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Review of macroeconomic developments

2007 | vi2008 |

%

REAL SECTOR DEVELOPMENTS

GDP (in current prices in EUR million)* 2.540,0 1,366.9**
Industrial output index (compared to the same period the year before) 0,1% 4,0%
Forestry (compared to the same period the year before) -19.4% 25.2%
Construction (compared to the same period the year before-measured by effective working hours) -1,7% 20,1%
Employment
Number of employed people 159.223  170.146
Number of unemployed people 31469 29.088
Inflation rate (compared to December the year before)
Cost-of-living index 77% 5,4%
CPpy **x% 53%
RPI 8,0% 6,9%
Average salary (EUR, without taxes and contributions) 338 403 19,2
MONETARY DEVELOPMENTS (EUR million)
M11 1.557,0 1.489,5 -4,3
Total deposits 2.0911 22752 8,8
Deposits by economy 663,5 7099 7,0
Government deposits 206,0 2164 50
Central government 24,4 33,7 379
Institutions and agencies of central government 329 344 4,4
Funds and municipalities 148,7 148,4 -0,2
Deposits by financial institutions 103,1 131,0 271
Deposits by households (savings) 1.019,3 1.0754 55
Deposits - other 99,1 142,5 439
Total loans 2.246,6 27195 21,0
Loans to economy 1.364,4 1.613,1 18,2
Loans to government 33,5 38,2 14,2
Central government 0,4 2,4 5076
Institutions and agencies of central government 8,5 78 -8,3
Funds and municipalities 24,6 28,1 14,4
Loans to banks and financial institutions 178 239 341
Loans to private citizens 795,0 996,6 254
Other loans 359 477 329
Turnover in stock exchanges (EUR million)** 7270 101,8
NEX stock exchange 452,80 58,3
Montenegroberza stock exchange 274,20 435
Stock exchange indices
NEX20 34.168,6 18.07777 -471
NEX PIF 39.229,2 1773612 -54,8
MOSTE 1.627,7 769,2 -52,7
Average interest rates on 28-day T-bills, last recorded -
Average interest rates on 56-day T-bills, last recorded -
Average interest rates on 91-day T-bills, last recorded -
Average interest rates on 182-day T-bills, last recorded 0,49% -
FISCAL DEVELOPMENTS (EUR million)**
Current incomes*** 1.340,6 692,4
Expenditures*** 1.161,5 6109
Surplus/deficit 1791 81,5
Foreign debt without debt of public enterprises (in EUR million) 462,1 4724
Public debt without debt of public enterprises (in EUR million) 2751 4424
EXTERNAL DEVELOPMENTS**
Current account balance (EUR million) -825,1 -615,5
Trade balance -1.341,6 -688,5
Balance of services 440,1 34,1
% of trade deficit/other balances coverage 38,5 10,6
Current account balance in % of GDP -32,5 -45,0

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

** Data under column VI 2008 refer to the period January-June 2008;
*** Current revenues and expenditures of the Budget, state funds and local self-administration
****Monstat published in July 2008 - internationally comparable measure of inflation






MACROECONOMIC DEVELOPMENTS

The first half of 2008 was characterised by GDP growth,
higher budgetary surplus, growth in industrial output,
as well as inflation and the current account deficit.
The estimated GDP growth in the first half of the year
amounted to 8%, showing that Montenegro is still
developing and that it belongs to the fastest developing
countries in the group of the European economies in
transition.

The first inflation rate measured by the CPl was
published in July. This is an internationally comparable
index used by the European Union, which will also be
used by the (BM in the forthcoming period, as the
main inflation indicator. In the first six months this
year, the CPl inflation amounted to 5.3%, the annual
inflation rate amounting to 9.9%, and the average for
the first six months being 8.2%. The main reasons for
growth in inflation may be divided into three groups.
The first group consists of external factors which are
the consequence of increased prices of agricultural
and food products, as well as global energy prices. The
second group is the result of removing price disparities,
i.e. the result of increased electricity prices. The third
group of reasons is of internal nature. Bearing in
mind that the core inflation rate amounted to 5.18%
at end-June (not including the first two groups of
factors involving increased prices), it becomes clear
that the reasons of internal nature are becoming a
more significant factor of increase. There are several
factors in this group which influenced the increase
in prices. A number of traders and producers abused
their market position and increased the prices of their
products much above their costs, using global increase
in prices as an excuse. Then, growth in inflation was

always followed by higher inflation forecasts, so thata
number of companies increased prices of their products
fearing that their revenues will be underestimated by
the inflation growth. Finally, anincrease in aggregate
demand, as a consequence of growth in purchasing
power, also influenced the increase in prices.!

Possibilities of curbing inflation in conditions of
euroisation are rather limited. The first two groups
of factors for anincrease in prices, independently from
euroisation, were relatively difficult to influence. The
third group of factors can be influenced through the
strengthening of antitrust policy, as well as temporary
reduction of taxes and other duties. We should bear in
mind that temporary reduction of taxes usually creates
numerous distortions in the tax system, as well as
ongoing pressure for expanding the range of products
for which exceptions or reductions are requested.
Growth in inflation did not affect only Montenegro,
but it is the global phenomenon that affected both
developed and underdeveloped countries. Thus, for
example, the annual rate of inflation in the EU at end-
June reached 4%, which is almost twofold higher the
inflation rate two years ago. The inflation rate in
Montenegro is at the regional average and, which
is the most important, it did not adversely affect a
relatively high growth rate of GDP and movement of
employment. The growth rate of loans disbursed in the
firstsixmonths this year amounted to 21.1% being three
times lower than in the first half of the previous year,
which confirms that the (BM measures which aimed at
curbing credit growth proved to have been successful.
The share of non-performing assets (C, D and E) in total
assets is relatively low, and banks’ assets recorded

! When the purchasing power grows, traders are inclined to increase prices, as there is a less risk that the growth in prices will influence
adecline in sale. The increase in prices of aggregate demand was influenced by the growth in salaries, consumer loans, as well as in

significant household revenues from the real estate sale.
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large growth. The banking system is characterized by
a high liquidity level. In the first six months this year,
the average amount of funds available for payments
amounted to EUR 456 million, the average amount of
liabilities being EUR 45 million, so that the average
surplus amounted to EUR 411 million. The share of time
deposits increased and at end-June they represented
60% of total deposits, which is 12.5% percentage
points more than in June 2007. A great influence on
improvement of the maturity structure of deposits
had the reserve requirement policy which encouraged
the placement of time deposits at differentiated rates.
However, bearing in mind that the loans increased
more rapidly than deposits in the first half this year,
as well as the still unsatisfactory maturity structure
of sources of funds and placements, it is clear that the
(BM measures must remain in effect.

After several years of stagnation, an increase in
industrial production is present, which is encouraging.
In the first six months this year, compared to the
same period of the previous, the physical volume
of industrial production increased by 4%. However,
we cannot completely be satisfied with the recorded
growth as it is lower than the GDP growth rate, the
existing growth being partially the consequence of
exceptionally low level of energy production in the
first half of the previous year. Growth was recorded
in the mining and quarrying sector (25.4%) and the
production of electricity, gas and water supply (29.7%),
while a decline was registered in manufacturing
industry (-4.2), which represents almost two thirds
of total industrial production.

Fiscal policy followed is still on sound grounds. The
budgetary surplus in the first six months of 2008
amounted to EUR 78.1 million. However, in spite of
a substantial surplus, we should be careful since any
more significant reduction in imports might have an
adverse effect on the budget in the upcoming period.
However, this scenario is unlikely in the short-term
period. In addition to its growth, the public debt
remains sustainable in long-term. The total public
debt amounted to 31.6% of GDP and the external debt
some 16.3% of GDP.

As for tourist arrivals and tourist season, data are
different. We decided to use those of Monstat as,
according to the Law on Statistical System, Monstat
is in charge of publishing the official data in this field.
According to Monstat data for the first six months of the
current year, Montenegro was visited by 13.3% more
tourists than in the same period of the previous year.
Itis certain that this growth is partly the consequence
of a reduced number of non-registered tourists, as
indicated in data on the number of registered beds
in private accommodation. Revenues from tourism
amounted to EUR 99 million and were 27% higher
than in the same six-month period of the previous
year. The infrastructure was significantly improved,
well-promoted, and the diversity of offer increased.
However, certain problems are still presentin the area
of tourism industry: all construction works were not
completed until the beginning of the season, water
supply problems still exist, the problem of parking
space in most seaside municipalities was not solved,
and the cleanliness is still not at the satisfactory level.
Probably, when the tourism industry is in question,
the biggest problem is the fact that there is more and
more devastation of environment, which is hard to
repair. Tourism is the area having a large potential for
growth in the upcoming period, and the interest of a
great number of foreign investors speaks in that favour.
This is the branch raising substantial multiplication
effects, thatis, it affects the development of a number
of other branches: agricultural and food industry,
transportation, telecommunications, retail trade and
the like. Rapid growth of tourism is very important for
Montenegro, but simultaneously the factor of potential
vulnerability, since one poor tourist season may
adversely influence the entire range of other branches.
Montenegro should strive to attract high-end tourists
and create the image of an exclusive destination in
long-term. However, at this moment, it is still not ready
for complete reorientation on high-end tourists, so in
the conditions ofinadequate accommodation capacities
and infrastructure, their early arrival could entail a
danger of losing this market in the long-term.

Exceptionally high growth of activities was recorded in
forestry (25.2%), but to a large extent it was the result



of low base from the previous year, as a consequence of
lagging in assigning concessions. Exceptionally rapid
development of construction industry is present as a
consequence of rapid tourism development as well
as high real estate prices. The level of activities in
construction, measured by effective working hours,
increased by 20.1%, and the value of performed works
was 59.2% higherin relation to the same period of the
previous year. Construction is becoming an important
instigator of economic growth in Montenegro. As for
transportation, different results were recorded in
certain types of transport, but generally, the level of
activities increased.

The crisis is still present on the capital market. In the
first six months this year there was a further declinein
the turnover, market capitalisation and stock exchange
indices. The average monthly turnover was almost four
times lower than in the first half of the previous year.
As for the turnover structure, there was areductionin
the turnover with shares and its movement towards
less risky securities. This half of the year was marked
by an unsuccessful merging of local stock exchanges,
but also attempts of making agreements on regional
integrations, registering of new banks for performing
custody operations, introducing pin codes by the CDA,
the ceasing or freezing of operations of some broker
firms and their frequent recapitalisation due to the
lack of funds for coverage of operational expenses.
The result of the aforesaid events, as well as the global
financial crisis in the first half of the year, foreign
investors withdrew from the Montenegrin capital
market, i.e. net outflow of portfolio investments
amounted to EUR 11.4 million.

Anincrease in economicactivity positively influenced
the movement of the unemployment rate. The number
of employed persons is the largest since the existence of
thefirst statistical data, and the number of unemployed
persons is the lowest since 1982, but we should bear in
mind that a different employment policy was followed
during the socialism era. According to Monstat data,
the unemployment rate amounted to 18% at the first
quarter-end (last data available), while according to
data of the Employment Agency it was 11% (11.8%

at the first quarter-end). This is because different
methodologies of unemployment calculation are in
question, which provided different results.

The current account deficit is still high, although its
share in GDP significantly reduced in relation to the
first quarter. The fact that visible import has a declining
trend is a matter of concern. The deficit on the visible
trade account amounted to EUR 688 million, while the
total surplus in other current account sub-accounts was
EUR 73 million. Bearing in mind that the balance of
paymentsis under a strong seasonal influence, we will
be able to more carefully consider the actual situation
after the third quarter. We consider that it is necessary
to implement the measures suggested by the (BM in
its study on the current account sustainability.

