Tl'Y6e0'SLL99 Xe} 3Wodul [euOsIad
6£'85 v/'19C0C/'80€  Tr'00€'S8LY9  S'ELY'ECC09  9S0rF988°09  EVYil'8ro6y  G/0987896E  €//10L680YE  66'8CF669'8CS saxe|
spuny ieak iolid

uonezijeai g - Yunowy Yunowy yiunowy Yunowy yiunowy yaunowy Yunowy yiunowy NOILdI¥DS3a

£002'90°0€ -"L0O'LO aunr Aepy dy Yya1e Aeniqa Asenuer '£00C 104 ue|d SINNIATY

N3 ‘900z ul saanupuadxa K1eyabpng pue sanuanai Lie1abpng - §| 3jqel

@ xauuy




oBaudiuopy ul spunq a1jgnday :danos

6/9'0 $80°0 8500 0LL'0 €600 3170 S11' S1L0 pun4 uswdojaAsQ
1¥'0- S0 9'0- 20- 00 o) 1'0- L7y neaing 1uswiAojduw3
007 80 g'l- 43 60 S0 6'- 660- pun4 a1ed yiesH
v0'T I'c €0- 70- ¥0 00 00 0L/'0- pun4 uoisuad
11D143a/sn1d4ns
¥97'0 6200 7900 8700 500 €600 £L0'0 0LL'0 pung uswdojaasQ
61l 't 'z €T 1'c 'l 'l 414 neaing juswAoldw3
6'€S 9% v'6 96 76 L'8 ¥ 0611 pun4 a1ed yiesH
9'90L 87’3l /7L 0L'2T vSLL 68'91 or'sl 8'907 pun4 uoisuad
3YNLIANIAX3
€60 €110 110 8¢1'0 31’0 0520 610 S8yl pun4uswdoaasQ
Sl LT gl I'c 07 'l vl €'t neaing Juswioldwz
6'SS 301 687 8Tl L0l 176 6€'S 0'8lL pun4 aied yiesH
9'30L 6507 St/L €'t 8671 8891 LE€1 1'90¢ pun4 uoisusd
JWODNI

annenwIny n A N a ! _,.o0c Yauow/NOILdI¥ISIA

/00T crLe-'Lo'Lo

uolfjiw Yn3 ‘spuny Jo sainpuadxa pue saNUAY — G| dqe]