The total net inflow of foreign capital amounted to
EUR 913.9 million, which is a significant incentive to
economicgrowth. The netinflow of foreign investments
amounted to EUR 311.5 million being 5.3% lower than
in the first half of 2007. We should also bear in mind
that a part of foreign investments was “hidden” in
loans because this allows less payment of profit tax.
This is exceptionally large FDI inflow, representing 22%
of the estimated GDP, which is more significant when
taking into account the current global financial crisis
which increased the risk and costs of investments. A
large inflow is considered the one amounting to 10%
of GDP or more. The main reason for the reduced FDI
inflow is a decrease in the inflow arising from the real
estate sale, as a result of partial market saturation and
difficultiesin the registering of land in land registries.
However, what is significant is that the FDI structure
improved, i.e. investment in companies and banks
significantly increased. Itis a known fact that a better
structure of foreign investments may have a greater
effect on GDP growth. The trend of local companies
applying forinvestments in other countries is getting
more and more present, which resulted in some EUR
27.5 million worth of investments in the first half of
the year.
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1.1. Gross domestic product

According to data of the Secretariat for Development of
Montenegro, for the first six months 2008 a gross domestic
product at the amount of EUR 1366.9 million was recorded,
which represents the real growth of 8% compared to the same
period of the previous year. The GDP growth in the first six
moths this year was positively influenced by the growth in
industrial production of 4%, increased volume of activities in the
construction industry of 59.9%, growth in forestry production
of 25.2%, as well as increased volume of activities in certain
transport segments.

Table 1.1 - Gross domestic product
(EUR million)

| -VI2008 Real rate of growth
GDP 13669 8%

Source: Montenegrin Secretariat for Development

Also, an increase in number of employees was recorded as well
asafallin number of unemployed persons, and the characteristic
of the observed period is high growth of retail prices and cost
of living.

1.2. Activities

1.2.1. Industrial production

In the first six months this year, compared to the same period
of the previous one, an increase in physical volume of industrial
production of 4% was recorded. Observed by sectors, there was
an increase in mining and quarrying sector- by 25.4% and the
sector of production of electricity, gas and water- 29.7%, while
the manufacturing industry registered a production fall -by 4.2%.

In the mining and quarrying sector, both sub-sectors recorded
a production growth, those being an increase in exploitation
of energy raw materials of 23.8%, while exploitation of other
materials recorded growth of 26.2%.

Production decline in twelve branches of the manufacturing
industry, making up 65.5% of total industrial production
influenced the decline of production in this sector. Lower
production was recorded in the following sub-sectors: production
of base metals and metal products (-6.2%); chemical products
and fibres (-15.7%); products of other non-metal minerals
(-5.8%); machines and devices (-8.9%); manufacturing of paper,
issuing and printing (-17.1%). Production decline in sub-sectors:
production of rubber and plastic masses, mechanical devices
and household appliances as well as of means of transport the
share of which of 0.8% in overall industry could not significantly
influence the decline in manufacturing industry. The growth was
recorded in five manufacturing industry sub-sectors and ranged
between 8.4% in the sub-sector “food products, beverages
and tobacco” and 49.5% in “manufacturing industry-other”.

Graph 1.1 - Industrial output
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In the area of production of food products and beverages, an
increase in production of 11.6% was recorded, which represents
asignificantincrease in production registered in the same period
of the previous year (6.5%). The increase in production of food
products was significantly influenced by the resources allocated
in the agriculture budget for this year, as a support to investments
in agriculture (EUR 1.5 million).

In the first half of this year, production of electricity, gas and
water was 29.7% higher than in the comparative period. The
largest production in this sector was recorded in February
when the monthly growth rate was 145.2% in June, when the
monthly growth of 98.5% was also recorded. The problem of
energy deficit is constantly present in Montenegro, and there
were several attempts to resolve it. It is intensively worked on

creating the conditions for implementation of the program on
renewable sources of energy which includes the construction of
small hydro-power plants, power plants using solid waste, wind
power plants and alike. In this period, concessions according to
combined DBOT? arrangement were assigned for exploration
of water flow for construction of small hydro-power plants for
eight water flows, and the exploration of wind force is under way
on several locations in Montenegro. Other thermal power plant
“Plievlja” as a new priority source of energy, should be constructed
according to the public-private partnership model, where the
Electric Power Plantinvests in the existing infrastructure (Thermal
Power Plant “Pljevlja” and coal mine Pljevlja), while the strategic
partner should provide funds for construction of other block of
thermo power plant “Pljevlja”. In this period, a public invitation
for the selection of the most appropriate bidder for drafting

Graph 1.2 - Industrial output by sectors, @ 2000 = 100
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Graph 1.3 - Industrial output - linear trend
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the idea project and the Study of justification of Construction
the Thermal Power Plant “Pljevlja II”. However, due to reqular
yearly repair of the thermal power plant it was out of operation
from 10 April to 29 May, and about EUR 4 million was spent on
repairs. The main repair is expected in the upcoming year and it
is estimated that it will cost more than EUR 10 million.

Physical volume of industrial production in June this year,
compared to the same month of the previous, was 5.6% higher,
whereas the growth was recorded in mining and quarrying
sector- of 78.9%, and in the sector of electricity production-
of 502.6%, while the production in manufacturing industry
was 18.9% less.

Monitoring the developments in industrial production (Graph
1.3), we can say that, in long-term, there is a positive trend from
the pointof an index, so that its growth amounted to 0.28 index
points, on average. However, from stationariness viewpoint, this
trend is particularly significant.

1.2.2. Tourism

In addition to different data on number of tourists and assessments
of tourist season, we decided to exclusively take Monstat data as a

Graph 1.4 - Tourist arrivals in period
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base, as Monstat is the only institution authorized for performing
of this kind of statistical research, according to the Law on
Statistical System.®

According to Monstat data, in the first six months Montenegro
was visited by 297 thousand of tourists, which is 13.5% more
thanin the same period of the previous year. The number of local
touristarrivals increased by 17.8% and the foreign ones by 12.4%.
For the first six months, seaside resorts were visited by 13.3%
more tourists than in the same period of the previous year, while
some 18.3 thousand of tourists visited mountain resorts, which
is 12.7% more than in the same period of the previous year. In
the first six months, revenues from tourism amounted to EUR
99 million, being 27% higher in relation to the same period of
the previous year.

Some 1628.8 thousands of overnights were recorded in the
observed period, which is 24.2% higher than in the same period of
the previous year. There was an increase in number of overnights
of tourists from Austria (19.7%), Hungary (17.5%), Poland (59%)
aswell as Russia (4.7%) who have recognized Montenegro as the
most interesting holiday destination for several years now. An
interesting data is that more and more overnights were registered
by tourists from neighbour countries, so that the number of

3 We should bear in mind that a part of increase in number of registered tourists need not be real increase, but the consequence of registe-
ring the part of beds in private accomodation, which were in the domain of grey economy previously. Also, in conditions in which available
capacities increase more rapidly than the number of tourists, it can create an illusion that the season is worse than the prevous one.
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tourist overnights from Croatia increased by 40%, Macedonia-
by three times, whereas the number of overnights of tourists
from Serbia rose by 41.5%, and from Bosnia and Herzegovina
even two times more overnights were recorded compared to
the first half of the previous year. Such a significant increase in
number of tourists” overnights was contributed by well-done
promotion of Montenegrin tourist offer in the Serbian market
in the period 9-23 April this year in eight Serbian towns, as well
as the promation on the market of Bosnia and Herzegovina in
May and Banja Luka for the first time in Sarajevo. Arrival of larger
number of tourists from remote destinations was contributed
by the increase in the number of flights on the existing lines, as
well as opening of new lines during the tourist season. In half-

Graph 1.5 — Structure of tourist arrivals by
resorts
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Graph 1.6 - Tourist overnight stays in
period January - June
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June this year a line London-Tivat was introduced, which will
certainly contribute to the increase in number of tourists from
the Great Britain in the upcoming period.

We can conclude that the promotion was well-done,
the infrastructure was significantly improved, and the
diversity of offer increased.

Arange of activities were undertaken in this period which served
to promotion of Montenegrin tourist offer. A nautical fair as well
as sports, camping and recreation equipment- NAUTIC SHOW was
held in Budva. About 110 representatives from twelve countries
represented their production programs (Austria, France, Italy,
Japan, USA etc.). The development of the nautical tourism should
improve the overall tourist offer of Montenegro and represent
it asa modern, seaside destination having all preconditions for
the development of this type of tourism.

From the aspect of evaluating the tourist potential of Montenegro,
the project “Hiking& Biking” occupies a significant position.
In that sense specialized tour operators and hiking & biking
agencies from Germany and Austria stayed in Montenegro.
During their stay they visited areas which are preparing their
infrastructure for the beginning of the project implementation.
German and Austrian partners will promote this tourist product
which is very popular on the international market in the future.
Implementation of the program of integrated tourist seaside
product with this specific type of tourism should start in October
of the current year.

At end- May this year the first representation of the National
Tourist Organization of Montenegro was opened in Frankfurt,
which will be available to all tourist economists from Montenegro
and Germany, where the projects will be agreed and agreements
will be concluded with the tour operators and specialized tourist
agencies. In addition to Frankfurt, the National Tourist Organization
of Montenegro plans the opening of other representations on
the most significant markets. Positive influence on the tourism
development had also the organization of concerts of world
famous “stars” and other large manifestations.

A significant innovation, before opening of tourist season, is
introduction of ecological fee and passing the requlation on
food safety restricting the quantity and type of food products
which the tourist can bring in Montenegro. The ecological fee,



in accordance with the European Union requlations, will be
paid on mator vehicles, i.e. citizens of Montenegro will pay it
during registration of their vehicles, while the foreign owners
of vehicles will perform that obligation on border crossings.
The aforementioned measures will certainly have positive long-
term effects, especially in attracting higher-yield tourists, and
even in this season it was noticeable that there were fewer cars,

which reduced traffic jams and mitigated the problem of lacking
parking spaces. Still, we should emphasize that implementation
of this decision was followed by many problems, especially
at the beginning, when it influenced the delayed entrance to
Montenegro. In its specific “advertising war” this decision was
used by some competitive destinations, in order to attract specific
categories of tourists.

Box 1.1- Ecological fee for Montenegro

In June 2008 the ecological fee was introduced as a result of an obligation arising from the implementation of
multilateral agreements in the field of environmental protection and implementation of reforms in the context of
the EU accession process. It was also introduced on the basis of recommendations of the World Tourism and Travel
Council, and the final goal was collection of funds forimplementation of operational measures in order to prevent
and improve the natural potentials of Montenegro. By paying the ecological fee an ecological vignette is obtained,
whichis valid for one-year period. Funds collected by paying of ecological fee represent the purpose revenue of the
Budget of Montenegro and will be used for financing the following projects:

- Forestation and greening of public surfaces, and contribution to the largest challenge of today- global fight
for climate change by reducing the level of issuing C02;
- Prevention and reduction of pollution of rivers, lakes and seas from the industrial and communal sources of

pollution;
- Prevention and reduction of air pollution;
- Maintaining the quality of agricultural land;

- Protection of endangered vegetable and animal species;

- Maintenance of autochthonous endemic species;

- Expansion of protected areas;

- Sustainable valorization of national parks potentials, protected areas, mountain ecosystems;
- Prevention of degradation of coast area and linear coast urbanization;

- Repair after previous industrial pollution;

- Equal regional development and reduction of development inequalities;
- Contribution to the construction of efficient system of protecting persons and groups with the special

needs;

- Construction of several sports and recreational grounds for the children and adults;
- Raising the level of awareness and knowledge on uniqueness of natural values of Montenegro and education

for sustainable development;

This tourist season had negativities like the previous one. Works
on specific sections of roads, as well as some construction works
were not completed by the beginning-July, but were prolonged
until the end of the month (third stripe through Sutomore,
reconstruction of water supply and sewage system in Bar etc.).
The problems of creating the water supply and temporary depots

of waste by main roads are still present. Theissue of parking space
is still not adequately resolved in most seaside resorts. Unplanned
and unlicensed construction is still present, which significantly
contribute to the devastation of natural ambience. Montenegrois
attractive due to its natural beauties, and their devastation would
return as a “boomerang” in the upcoming period.
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In addition to the aforementioned problems, as a branch of
economy, the tourism is on the upswing. There are significant
interests for valorization of tourist potential of Ada Bojana by
recognized international investors (Royal Group- United Arab
Emirates, Gintas Group- Turkey, Deep Blue- Croatia and alike), as
well as for valorization of potentials Valdanos and Island of Flowers
(sixteen recognized companies expressed their interest for these
two localities). In May, representatives of the Ministry of Tourism
and Environmental Protection together with the representatives
of German Cooperation Society signed the Memorandum of
Understanding and the Contract on Co-financing of Projects
worth about EUR 4 million. The following projects will be co-
financed: Economic and analysis of the tourism sector, Support
to private sector and nautical tourism. The project “Economic
and analysis of the market tourism sector” is of exceptional
importance, as this project will establish the contribution of
tourism to Montenegrin economy, as well as the knowledge
about how much is the daily spending of quests (or spending
during season).

1.2.3. Forestry

In the first six months this year some 77.8 thousand of wood
products were produced, which is 25.2% more than in the
same period of the previous year. In May 2008, the Forest
Administration published the competition for assigning
concessions for exploitation of forests in the north forest area.
Offers for obtaining concessions were submitted in forty-four of
fifty-five holdings. The competition offered utilization of forests
by economic units to seven and fifteen years. The purpose of these
long-term contracts for the utilization of forests is implementation
of the established plan of cutting down, as well as construction
and maintenance of roads for units obtained for utilisation.

Within the framework of the UNDP program, within the project
“Geographic information system” (GIS) was organized and
successfully completed the four week course, attended by
engineers and professional staff of the Forest Administration.
The purpose of the course is strengthening of forestry sector
capacities, in order to improve forest management and provide
the environmental sustainability.

1.2.4. Construction

The value of performed construction works in the first two
quarters this year amounted to EUR 126.4 million, being 59.9%
higher in relation to the same period of the previous year, and
measured by effective working hours it increased by 20.1%.
According to Monstat data, the value of new contracts on
buildings amounted to EUR 54 million, which is 27.6% higher
than in the same period of the previous year, and the value of
new contracts on other buildings was EUR 66 million, that is
63.3% more. The Draft law on spatial planning and building of
objects was prepared, which includes: the Law on Construction
Land, the Law on Planning and Spatial Planning, the Law on
Construction of Objects and the Law on City Planning and Building
Inspection. These two last laws should provide the stability of
conditions for construction, as well as simplification of procedure
related to construction of objects which can encourage new
investments.

1.2.5. Transport

In the first six months this year, 13.5% less passengers were
transported in road transport, than in the same period of the
previous year. The reason for reduced number of transported
passengers were reconstructions of certain roads and recovery
of damaged parts on certain road directions, which were not
completed until the beginning of tourist season, conditioning
the reorientation of passengers’ transport to railway and air
transport. As for the transport of goods, an increase of 78.6%
was recorded in road transport. According to Monstat data,
railway transport of passengers increased by 11.6% (measured
by passengers” kilometres), while the transport of goods was
reduced by 9.2% (measured by tonne kilometres). These data
show that there was a reorientation in transport of the part of
goods from railway to road transport.

Asfor the air transport, it recorded positive results and in the first
sixmonths some 445 thousand of passengers were transported,
which is by 7.4% more than in the same period of the previous
year. Establishing of new reqular air lines (Zagreb and London),
as well as increased frequency on the existing ones due to
summer tourist season, influenced the increase of the turnover
in this area. The improvement of the turnover in air transport
will be certainly contributed by the purchase of the new plane.



In the first half of the year, in air transport, some 76.9% more
goods was transported in relation to the same period of the
previous year.

As for maritime transport, transport of goods was reduced by
10.2%. Total turnover in ports for the first six months amounted
t0 EUR 962.7 thousand of tonnes, which is 9.23% less if compared
with the first six months of the previous year. In relation to
the total turnover, some 35.74% related to exports and it was
reduced by 22.1%, while 62.96% referred to imports, which
was by 1.15% less.

Significant activities directed towards improvement of transport
infrastructure are underway. A contract with the International
Financial Corporation (IFC) on providing of advisory services for
preparation of tender documentation and tender implementation
for construction of road Bar-Boljare was signed. The contract is
worth EUR 2 million, and the largest part of funds will be provided
from the Program of International Financial Corporation from
Washington “Private Sector Partnership for Infrastructure of
South-Eastern Europe”, while the Government of Montenegro
should participate with EUR 400 thousand. The negotiations on
a treaty establishing a transport community with the Western
Balkans started. The treaty should enable full integration of
Western Balkan countries into the European transport space,
through creating of integrated market for continental and maritime
transport. This would be an encouragement to potential investors
for investment in transport infrastructure, and simultaneously,
efficiency and safety of transport would increase.

1.3. Prices

Measured by cost of living, prices rose by 5.4% in June 2008 in
relation to the previous year-end, whereas the prices of goods
increased by 5.5%, and of services-by 4.7%. At an annual level,
prices in June were 11.4% higher.

Theincreasen the cost ofliving of 5.4% was equally influenced by
the prices of goods and services. With the growth rate of 5.57%
food products registered the share of 52.17% in total costs. The
prices of some base food products significantly increased in this
period. Bread made of flour type 500 with the rate of 11.18% and
the share of 8.51%, fresh and processed fruit with the growth
0f 19.37% and the share of 17.19%, fresh and processed meat

Graph 1.7 - Road passenger transport
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Graph 1.8 — Air passenger transport

200,000
180,000{ ——2005
160,000{ —2006
1400001 ___ 5007

120,000
100,000 2008
80,000
60,000
40,000
20,0001
O .
Lo vV VEVIEVIEIX X XX

Source: Monstat

Graph 1.9 - Cost of living
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with the growth of 2.96% and the share of 7.4%, as well as
increase in prices of milk fresh and processed by 6.29% and
grease of 24.12%. At an annual level, prices of food products
grew by 11.3%.

The annual base rate of inflation in June amounted to 5.18%,
which significantly show how much the prices of energy products
and products of seasonal character (which are excluded from
the calculating of the base rate) influenced the formation of
total rate of inflation of 11.4% at an annual level. Prices of food
products recorded exceptionally high growth in the region, so,
for comparison, the annual rate of the category “food and non-
alcohol beverages” in Croatia amounted to 13.1%, Bosnia and
Herzegovina 15.8%, Serbia 32.2% and Macedonia 19.2%. The
annual inflation rate in the Eurozone amounted to 4%, while the
prices of food grew by 6.4% at an annual level.

In addition to the growth of expenditures for food, the total
increase in the cost of living influenced the increase in the prices
of energy- by 20.85%, the share of which in total inflation was
23.419%, prices of liquid fuels and lubricants-14.67% and prices
from the category “transportand PTT" by 10.49%. The increase
of prices from the category “transport and PTT” was mostly
influenced by the growth in prices of transport of passengers

by bus of 59%, transport of passengers by railway-58.58%, as
well as local bus transport-by 19.8%.

Qil prices on the world markets have constantly increased since
the beginning of the year. The price of the reference OPEC basket
inthe first half of the year was 10515 USD per barrel, on average.
The average price of reference basket in January amounted to

Graph 1.10 - Oil prices, monthly rate of
growth
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Table 1.2 - Share of certain categories in total inflation

weight | VI'08/XI1‘07. | growth rate | contribution

Share in total

inflation

TOTAL 10000 105.39 5.39 5.39 100.00
Food products 5.046 105.57 5.57 2.81 5217
Vegetables, fresh and processed 629 92.29 771 -0.48 -9.00
Fruit, fresh and processed 478 119.37 19.37 093 17.19
Tobacco and beverages 694 102.20 2.20 0.15 2.83
Clothing and footwear 845 99.92 -0.08 -0.01 -0.13
Housing 1.259 110.29 10.29 1.30 24.05
electricity 605 120.85 20.85 1.26 2341
Personal care items 712 100.35 0.35 0.02 046
Education and culture 460 99.87 -0.13 -0.01 -0Mm
Transportation and postal services 984 110.49 1049 1.03 19.16
Liquid fuels and lubricants 400 114.67 14.67 0.59 10.89
Transportation | servi n

paasssef]‘;;ftt;nfpo;tf services and 414 104.90 490 0.20 377
Goods 8.994 10546 546 491 91.15
Services 1.006 104.74 4.74 048 8.85

Source: Monstat and (CBM calculations



88.35USD perbarrel, while in June it reached the value of 128.33
USD per barrel. The average price of Brent ol in the first half of the
year was 109.17 USD per barrel, the highest price being in June-
13244.USD per barrel. Increase in oil prices from the beginning
of the second quarter was influenced by the stocks of oil and
oil derivatives in the USA as well as intensifying of geopolitical
tensions. An important role in the strong growth of oil prices
had tensions related to Iran nuclear program (Iran is fourth ol
exporter). After the promise of Saudi Arabia on the increase of
production quote there was a short calming down of the market,
which was not enough for the decline in prices of this product.
Escalation of tensions between Israel and Iran at end-June caused

Table 1.3 - Cost of living (percentage change)

the new increase in oil prices. The prices of the category “liquid
fuels and lubricants” in Montenegro, in the first six months this
year, increased by 14.67%. The largest growth was recorded in
March (3.29%), then May (4.06%) and June (8.31%).

Comparison of growth rates of costs of living in the first half
of this year in relation to the same period of the previous one,
show that prices increased much rapidly in this year. For the
first six months of the reporting period, prices of food products,
liquid fuels and lubricants as well as prices of energy and certain
transport services have recorded strong growth. Prices of goods
increased by 5.46%, while those of services rose by 4.74%.

VI‘05/X11 ‘04 VI‘06/XI1'05 VI‘07/X11'06 VI‘08/XI1 ‘07
TOTAL 1,8 2,3 1.1 54
Food products 19 35 1.0 56
Tobacco and beverages 56 -0.1 04 2.2
Clothing and beverages 03 0,1 09 -0.1
Housing 09 0,0 0.8 0.7
Heating and lighting 00 0,0 0.0 16.5
Household items -03 0,2 0.5 03
Personal care items 03 01 0.5 0.3
Education and culture 0,3 0,1 0.1 -0.1
Transportation and postal services 3,0 4,5 4.1 10.5
Goods 19 2,6 1.1 55
Services 0,7 0.2 1.2 4.7

Source: Monstat

Box 1.2- Consumer price index (CPI)

In July 2008, Monstat published the consumer price index with the data from January 2008. This index represents
internationally comparable measure of inflation. For the CPI calculation, the classification of goods and services of
individual spending according to the purpose is used, in accordance with the needs of calculating the Harmonized
Price Index (COICOP HICP). The main source of data for working out of weights for calculating the CPlis a survey on
household spending, whereas the weights for each year will be corrected with the development of prices from the
previous year. Although the same source is used for the purpose of calculating the costs of living index as well as
the new Consumer price inde, i.e. the Survey on household spending, the way of calculating the average price is
different, and the weight structure is also different, so there is a difference in ultimate indices which is presented

in the following table.
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Table 1 — Comparison of annual indices

108/107 | 1108/1107

1108/ 11107 | IV08/1V 07| V08/V 07 | VI0O8/VI07

Cost of living index 107.88 10797
Consumer price index 105.60 107.40

108.21 109.07 109.55 111.36
108.70 108.80 108.70 109.90

In order to fully compare the recorded inflation, in Graph 1.11,
the consumer price index was used for Montenegro for the first
time. The annual inflation in the Eurozone amounted t0 4% in
June, and the fastest- growing components at an annual level
were transport (7.1%) and food (6.4%). Increase in prices of
food and fuels mostly influenced the total inflation even in other
countries. Higher inflation than the one recorded in Montenegro
(9.99%) was registered in Macedonia, Estonia, Lithuania, Bulgaria,
Serbia and Latvia. As an inflation indicator, data published by
HICP and CPI were published.

During the first six months retail prices increased by 6.9%,
due to the increase in prices of agricultural products- by 7.5%,
industrial products- by 5.9%, as well as an increase in prices of
services which were 10.3% higher. The high growth rate was
influenced by prices of food, fuels, as well as prices of energy
which registered an increase of 20.87%in June. Annual growth
rate of retail prices in June amounted to 12.4%.

Producers’ prices of manufactured products during the
first six months increased by 13.6%. Prices from the category
“mining and quarrying” for the first six months increased by
16.7%, those in manufacturing industry- by 15.5%, while the
prices of production of energy, gas and water rose by 7.9%. The
annual growth rate in June amounted to 19.1%.

1.4. Labour market

Number of employees in the first six months was 163783 on
average, being 6.1% higher in relation to the average number of
employees in the same period of the previous year. The largest
growth was recorded in the construction industry- 36.4%, hotels
and restaurants- 30.9%, fishery-17.7%, financial intermediation-
13.1%, transport, warehousing and relations-11.4%, production of
electricity, gas and water- 9.5%. Decline in number of employees

Graph 1.11 - Annual inflation in selected
countries, June 2008
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Graph 1.12 - Number of employed persons
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was recorded in manufacturing industry- by 5.6%, and mining
and quarrying- 2.4%.



Graph 1.13 - Structure of employees
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Observing the structure of employees, according to the average
number of employees in the first six months this year, through
the three base sectors (production, services and public sector),
we can observe that most employees are in the services sector
(40.7%), then'in public sector (31.7%), and in production sector
(27.6%).

Number of non-registered persons in the first six months this
year was 30.643, on average, or 17.7% less than in the same
period of the previous year. According to data of the Employment
Agency 29.088 persons looking for employment were registered
in June. The constant number of unemployed persons and an
increase in the number of employees are the consequence of
positive developments in the labour market. The Employment
Agency continuously organize similar activities, enabling the
professional preparation of employees for specific professions,
organizing different forms of training, and, as the most effective
measure of the active employment policy program, organizes
training for the well-known employer.

Graph 1.14 — Number of unemployed
persons
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In this period, the Employment Agency initiated the training in the
field of management, enabling a certain number of unemployed
persons with the university degree to obtain additional practical
knowledge in this field in the quality manner. The training in
the field of construction was successfully completed for 26
attendants who acquired enough skills and knowledge for
including themselves in the work process. With the coordination
of the Employment Bureau from Herceg Noviand the Employment
Agency of Montenegro a professional training program for
performing affairs in the field of accounting is being successfully
implemented in Herceg Novi. The seasonal employment plan
for 2008 predicted employment of 9 000 of employees from
the records of the Agency, of which 5 000 were employed
in tourism and catering, and others in other sectors (trade,
transport, construction industry, agriculture and alike). Over
the Agency, 4597 of employees were employed on seasonal
jobs by the end-June.

Box 1.3 - Two methodologies for calculating the number of unemployed
persons

There was much confusion in the public about the fact that unemployment rates are published by both: Monstat
and the Employment Agency, which are pretty different. According to Monstat data, the unemployment rate at the
first quarter-end amounted to 18% (last published data), and, according to the data of the Employment Agency the
unemployment rate was 11.84% at the first quarter-end, and 11.02% at the second quarter-end. Different rates of
unemployment are the consequence of application of different methodologies.

REAL SECTOR DEVELOPMENTS




As unemployed, the Employment Agency treat only those persons on its record, and the unemployment rate is
obtained by dividing the registered persons with the number of active population published by Monstat.

As unemployed , the Monstat consider the persons who, during the screening week (Survey on labour force):

were not employed permanently or were not self-employed and did not perform any paid work
were actively looking for the job in the previous four weeks (undertook steps to look for paid job or self-

employment)

Persons who found job which they should start later are included in unemployed persons

According to the Survey on Labour Force unemployed persons on the record (all registered persons were included,
as well as those who are not on the record, but they are capable and declare themselves as unemployed during

the Survey).

Wages and salaries

In the first six months the average salary in Montenegro amounted
to EUR 590, being by 24.18% higher in relation to the same
period of the previous year. Average salary without taxes and
contributions amounted to EUR 403, representing an increase
of 24.8%. The largest salaries without taxes and contributions
were registered in the field of financial intermediation -

EUR 857, while the smallest salaries had employees in the field
of fishery- EUR 134. The largest increase of salaries without taxes
and contributions was recorded in the education sector- 40.9%,
health and social work- 35.7%, government administration
and social insurance- 34.3%, which is the consequence of
exceptionally low base from the previous year, as more significant
increase in revenues in these sectors were registered in the
second half of 2007.

Box 1.4 - Average salaries by countries of former Yugoslavia, May 2008

Data on average salaries in May this year showed the difference in the amount of salaries by individual countries
of former Yugoslavia. By net amount of average salary Slovenia is rated first, while Croatia is second, by average.
By its average, Slovenia is the first, ahead of Serbia, Bosnia and Herzegovina, as well as Macedonia, which is first
in the table. It is important to emphasize that average salaries in all mentioned countries nominally increased,
but their real annual growth was different (in Croatia real decline of 0.2% was registered at the annual level)
and mainly did not follow the annual inflation rate. At an annual level, Montenegro recorded a real growth of an
average salary of 14%.

Table 1 - Salaries in countries of former Yugoslavia, in EUR (ranking as per net amounts)

Country Net salary Gross salary
Slovenia 883 1360
Croatia 714 1051
Montenegro 411 602
Serbia 390 544
Bosnia and Herzegovina 385 570
Macedonia 257 419

CHIEF ECONOMIST REPORT - JANUARY-JUNE 2008

Source: Statistical offices and central banks of the listed countries
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The first two quarters of this year were characterized by more
moderate credit activities of banks. In addition to unsatisfactory
loan/deposit ratio and their maturity mismatch, the banking
system is characterized by high liquidity, safety, as well as high
level of performing assets.

Through the efficient banks supervision by the Central Bank, as
well as efficient use of “know-how” by foreign banks (“parents”
oflocal banks), we expect that the stability and liquidity of banks
together with the gained profit will be sustained.

Expectations for the upcoming period will continue to gradually
improve the maturity structure of deposits, to which the Central
bank will contribute through the reserve requirement policy.
Also, itis expected that the increase of loans by the end of the
year will be within the limits predicted by the measures of the
Central Bank, implemented with a view to slowing down of credit
expansion and reducing the inflationary pressure. Stagnation or
mild growth of lending interest rates are expected, contributed
by the pressure on the increase of the reference interest rate
by the European Central Bank, while in case of deposit interest
rates, a mild growth is expected, primarily due to an increase
in competitiveness on the banking market.

Table 2.1 - Selected monetary indicators

VI2008. | VI2008.
XI12007.| VI2007.

Description/Period

Money supply M21 +70% +331%
Banks assets +14,5% +60,5%
Total Loans +21,1% +81,0%
Corporate loans +18,2% +85,0%
Household loans +25,5% +84,17%
Total Deposits +8,8% +43,9%
Corporate deposits +70% +52,6%
Household deposits +55% +40,3%

Allocated reserve requirement  +9,4%  + 24,1%

2.1. Money in circulation

Money in circulation (monetary aggregate M21) amounted to
EUR 2,920.1 million at end-June 2008. For the first six months
this year, itincreased by 7%, while the annual growth amounted
10 33.1%.

Table 2.2 - Money in circulation*, EUR million, as at end-month

2007 2008
Description/Period
1 Vi IX Xl 0l \
M1 1.165,7 1.324,7 14044 1.535,3 1421,0 1.450,1
M11 1.200,2 1.358,0 1436,3 1.557,0 1461,6 14895
M2 1.721,4 2.028,7 2.283,3 2.606,3 2.589,7 27259
M21 1.834,3 2.194,0 2.500,2 2.728,2 2.755,6 2920,

“Monetary aggregate M1 consists of MO (banks’ deposits with the CBM: offset account of banks and allocated reserve requirements of banks,
as well as estimated amount of cash in circulation), sight deposits of the non-banking sector with banks and the CBM, in euros and other
currencies, excluding deposits of the Central Government. Monetary aggregate M11 comprises M1 increased by the sight deposits of the
Central Government, in euros and other currencies. Monetary aggregate M2 comprises M1 and time deposits of the non-banking sector
with banks and the CBM, in euros and other currencies, excluding deposits of the Central Government. Monetary aggregate M21 includes
M1Tincreased by time deposits of the non-banking sector including deposits of the Central Government, in euros and other currencies.
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Graph 2.1 - Maturity structure of M21,
EUR million
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In the structure of money in circulation M21, a share of time
deposits increased by 6.1 percentage points in relation to the
previous year-end, that is by 10.9 percentage points compared
to the previous year-end. Graph 2.1

2.2. Liquidity of banks

Available funds for paymentsin the country and in abroad at end-
June 2008 amounted to EUR 443.2 million. Of this amount, some
66.3% related to funds available for payments in the country,
and 33.7% to funds available for payments in abroad. For the
first sixmonths this year, total funds available for payments were
reduced by 20.6%, while in relation to the same period of the
previous year they increased by 2.5%.

Atend-June 2008, liquid assets of banks® amounted to EUR 486.6
million. The share of liquid in total assets amounted to 14.3%,
and compared to end-2007 and June of the previous year it was
18% and 20% lower, respectively.

The loans/deposits ratio amounted to 1.20 at end-June this year
and was deteriorated in relation to both- end of 2007 (1.07), and

the same month of the previous year (0.95).

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

Graph 2.2 - Available funds and effected

payments by banks, end-month,

EUR thousand
According to the main liquidity indicators®, during the firsthalf ¢4 500
of 2008, the banks reqularly settled their current liabilities and
o T . . 500,000
maintained their liquidity above the prescribed minimum.
400,000
In the first six months 2008, total funds of banks available for 300,000
ayments amounted on average EUR 456.1 million, while effected —evallablefunds
pay g o 20000 —effected payments
payments of banks amounted to EUR 45 million, on average. 100000
On the basis of developments in available funds and effected '
payments, which were constantly lower than available funds for 0 ><|L\ [Tl vivivivigix] ><|><||><|‘ T vivi
payments, an average surplus was EUR 411.1 million. Pope 2007 2008
Table 2.3 - Average available funds and effected payments by banks, EUR thousand
o 2007. 2008.
Opis/Period
I quarter | Il quarter | Ill quarter | IV quarter | | quarter | Il quarter
Average banks’ available funds 414887  435.808 517.250 515904 469590  441.300
Average executed payments 38437 51.020 48.966 48.126 41.033 49.221
Average: Surplus 376450 384788 468284 467779 428553 392079

> Without considering the liquidity management aspect

6The sum of money resources and deposits with the depositary institutions, securities for trade and those available for sale and securities
bought according to the repurchase agreement, reduced by 50% of the amount of the allocated reserve requirements



Graph 2.3 - Liquid assets and short-term liabilities of banks (EUR thousand) and their ratio
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Data from decade reports on banks' liquidity show that during
the first six months 2008 the level of money resources in relation
to short-term sources, for the banking system as a whole, was
constantly above the decade minimum (20%) prescribed for
banks having higher amounts of loans than the total amount
of deposits, as well as and/or large share of non-quality loans
in the total loan portfolio.”

2.3. Aggregate balance sheet of banks

The assets of banks amounted to EUR 3,407.1 million at the
second quarter-end. In relation to the first quarter-end of the
current year, the assets increased by 9.1%. An increase in assets
of banks in relation to the previous year-end amounted to 14.5%,
the annual increase being 60.5%.

Total assets of banks at end-June was above the level of planned
GDP for 2008, so that the indicator of relationships between the
level of assets at end-June and the planned GDP amounted to
117%, while the relationships of registered assets for the first
two quarters this year and recorded GDP in the same period
amounted 10 31.6%°.

[X/07
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%liquid assets/ short-term liabilities

The ROA ratio amounted to 0.59% at the second quarter-end and
in relation to the first quarter-end of the current year it increased
by 0.36 percentage points, while compared to the same period
of the previous year it was reduced by 0.85 percentage points.
Return on average assets amounted to 0.68% at end-June of
the current year.

Earning assets made up 86.9% of total assets at end-June of the
current year, which is more as in relation to the previous year-
end (83.7%), so in relation to the same period of the previous
year (81.2%).

Assets quality is at the satisfactory level. Performing assets (A)
made up 56%, and non-performing assets (C, D, E) 3.3% of
total assets, that is 30.1% of capital increased for provisions on
losses at end-June 2008.

Observed by banks, for the first six months this year the assets
of all banks increased, an increase ranging between 2.9% and
40.5%.

Observed by assets size, for the first six months there was no
any significant change in market position of certain banks.
Table 2.4

" Decision on minimum standards for liqudity risk management in banks (“Official Gazette of RM” 58/05)
8 Performing assets represents an increase of assets in the first six months of this year (assets amount at end-June reduced for the amount
recorded at the previous year-end). According to the data of the Secretariat for Development, recorded GDP for the first two quarters this

year amounted to EUR 1,366.9 million.
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Table 2.4 — Concentration in the banking sector
as per assets

VI12007. | X112007. | VI12008.

HHa 1.903,6 19179 19164
CR1 0,36 0,34 0,34
CR3 0,63 0,64 0,65
CR5 0,81 0,84 0,84

2.3.1. Lending activity of banks

The first two quarters of this year were characterized by more
moderate growth of total banks’ loans.

While the average monthly increase of loans in the first two
quarters of the previous year was 10%, it was significantly lower
in the same period of the current year amounting to 3.3%. At
end-June, total loans amounted to EUR 2,719.5 million, being
21.19% higher than at the previous year-end, while the annual
increase amounted to 81%.

The growth of total loans for the first six months of the previous
year amounted to 77.3%, being 56.2 percentage points higher
than in the same period of the current year. Slowed down credit
growth in the first six months this year, compared to the same
period of the previous one, characterised mainly all sectors
(Table 2.5).

Table 2.5 - Increase in loans, in %

. VI2007. | VI2008.

S G XII 2006. | XII 2007.
Financial Institutions 238,2 339
Corporate sector 85,0 18,2
Household 74,0 254
General government 6,7 14,3
Other 0,0 0,0
Total 773 21,1

Observed by hanks, for the first six months this year all banks
registered increase in loans, while this growth, which ranged
between 11.3% and 30.6%, was within the limits of growth
expected by undertaken measures of the Central Bank for slowing
down of credit growth.

Maturity structure of total loans shows the dominant share of
long-term loans of -71.3% at end-June 2008 (Table 2.6).

Table 2.6 — Maturity structure of total loans, %,
end-month

VI12007. | X112007. | VI12008.

To three months 89 8,6 6,0
From three

months to one 211 20,7 22,7
year

From one year to 274 217 25,0
three years

Over three years 42,6 49,0 46,3
Total 100,0 100,0 100,0

Observed by activities, most loans were disbursed to households
(36%) at end-June this year. Therefore, 25.7% of total loans
were granted for trade, services, tourism and catering 8.5%,
and construction industry 7.7%.

The quality of credit demand is satisfactory. At end-June this
year, non- performing loans (C,0,E) made up 3.9%, and loan
loss provisions 2.7% of total loans. Past due loans made up
6.3% of total loans.

According to Hirshman-Herfindahl concentration index (HH
index), for the first six months concentration against loans
was reduced, while the concentration ratio does not show any
significant change in banks concentration. Table 2.7

Table 2.7 - Banking sector concentration
measured by loans

VI12007. | X112007. | VI12008.

HHk 2.0051 19171 1.905,2
CR1 0,35 0,32 0,32
CR3 0,68 0,67 0,66
CR5 0,85 0,86 0,87




Graph 2.4 - Structure of loans by activities, %, end-June 2008
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2.3.2. Deposits

Total banks’ deposits amounted to EUR 2,275.2 million at end-
June. With the average increase of 1.4% at end-June they reached
the amount of 8.8%, which is higher than at the previous year-
end, which is 43.9% higher than at the end of the same period
of the previous year.

Of total amount of deposits, 10.8% related to non-interest
bearing deposits, while some 89.2% referred to interest-bearing
deposits.

In addition to the slowing down of credit growth, the deposits
increased slower than the loans during the first two quarters
of the current year.

50 100 150 200 250 300 350 400

Observed by sectors, most deposits arose from the household
sector- 47% (Graph 2.5). Such sectoral structure of deposits is
not satisfactory as it points to small diversification, and thus
larger exposure of banks to certain sectors.

Maturity structure of total deposits is unsatisfactory, but it was
improved in favour of time deposits. The share of time in total
deposits increased by 12.5 percentage points in a year, and at
end-June of the current year, time deposits made up 60% of
total deposits. Table 2.8

Graph 2.5 - Structure of deposits by activities, %, end-June 2008
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Table 2.8 — Maturity structure of deposits, %

VI2008. | X112007. | VI2007.

Sight deposits 40,0 46,0 52,5
Term deposits

To 3 months 13,0 13,7 6,6
I;r;g;f months to 24 229 242
From 1 to 3 years 20,1 159 16,1
Over 3 years 2,7 1,5 0,5

In the structure of time deposits, the largest share registered
deposits with the maturity from three months to one year
(40.3% of time deposits) and those with the maturity from one
to three years (33.5%).

In addition to the increase of time deposits, the share of short-
term deposits®is larger than that of long-term ones. On the other
hand, the larger share in the maturity structure of loans has long-
term loans. The problem of maturity mismatch between loans
and deposits was the reason why the Central Bank introduced
measures towards restriction of credit expansion.

The credit/deposit ratio was unfavourable amounting to 1.20 at
end-June this year. Table 2.9 indicates that the mismatch problem
of loans and deposits is expressed in deposits and loans with
the maturity date exceeding one year, this particularly being
the case with the maturity longer than five years- the ratio
was 10.34 at end-June this year. Since the Central Bank has
introduced the measures an average maturity of deposits has
been continuously increasing. Thus, the loans/deposits ratio
in case of deposit maturity longer than five years improved in
relation to the value recorded at the previous year-end, by 5.32
percentage points.

Table 2.9 — Loans/deposits ratio

The unfavourable loans/deposits ratio does not mean that the
safety of the banking system has deteriorated. Through the
rigorous supervision process, the Central Bank examines whether
all procedures and requlations are observed and whether the
undertaken level of risk is acceptable.

Table 2.10 - Loans/deposits ratio

V12008.
Montenegro 1,20
Serbia 1M
Croatia 098
B&H 1,09

The banking system significantly contributed to the recorded
economic growth in the previous years, as well as that achieved
in the current period. The building of a sound banking system
provided the sources for opening of large investment cycles.
By economic growth appeared a need for funds larger than
available domestic sources, so that the banks found the lacking
funds in abroad primarily at their “parent banks”. The need for
banks” borrowings in abroad especially arose due to increased
demand for long-term loans: in order to satisfy the demand for
long-term funds, the banks compensated the lacking funds from
local long-term sources by long-term foreign loans.

In addition to the unfavourable loan/deposit ratio, the ratio
between loans and deposits increased for total borrowings taken
was more favourable, although not completely satisfactory.

We can expect a drastic change of this ratio in the upcoming
period. In case it shows that banks assumed an acceptable level
ofrisk, which is continuously checked by the Central Bank during
bank examinations, the banks could return the taken foreign
loans and make profit.

1-7 8-15 16-30 | 31-90 | 91-180 | 181-365 1-5 over 5
Total
days days days days days days years years
VI2008. 0,20 043 057 058 091 093 1,81 10,34 1,20
1112008. 015 042 0,68 0,55 073 1,09 1,69 15,66 1,15
Xl 2007. 0,13 0,38 0,54 0,67 0,76 1,00 1,98 4,53 1,07
V1 2007. omn 0,12 0,29 0,55 0,78 1,05 1,75 6,90 0,95

9 Sight deposits increased by deposits with the maturity of up to one year



Table 2.11 - Loans/deposits ratio (deposits increased by borrowings)

1-7 8-15 16-30 31-90 | 91-180 | 181-365 1-5 over5
Total
days days days days days days years years
VI 2008. 0,19 0,41 0,53 0,53 0,79 0,83 1,07 2,46 0,90
111 2008. 013 0,40 0,52 0,54 0,71 098 1,08 2,61 0,89
Xl 2007. 013 038 0,51 057 0,69 090 123 1,77 0,85
VI2007. 0,11 0,12 0,28 0,49 0,73 098 1,34 1,99 0,81

Banks’ debt for loans taken amounted to EUR 742.2 million at
end-June, of which 96.3% referred to borrowings from abroad.
Borrowings from abroad for the first six months this year increased
by 39.3%. In the maturity structure of these borrowings, 96.3%
related to long-term borrowings.

2.3.3. Household sector

Deposits by household sector oscillated during the first two
quarters of this year. During the first quarter they increased on
monthly average by 1.3%, while in the last two months of the
second quarter their declined by 0.6% or 0.7%. This reduction
in household deposits contributed to the average growth of
0.9% for the first six months, which was significantly lower
than the average monthly growth recorded in the same period
of the previous year (7.4%). The slowing down of growth of
deposits in this sector appeared due to less FDI investments in
real estate, which represented the significant source of deposit
growth, especially in the previous year. Also, the turnover on
the capital market was significantly reduced. Reduced turnover
and decline in all stock exchange indices with the maturity of
liability to return loans used for trading on the capital market
in the previous period influenced the slowing down of increase
in household deposits. The part of deposits which earlier came
from “mattresses” reduced, as most of that part of savings has
already entered the banking system or the capital market.

At end-June, the household sector deposits amounted to EUR
1,075.4 million. For the first six months they increased by 5.5%,
and over one year by 40.3%.

Maturity structure of household deposits was significantly
improved, especially in the last two years. So that at end-2006
some 41% of total household deposits related to time deposits,
while their share at the second quarter-end of the current year
amounted to 61.8%. At the second quarter-end their share

increased by 5.4 percentage pointsin relation to the first quarter-
end of the current year, while their increase in relation to the
same period of the previous year amounted to 19 percentage
points (Graph 2.6).

The maturity structure of time deposits, although changed in
favour oflong-term ones, s still not satisfactory. Thus, 24.5% of
household time deposits related to deposits with the maturity of
up to three months (15.2% of total household deposits), while
the share of time deposits with the maturity from three months
to one year accounted for 49.6% (30.7%), deposits with the
maturity from one to three years 22% (13.6%), and deposits
with the maturity over three years accounted for some 3.8%
of total household time deposits, i.e. 2.4% of total deposits of
this sector.

Anincrease in the share of deposits of longer maturity represents
apositive change, especially if observed from the aspect of safe
operations of banks. The placing of longer term deposits is often
directly connected with an increase in the living standard which,
although being on an increase in Montenegro, is still not at a
satisfactory level.

Graph 2.6 - Maturity structure of
household deposits, %
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Within its competences, the Central Bank largely influenced the
improvementin the maturity structure of deposits by its reserve
requirements policy.

Loans to the household sector increased at monthly average
of 3.9% during the first two quarters of this year, which is
significantly lower than the average monthly increase recorded
in the same period of the previous year (9.7%). At end-June,
household debt to banks amounted to EUR 996.6 million, being
25.5% higher than at the previous year-end. Over the year,
household loans increased by 84.1%.

The maturity structure of loans to households shows the dominant
share of long-term loans- 86.4% at the second quarter-end of the
previous year. Simultaneously, some 22.4% related to loans the
maturity of which is from one to three years, and 64% referred to
loans to this sector with the maturity of over three years, which
is mostly the consequence of housing loans disbursement.

Households mostly used housing loans (Table 2.12) which
accounted for some 48.7% of earmarked loans to households,
and 29.5% of these loans were earmarked for adaptations of
housing or business premises- 29.5% at the second quarter-
end of the current year (Graph 2.8).

Table 2.12 - Structure of household loans by
purpose, %, as at end-moth

HOI‘:)S:::'C' VI2007. | XI12007. | V12008,
General 36,5 35,5 375
Earmarked 494 455 45,4
Mortgage 11,5 16,0 16,6
Leasing 0,6 0,5 0,5

In addition to a mild decline in deposits in the last two months of
the second quarter this year, the household sector maintained the
position of the net depositor in the banking system. Net savings by
households amounted to EUR 78.8 million at the second quarter-
end of this year. Loans/deposits ratio for this sector amounted
10 0.93 at end-June, which is more than at end-June (0.71) and
December of the previous year (0.78).

Graph 2.7 — Maturity structure of

household loans, %, as at end-month
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2.3.4. Corporate sector

The corporate sector deposits amounted to EUR 709.9 million at
the second quarter-end of this year. In relation to the previous
year-end they increased by 7%, with the annual increase being
52.6%.

In the maturity structure of deposits dominate short-term deposits
- 67.9% at the second quarter-end of the current year.

Loans to this sector increased during the first two quarters of
this year, at a monthly average of 2.9%, and at end-June they
amounted to EUR 1,613.1 million. For the first six months this
year, they increased by 18.2%, the annual growth amounting



t0 85%. In the same period of the previous year, the six-month
growth amounted to 85%, and the annual 164.5%.

Maturity structure of loans to this sector is not in compliance
with the maturity structure of their deposits. The corporate
sector mostly borrowed in long-term: 63.7% of debt was from
long-term loans (Table 2.13).

Table 2.13 —Maturity structure of corporate
loans, %, as at end-month

VI12007. | X112007. | VI12008.

To three months 12,4 109 76

From three months
to one year

From one year to
three years

Over three years 31,3 41,1 372
Total 100,0 100,0 100,0

26,4 26,2 28,7

29,8 21,8 26,5

The loan/deposit ratio of the corporate sector amounted to 2.3
at the second quarter-end, while at the end of the same period
of the previous year it amounted to 1.9, which is an indicator of
large investment cycle. The corporate sector represents the net
depositor in the banking system.

2.3.5. Capital of banks

Total capital of banks amounted to EUR 280.8 million at the
second quarter-end of the previous year. In relation to the
previous year-end it increased by 18.5%, the annual increase
being 39.9%.

Observed at the system level, a positive financial result to the
amount of EUR 8.9 million was recorded at the second quarter-
end of the current year.

The solvency ratio for the whole system amounted to 16.59%,
which was somewhat lower than in the same period of the
previous year. Table 2.4 2.14)

Table 2.14 - Solvency rate, as at end-month

2007. 2008.
Description/
Period Vi Xl Vi
Solvency rate 18,74% 1712% 16,59%

Observed by banks, the solvency ratio ranged between 10.9%
and 159%.

The ROE ratio amounted to 6.41% for the system as a whole.

The total capital made up 8.3% of total banks’ assets, observed
by banks, this relationship ranged between 3.9% and 71.6%.

2.4. Banks’ Reserve Requirement

Implementation of the new Decision on Reserve Requirement of
Banks to be held with CBM, which introduces significant changes
inreserve requirements policy'®, was the major characteristic of
the first half of 2008.

QOver the first six months of 2008 deposits, which made up
the base for the reserve requirements calculation, in average
amounted to EUR 1.790 million. The amount of the average
base for the reserve requirements calculation was significantly
higher than in the same period of 2007 (EUR 1.190 million). This
is the result of total deposits growth as well as widening of the
base for the calculation.

During the first two quarters, deposits which do not enterin the
base for the reserve requirement calculation averagely amounted
t0 314.3 million.

At end—June, the allocated reserve requirement amounted to
EUR 283.2 million, of which 19.6% was allocated at the reserve
requirement account in the country and 80.4% was allocated at
the (BM account abroad. Over the first six months of 2008, the
level of allocated reserve requirement increased by 9.4%, while
the annual growth amounted to 24.1% (Appendix B)

Allocated reserve requirement made up 12.5% of total banks’
deposits at end-June 2008, which was lower than in the previous
year and in the first quarter of this year (Table 2.15).

(BM calculated interest at a rate of 1% annually on 50% of
allocated reserve requirement held at the account of the reserve
requirement with (BM and paid EUR 694.735 in the period

19Decision on Reserve Requirement to be Held with the Central
Bank of Montenegro (“0GM®, No. 9/07)
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Table 2.15 - Aloocated reserve requirement and total deposits with banks, end-month

. 2007. 2008.
Description/Year
m | v | ox [ xi m | v
Required reserves (mil. Euros) 196 228 256 259 279 283
Total banks' deposits (mil. Euros) 1.300 1.581 1.820 2.091 2.140 2.275
Effective rate of required reserves 15,1 144 14,1 124 13,0 12,5

January-June 2008. Reserve requirement was not used for
liquidity in the observed period, while a lower level of allocated
reserve requirement than prescribed one was recorded with
three banks for three days.

2.5. Micro Credit Financial Institution

Total assets of micro MFIs amounted to EUR 69.4 million at
end-June 2008, which was by 27.5% above the level recorded
at end-2007, i.e. 49.8% more in relation to the same period of
the previous year. (Table 2.16)

MEFIs loans grew at an average monthly rate of 3.7% over the
first six months of this year, which was by 4.8% lower than the
average monthly growth recorded in the same period of the
previous year. At end-June, total MFIs loans amounted to EUR
65.8 million or 24.3% more in relation to end-2007, while the
annual growth amounted to 53.1%. (Table 2.17)

In the structure of MFIs loan portfolio by sectors, loans granted
to agriculture sector were dominant — 58.3% at end-June 2008.
(Table 2.18)

Long-term loans were dominant in the maturity structure of
MEFIs loans (92.3%). During the observed period, loan portfolio

Table 2.16 - MFls total assets, as of month-end, in EUR 000

2007. 2008.

Description/Period
I} VI

IX Xl 1] Vi

Total 42416 46.341

48918 54446 62.034 69.432

Table 2.17 — MFIs total loans, as of month-end, in EUR 000

2007. 2008.
Description/Period
I} \ IX Xl 1l \
Total 37.801 42962 45.317 52901 58.163 65.782
Table 2.18 - MFls total loans, by sectors, as of month-end, in EUR 000
2007. 2008.
Description/Period
I} VI IX Xl 1l \
Trade 3978 4.656 4.799 5.847 6.611 7.224
Services 5.868 7168 6.881 9.034 12.492 14.123
Production 873 998 913 1.021 1.146 1.507
Agriculture 26.152 28.849 31.061 33.394 35.242 38.327
Other 930 1.291 1.663 3.605 2672 4.602
Total 37.801 42.962 45.317 52.901 58.163 65.783




showed negligible share of past due loans (0.5%). Reserves for
loan losses made up 1.6% of total loans.

Monetary assets of MFls (EUR (2.8 million) made up 4% of total
assets, while fixed and other assets made up 2.8% of total MFIs
assets at end-June 2008.

In MFls liabilities, total liabilities' amounted to EUR 51.8 million
or 74.5% of total MFIs liabilities. Source of MFIs funds is mostly
foreign capital which is via microcredit lines directed to agricultural
producers, entrepreneurs in services, small production, trade
sector and the like.

Atend-June 2008, total MFls capital amounted to EUR 17.7 million
or 25% of total liabilities. Of that amount, EUR 104 million or 59%
referred to capital from donations, EUR 0.6 or 3.6% to donations
while undistributed profitamounted to EUR 6.6 million or 37.5%
of total capital. At end-June 2008, MFIs recorded positive result
in total amount of EUR 1.3 million.

2.6. Lending Interest Rates

In the second quarter of 2008, lending interest rates slightly
increased i relation to the first quarter of this year, while in relation
to the end of the previous year they recorded decrease.

The weighted average nominal lending interest rate (WANLIR) at
the level of the system in June 2008 amounted to 8.47% (8.38%
in March 2008, 8.51% in December 2007), and the weighted
average effective lending interest rate (WAELIR) amounted to
9.23% (9.16% in March 2008, 9.29% in December 2007)'.

In the second quarter of 2008, WAELIR recorded average monthly
growth of 0.02 percentage points at the level of the system. Ever
since the data series of lending interest rates" are observed,
WAELIR was recording the monthly decline: 0.15 percentage
points during the last quarter of 2005, 0.18 percentage points
over 2006 and 0.07 percentage points over 2007. During the
first quarter of this year, WAELIR recorded the average monthly
decline by 0.04 percentage points, which influenced the average

monthly decline of WAELIR by 0.01 percentage points in the
first six months of 2008, despite the growth recorded in the
second quarter.

Basic factors which influenced the growth of interest rates are
global financial crisis (which influenced the growth of interest
rates and the decrease of available assets at the global market)
and the growth of prices in Eurozone (primarily energy products
and food).

Observed by sectors (private, state, foreign), the level of interest
rates on loans granted to private sector is very similar to the level
of interest rates on total loans. Such movement was expected,
bearing in mind the fact that loans granted to private sector made
up thelargest part of the granted loans and consequently have the
highest weight. Interest rates on loans granted to state sector in
the first quarter of 2008 were approximately at the same level as
in 2007 and were lower than the interest rates granted to private
sector, bearing in mind the higher level of security and lower
credit risk of the banks’ placement to the state sector. Interest
rates on loans granted to non-residents oscillated during the
first two quarters of this year. At the end of the second quarter
0f 2008, WAELIR on loans granted to non-residents amounted
10 8.36% or 0.53 percentage points more in relation to the end
of the first quarter, i.e. 0.50 percentage points lower in relation
to the previous year.

Graph 2.9 - Annual average weighted
lending interest rates, in %
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" Liabilities on taken loans and borrowings,conditional grants, subordinated debts and other liabilities.
tis important to mention that data on interest rates do not refer only to new granted loans in the reporting month, but to all loans (cum-
mulatively) which are granted in the reporting month. Movement of interest rates is here analysed in that context.
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Graph 2.10 - Annual WALEIR on loans, by Graph 2.11 - Annual WAELIR on loans to
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Table 2.19 - Annual average weighted effective interest rates, in %

2005. | 2006. 2007. 2008.

Activity Rate

xit o [ v [ [ oxa [ om | ow

PPNS: 749 652 658 682 709 692 /703 726

1. Agriculture, hunting, fishing,etc.
PPES: 762 688 6,89 717 742 7,25 7,36 764

PPNS: 1,71 781 830 791 775 747 750 761

2. Minin
= PPES: 12,81 729 8,09 821 787 832 7,78 797

PPNS: 1068 825 770 711 743 771 783 793
PPES: 11,70 889 845 792 799 849 849 853

3. Production

PPNS: 1045 827 758 792 740 702 724 733

4. Ener
& PPES: 1417 890 816 843 822 765 8,02 796

PPNS: no7 833 78 745 772 774 791 797
PPES: 1272 906 942 832 836 869 852 858

5. Construction

PPNS: 104 857 779 778 779 766 768 772
PPES: 1224 953 844 832 831 806 831 832

6. Trade

PPNS: 978 757 773 728 834 834 79 793

7. Services, tourism and catering
PPES: 1106 855 790 784 843 939 841 845

PPNS: 978 852 803 800 797 773 775 795

8. Transport, warehousing, ptt
PPES: 10,81 937 878 863 844 837 831 849

PPNS: 585 712 668 591 6,92 719 733 720
PPES: 6,11 7,85 715 747 722 821 776 768

9. Finances

PPNS: 1n74 842 783 744 772 774 779 796
PPES: 1304 951 846 849 835 872 840 858

10. Real estate trade

PPNS: 928 797 758 731 746 748 769 793

11. Administr. i public services
PPES: 11,05 851 8,23 7,78 7,63 7,79 787 8,26

PPNS: 1024 727 753 477 681 730 644 705
PPES: 1081 478 532 723 745 961 695 744

12. Other
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Level of interest rates on loans granted to private individuals is
significantly above the interest rates on loans granted to legal
entities, as well as above the interest rates on total loans. The
average difference in the level of interest rates on loans granted
to private individuals and legal entities during the first quarter
of 2008 amounted to 1.86 percentage points for WANLIR and
2.38 percentage points for WAELIR.

Atthe end of the second quarter of 2008, interest rates on long-
term loans (9.23%) were slightly above the interest rates on
short-term loans (9.16%).

2.7. Deposit Interest Rates

In June 2008, weighted average effective deposit interest rate
(WAEDIR) amounted to 3.73%. Interest margin amounted to
5.5 percentage points.

WAEDIR on deposits of private individuals amounted to 3.87%,
while it amounted to 3.61% on deposits of legal entities. Credit
margin on loans granted to private individuals amounted to 6.85
percentage points, while it amounted to 4.76 on loans granted
to legal entities.

Graph 2.12 - Annual WALEIR on loans,
maturity, %
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Observed by maturity, WAELIR in June amounted to 0.68% on
demand deposits, 5.17% on deposits with maturity to three
months, 5.56% on deposits with maturity from three months
to one year, 6.52% on deposits with maturity from one to three
years, 4.85% on deposits with maturity from three to five years
and 5.18% on deposits with maturity over five years.
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Period of recession at Montenegrin market, as well as at most of
regional stock exchange markets, continued during the first half of
2008. Itwas influenced by external factors - global financial crisis
and slowing down of the economic growth as well as by internal
factors - disadvantages related to the slow institutional reforms
of the market, poor legal support of the existing requlations,
significant slowing down of the privatization process, poor
corporative management, overestimated value of securities
from the previous period and other numerous weaknesses of
the economy and the market.

In the first half of 2008 there were no significant investments
at the financial market, which would push the market into the
new growth cycle. In addition, political risks in the region created
unfavourable atmosphere for new investments. Decrease of
prices of securities was influenced by collateral loans as well,
which citizens took over 2007 in order to participate at the
market. Unlike the banking sector which survived the potential
instability by the implementation of C(BM measures, Montenegrin
financial market still has not developed mechanisms for the
protection from the risk.

In the first quarter of 2008, Montenegrin stock exchanges
recorded turnover in amount of EUR 101.8 million which is by
78.8% under the total realized turnover in the same period of
the previous year. In relation to the same period of 2006, growth
of turnover amounted to 34.5%. The average monthly turnover
in the first six months of this year amounted to 16.9 million,
which is significantly under the average monthly turnover in
the comparative period from 2007, which amounted to 60.6
million. The largest part of turnover was realized through the
secondary trade, while in primary trade only 0.2% of turnover
was realized. Total turnover was realized through 31.2 thousand
transactions (78.7%) or 115.1 thousand transactions less than
in the first half of the previous year.

Observed by quarters, stock exchanges recorded continuous
decline over the four quarters. The decrease of turnover by

20.9% was recorded in the second quarter of 2008 in relation
to the previous quarter, while in relation to the second quarter
0f 2007 it decreased by 82.8%.

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

Period I-VI 08 I-VI 08 I-VI"08
I-VI 05 I-VI 06 1-VI"07
Total turnover 4.60% 3450%  -78.80%

(BM calculations

Most of the turnover and transactions was realized at Nex
Montenegro stock exchange (57.3% of total turnover and 64.1%
of total realized transactions) and small part of transactions was
realized through Montenegro stock exchange (42.7% of total
turnover and 35.9% of transactions).

Graph 3.1 - Turnover at Montenegrin stock

exchanges in the first half of 2005, 2006,
2007 and 2008
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Turnover structure Graph 3.2 - Turnover structure at

Montenegrin Exchanges in the first half
of 2008

In the trade structure in the observed period, the share of
companies’ shares turnover was dominant (72.3%), followed
by joint investment funds shares (18.7%), while the share of

various bonds in the total turnover amounted to 9.0%. 18.7%
s B Shares

B Joint investment
fund’ s shares
H Bonds

In the turnover structure over the first six months of 2008,
the decline of companies’ shares turnover was recorded (8.3
percentage points), while the share of turnover of joint investment
funds shares increased by 1.4 percentage points and bonds by
6.9 percentage points, which |.s the usual change ’|n. the trade Source: Montenegroberza stock exchange and
structure when the market declines (market declineisinfluenced ey Montenegro stock exchange

by the investors' portfolio movement towards less risky and less

fluctuating investments.

72.3%

Graph 3.3 - Turnover (EUR thousand) and

Total turover with shares of Montenegrin companies in amount number of companies’ shares transactions

of EURT3.6 millon n the first quarter of current year was realized.  ISARLEMEN KRNIV

through 22.9 thousand transactions or 73.7% of total realized 120,000 40,000

transactions. Realized turnover with companies’ shares was by 150900 35,000

81% lower than in the first half of the previous year. Number 40000 30,000

of realized operations in the comparative period was lower by ' e

95.2 thousand transactions. 60,000 Zee
40,000 I{tiel

Turnover with joint investment funds’ shares amounted to EUR -~ 50,000 ;O(;ZZO

19.1 million or 7.1 thousand transactions in the first half of 2008. . ol

Realized turnover with these shares was 77% lower than in the el IR Bk A Ry U

first half of 2007, while the number of transactions decreased — MmoYer i erEs il st el 0

= Number of transactions of shares in first half ‘08
by 73.7%. m=Turnover on shares in first half 07
—Number of transactions of shares in first half “07

QOut of the total bonds” turnover (EUR 9.1 million), the largest Source: Montenegroberza stock exchange and
part referred to restitution bonds (94.9%), municipalitieshonds ~ Nex Montenegro stock exchange

Table 3.2 - Total turnover and structure in the first half of 2005, 2006, 2007

1-V1 2005 1-V1 2006 1-V1 2007 I-V1 2008
Structure of
T —— Absolute |% of total| Absolute |% of total| Absolute | % of total | Absolute |% of total
figure |turnover| figure |turnover| figure turnover | figure | turnover
Shares 84,391,194 86.7 56,534,939 74.7 386,882,269 80.6 73,007,682 72.3
Joint
Investment 4,625,675 4.8 14,736,060 195 82,996,061 17.3 19,063,769 18.7
Fund's shares
Bonds 8,340,851 8.6 4,409,749 58 9,922,960 2.1 9,149,174 9.0
TOTAL 97,357,720 100.0 75,680,748 100.0 479,801,290 100.0 101,820,625 100.0
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Source: Montenegroberza stock exchange and Nex Montenegro stock exchange




Graph 3.4 - Turnover (EUR thousand) and

transactions with JIF shares at Montenegrin
stockexchanges, first half of 2008
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Graph 3.5 - Turnover (EUR thousand) and

transactions with bonds at Montenegrin
stock exchanges, first half of 2008
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(2.7%) and frozen foreign currency deposits” bonds (2.4%),
while there was no road reconstruction bonds turnover. The
Decision of the Ministry of Finance of Montenegro', which
enables debtors (private individuals and legal entities) to pay
their liabilities to the state (tax, debts) through bonds of frozen
foreign currency deposits and restitution bonds, influenced high
share of restitution bonds turnover. The lowest decline rates of
turnover in the reporting period were recorded in trade with

bonds. In the first half of 2008, in relation to the same period of
2007, the decline of bonds turnover was recorded (7.8%), while
the number of transactions was 0.4% lower.

Indices

Negative tendencies at the capital market can be clearly seen
through the movement of the stock exchange indices.

Al three indices continuously declined from the beginning of
the year. In relation to end-2007, Moste index recorded decline
0f52.7%, while NEX20 and NEX PIF indices were lower by 47.1%
and 54.8%, respectively.

Indices were significantly below the level recorded at end-June
2007. Observed annually, Moste recorded decline of 64.9%
while NEX20 and NEXPIF declined by 55.3% and 59.5%,
respectively.

In relation to their historical maximum values (reached in 2007),
indices at end-June 2008 were lower: Moste by 68.7%, NEX PIF
by 65.1% and NEX20 by 62.8%.

Graph 3.6 - Movement of indices
Montenegroberza stock exchange and Nex

Montenegro stock exchange (NEX20 i NEX
PIF- left scale and MOSTE- left scale)

60,000 2,500
50,0001 2,000
40,0001

1,500
30,0001

1,000
20,0001 —Nex 20 —Nex PIF
10,0001 —Moste 500

o7 |u ||||||v|v |V||vn|v||||><|><|><||X| | ||I|III|IV|V|\/I 0
2007 2008

Source: Montenegroberza stock exchange and
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" Decision on the Conditions and Procedure of the debt buy-back of Montenegro using the bonds of the former owners based on the com-
pensation for seized property benefits (“OGM” No. 17, 11th March 2008)
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Table 3.3 — General data on indices

MOSTE NEX 20 NEXPIF
Value as on 30st June 2008. 769.21 18,077.77 17,736.12
Absolute changes in the frst half of 85348 116,090.86 21,493.05
2008.
Starting index value 100,0 1000,00 1000,00

Maxim value in the frst half of 2008.  1.613,04 09.01.2008 34.168,63 09.01.2008 39.229,17 09.01.2008

Maximum historical value

24554 07.05.2007 4861788 07.05.2007. 50.780,54 17.08.2007

Minimum historical value

94,8 23.06.2004 918,57 14.04.2003 959,53 02.04.2003

Increase from 31st December 2007. to

30st June 2008. -52.7

-47.1 -54.8

Source: Montenegroberza stock exchange and Nex Montenegro stock exchange

Block trade

Inthe first half of 2008, 7 block transactions in amount of EUR 4.3
million were realised. The highest turnover through transactions
(79.49%) was realized in Restitution fund bonds.

(apitalization

At end-June 2008, realized capitalization at Nex Montenegro
stock exchange amounted to EUR 2.1 billion and was 40.3%
lower in relation to December of the previous year, while,
observed annually, it recorded decrease of 43.7%. In relation
to the maximum market capitalization realized in August 2007,
it recorded decline of 51.4%. Capitalization at the Montenegro
stock exchange amounted to EUR 2.5 billion which represents the
decrease of 32.6%. In relation to the end of the previous year it
was by 31.5% lower, while if compared to the maximum realized
capitalization (August 2007) it was by 39.5% lower.

In June 2008, liquidity measured by the funds turnover ratio was
24.2% higher at the Nex Montenegro stock exchange, while it
recorded growth of 17.6% at Montenegro stock exchange in
relation to end-December 2007. Observed annually, liquidity
dedlined by 39.3% at Nex Montenegro stock exchange and by
18.4% at Montenegro stock exchange.

Last six months were characterized by the failure in the attempt
of the unification of domestic stock exchanges, as well as the
attempts of signing the regional integration agreements
(“Conference on the Capital Markets of the Central and Eastern
Europe” held in Zagreb), registration of new banks for performing

Graph 3.7 - Capitalizations at Montenegrin

stock exchanges, EUR million
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Graph 3.8 - Funds’ turnover ratio
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custody operations, reqular audit of the stock exchange indices,
implementation of pin codes by (DA, closing or “freezing” of
some broker companies and their frequent share capital increase
bearing in mind lack of funds for operational cost collateral.

There are numerous indicators of bad situation at Montenegrin
stock exchange markets: unfavourable circumstances at capital
markets in the environment, reduced inflow of assets at the real

estate markets, decreased credit expansion, business barriers'
and incomplete regulations'®, insolvency of the economy, poor
offer, lack of investments from large foreign funds, slow procedure
of enactment of the Law on Property-Legal Relations as well as
insufficient authorization of the Commission in the process of
implementation of penalty provision for business operations
violators (referring to market manipulations and insider trading)
at the capital market'”.

Box 3.1 — Regional stock exchanges, some indicators of business operations

Most of stock exchangesin the region face the decrease of turnover, capitalization and stock exchange indices which
areinfluenced by negative global financial flows. Some markets in the region (Serbia) were under strong influence
of political events which influenced operations of regional stock exchange markets. Three following tables show
some operational indicators of the stock exchanges in the region.

Table 1 - Turnover and transactions at regional stock exchanges

Stock exchange

% changes on turnover
I-VI 08/ 1-VI 07

% changes on number of

Belgrade stock exchange

Zagreb stock exchange

Sarajevo stock exchange
Macedonian stock exchange
Ljubljana stock exchange

Nex Montenegro stock exchange
Montenegro stock exchange

transaction I-VI08/1-VI 07
-51.7 -59.6
-484 769
-83.8 -80.1
-71.6 -70.5
-19.1 8.1
-81.7 -79.2
-73.1 S

Source: Reports of regional stock exchanges

Data in the table show that realized turnover in the first half of the year at all stock exchanges was significantly
below the turnover realized in the comparative period in 2007. The largest decline was recorded at the following
stock exchanges: Sarajevo (83.8%), Macedonia (71.6%) and two Montenegrin stock exchanges (Montenegro stock
exchange 73.1% and Nex Montenegro stock exchange 81.7%). Observed by the number of realized transactions,
only Zagreb and Ljubljana stock exchanges recorded growth (76.9% and 8.1% more than in the first half of 2007).

15 Redundant and non-functional requlations, shortening of terms in which state institutions act upon the request of the parties, procedu-
re costs, issuing permissions for performing activities, work legislation, real estates, taxes, space planning and management, custom and

non-custom barriers.

161 relation to operations of open investment funds and voluntary pension funds
17 The Commission actively implements its requlations, but it is highly limited in imposing the administrative sanctions. It has to rely on
Administrative and Criminal courts in order to declare sanctions towards reqular and irregular parties (From the report of IMF on “Work of

the Securities and Exchange Commission”)
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Poor performances in the past period were expressed by all reference stock exchange indices. In the first sixmonths
0f 2008, the average decline rate of the selected indices amounted to 37.1%, while at the annual level, that decline
amounted to 40.8%. Observed annually, the highest decline in the region was recorded at the Montenegrin stock
exchanges (55.3% and 64.9%), then Sarajevo stock exchange 47.6% and Belgrade stock exchange 37.1%.

Table 2 - Changes of selected indices at regional stock exchanges

. Value of indices % changes
Stock exchange Indices

VI 08 Xl 07 VI07 |VI08/XII07|VI08/VI07
Belgrade stock exchange BELEX15 1,783.28  2,31827  2,83552 -23.1 -371
Zagreb stock exchange CROBEX  3,58759 523903 4,835.28 -31.5 -25.8
Sarajevo stock exchange SASX-10  2286.87 368512  4366.67 -379 -47.6
Macedonian stock MBIIO 488599 774079 691751 -369 -294
exchange
Ljubljana stock exchange SBI20 787787 1136958  10624.19 -30.7 -25.8
N SIS SRS NEX20 1807777 3416863 4043396 -47.1 -55.3
exchange
Montenegro stock MOSTE 76921 162769  2189.88 527 -64.9
exchange

Source: Reports of regional stock exchanges

Relations of the stock exchanges’ market capitalizations are similar.

Table 3 — Comparison of market capitalization of regional stock exchanges, % changes

Stock exchange VI'08/ Xl ‘07 VI'08/VI‘07
Belgrade stock exchange -134 -14.1
Zagreb stock exchange 277 -199
Sarajevo stock exchange 264 N/A
Macedonian stock exchange -36.8 -289
Ljubljana stock exchange 11.6 24.7
Nex Montenegro stock exchange -40.3 -437
Montenegro stock exchange 3.5 -326

Source: Web-sites of regional stock exchanges
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4.1. Consolidated Public Expenditure

According to Ministry of Finance'® data, in the period January-
June 2008, total current public revenues'® amounted to EUR 692.4
million or 23.9% of the estimated GDP for 2008. In comparison
with the same period of the previous year, public revenues
recorded increase by 27.6%.

In the structure of public revenues, the most important tax
revenues amounted to EUR 431.9 million and were 28.4% higher
in relation to the same period of the previous year as well as
contribution revenues which increased by 16.3% and amounted
to EUR 147.2 million. Revenues from fees amounted to EUR 21.8
million or 23.79% more, revenues from compensations amounted
to EUR575million or 77.7% more, while other revenues amounted
to EUR 27.1 million and were by 16.6% higher in relation to the
same period of the previous year. Revenues from loan repayments
amounted to EUR 6.8 million, which was at the level of the
revenues from the same period of the previous year.

Consolidated public expenditures in the period January-June 2008
amounted to EUR 610.9 million or 21.1% of the estimated GDP.
In relation to the same period of the previous year, they were by
35.19% higher, as a result of the increase of current expenditures

(36.8%), transfers for social care and transfers to institutions,
individuals, non-government and public sectors (19.7%), capital
expenditures (82.6%) and borrowings and loans (41.4%).

In the period January-June 2008, public revenues were by EUR
81.5 million higher than public expenditures, which enabled
reqular servicing of obligations towards budget users and towards
international financial institutions (Appendix C, Table 13).

4.2. Montenegrin Budget and State
Funds

According to Ministry of Finance data, current budget revenues,
which according to the amendments to the Law on Budget” as
of January 2008, include Montenegrin budget and state funds,
in the period January-June 2008 amounted to EUR 583.6 million
or 20.1% of GDP. In relation to the same period of 2007, current
revenues increased by 21.8% as a result of the tax revenues
growth, contributions and other budget revenues (different
fees, taxes and payment of back taxes).

Box 4.1 — Structure of budget revenues

In the structure of current revenues, revenues from taxes recorded the highest share (66.2%), followed by contributions
(25.2%) making up 91.4% in total. Revenues from taxes amounted to EUR 386.5 million or 25.2% more in relation to
the same period of the previous year, as a result of increased revenues from VAT by 16%, excises by 53%, personal
income taxes 41.4%, corporate profit taxes 45.6% and taxes on international trade and transactions (custom) by
23.4%. Revenues from VAT amounted to EUR 199.6 million and in current revenues they participated with 34.2%
and in tax revenues with 52%, while second by size earning excise item in amount of EUR 54 million had share of
9.2% in current budget revenues. Growth of these revenues was influenced by increased economic activities, as
well as by more efficient operations of tax and custom services. Negative trend was realized by tax revenues from

"¢ Data source: Bulletin of the Ministry of Finance

" Total current public revenues comprise budget revenues, state funds revenues and revenues of local government.

D0GM” No. 12/07
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real estates’ turnover, which, in relation to first two quarters of the previous years, were 29% lower because of
the declinein selling of real estates. Revenues from contributions amounted to EUR 147.2 million or 16.3% more in
relation to the same period of the previous year, with the evident growth in all categories.

Positive trend in the first two quarters of 2008 was recorded by other revenues: revenues from taxes grew by 39%,
fees by 33%, other revenues by 8% and revenues from loan repayment by 42%. Observed cumulatively, these revenues
amounted to EUR 49.9 million with the share of 8.6% in current budget revenues. Extremely good collection was
realized in ecological fees and fees for using natural resources.

Table 4.1 - Current revenues of Montenegrin Budget and state funds

Realized in | Realized in Realized
Type of revenues Jan-June Jan-June compared to
2008 2007 2007
3 in million EUR in %
TAXES 386.51 308.72 125.20
Personal income tax 49.26 34.83 14143
Corporate income tax 38.04 26.13 145.58
Property tax 6.10 8.62 70.77
VAT tax 199.62 172.07 116.01
Excise duties 53.55 3511 152.52
Tax on international trade and transactions 3501 29.10 123.40
Other Republic taxes 4.03 2.86 140.91
Contributions 147.22 126.59 116.30
Contribution for Pension and Disability Insurance 91.69 71.19 128.80
Contributions for Health Insurance 5143 5242 98.11
Contributions for unemployment insurance 4.10 298 137.58
DUTIES 13.94 10.06 138.57
Administrative fees 6.77 4.15 163.13
Court fees 452 4.39 102.96
Residence taxes 0.06 0.08 75.00
Other taxes 2.59 144 179.86
FEES 13.24 9.95 133.07
Fees for public goods utilization 2.30 2.03 113.30
Fees for utilization of natural resources 1.25 0.56 223.21
Ecological fees 1.68 0.88 19091
Fees for games of chance 2.59 2.05 126.34
Tolls 333 271 122.88
Other fees 2.09 1.72 121.51
OTHER REVENUES OF THE REPUBLIC 20.64 1912 10795
Revenues from capital 3.63 4.76 76.26
Pecuniary penalties 4.30 419 102.63
Other revenues 5.06 411 123.11
Receipts from credit repayments 2.05 4.88 42.01
Total current revenues 583.60 479.32 121.76

Source: Ministry of Finance



Graph 4.1 - Structure of current revenues According to Ministry of Finance data, consolidated budget

of Montenegrin Budget and state funds in revenues?' in the first six months of 2008 amounted to EUR

the period 01 January-30 June 2008 505.5 million or 17.4% of the estimated GDP. Budget expenditures
were 31.6% higher in relation to the first six months of 2007.
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Box 4.2 — Structure of budget expenditures

In the structure of budget expenditures, current expenditures have the highest share of EUR 270.8 million or
53.6%, which represents growth of 36.4% in relation to the first two quarters of 2007. Expenditures from social care
transfers amounted to EUR 154 million (30.5%), while transfers to institution, individuals, non-government and
public sector amounted to EUR 39 million or 7.7% of budget expenditures. In the structure of these expenditures,
more funds in relation to the first half of 2007 were allocated in pension and disability insurance sector, social care,
health protection and publicinstitutions. Capital expenditures (current capital expenditures and capital budget of
Montenegro) amounted to EUR 30.9 million which is significantly more in relation to the same period of the previous
year. EUR 6.2 million or 43.6% more funds were allocated for granted borrowings and loans, while EUR 4.6 million
or 70.2% more was allocated to the budget reserve.

In current budget expenditures, most of funds were spent for gross wages and contributions to the cost of
employers (EUR 156.9 million or 42.1% more in relation to the same period of 2007). Gross wages represented 31%
of expenditures with the share of 5.4% in GDP. Other categories of current expenditures (other revenues, expenses
for the material and services, other expenditures, current maintenance, rent, subventions and interests) burdened
the budget cumulatively with EUR 88.2 million or 17.4%.

FISCAL DEVELOPMENTS
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Table 4.2 - Consolidated expenditures of Montenegrin Budget and state funds,

01 January-30 June 2008

Realized Realized |Realized compare
Description Jan-June 2008|Jan-June 2007 to Jan-June 2007
in million EUR In %

Gross salaries and contributions paid by employer 156.87 110.37 14213
Net earnings 92.33 64.50 143.15
Tax on earnings 17.68 11.50 153.74
Contributions paid by employee 24.20 18.00 134.44
Contributions payable by employer 20.26 14.70 137.82
Surtax on tax 240 1.67 143.71
Other personal income 10.68 10.01 106.69
Material and service expenses 69.47 4848 143.30
Current maintenance 9.56 om 104.94
Interests 10.21 12.78 79.89
Rent 3.06 2.21 138.46
Subsidies 8.01 3.68 217.66
Other expenditures 296 193 153.37
Transfers for social security 154.02 13343 115.43
Social protection rights 20.74 18.51 112.05
Redundancies 492 553 88.97
Pension and disability insurance rights 116.95 100.98 115.82
Other rights in social protection 7.66 5.09 150.49
Other rights in health insurance 375 332 112.95
Z;a(;wsgﬁ[)s“tfslgcspotfnons, individuals, non-governmental 3895 8.29 13768
Transfers to institutions 29.68 1744 170.18
Transfers to non-governmental sector 1.88 247 76.11
Transfers to individuals 7.39 8.38 88.19
Transfers to public sector
Capital expenditures 14.19 16.88 84.06
Capital budget of Montenegro 16.67
Loans and credits 6.19 4.31 143.62
Repayment of guarantees 0.02 0.00
Reserves 4.63 2.72 170.22
Current expenditures 270.82 198.57 136.39
Consolidated expenditures of the Budget of Montenegro 505.49 38490 13157

and State Funds

Source: Ministry of Finance



Graph 4.2 - Structure of consolidated

expenditures of Montenegrin Budget and
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Observing the surplus/deficitamount as the difference between
revenues and expenditures, bearing in mind that revenues are
decreased for borrowings, transfers, donations and revenues from
property sale and that expenditures are decreased for principal
repayment in country and abroad on the basis of the debt arising
from taken loans and issuing of securities, over the period 01
January 2008 — 30 June 2008, we can see that Montenegrin
Budget? recorded surplus of EUR 78.1 million®*.

Box 4.3 — Amendments to the Law on Corporate Profit Tax

In June 2008, Montenegrin Parliament enacted Amendments to the Law on Corporate Profit tax, which provides
higher degree of harmonization with tax regulations in EU, which is requested in the National programme for
integration of Montenegro into the EU. This Law prescribes reduction of tax rate on dividends and shares in
profits from 15% to 9%, which is supposed to contribute to more favourable environment for the development of
entrepreneurship and foreign investments. Also, this Law prescribes the possibility of using the tax facilities for
investments in plants, equipment etc. which are used for energy production (solar energy, wind etc.) so that 50%
of investments on this basis is free from tax on profit. Amendments are changing the treatment of the capital profit
in a way thatincomes from the capital profit (in a year in which they are realized) are assessed by 59%, while other
50% s tax free, which is more favourable in relation to the earlier solution, when incomes from capital profit were
fully assessed. The Law prevented the possibility of double profit assessment in case when dependent company
(non-resident in Montenegro) pays dividends to the parent company of the Montenegrin resident.

4.3. Local Government

According to preliminary data of the Ministry of Finance, current
revenues of the local governmentin the period January-June 2008
amounted to EUR 108.8 or 3.8% GDP, being 72% higher than
in the corresponding period of 2007. The structure of revenues
shows that the revenues from fees and taxes accounted for
the main share (40.7% and 41.7%, respectively), while other
revenues (receipts from loan repayments and other revenues)
accounted for 17.6%.

22Budget of Montenegro and state funds
2 Methodology for surplus/deficit calculation, 0G RoM no. 71/05

Incomes from fees increased considerably as a result of especially
increased collection of fees for using the construction land
(100%) and other fees (1099%). Revenues from taxes amounted
to EUR 45.4 million or 64.4% more, and their growth was mostly
influenced by revenues from local taxes (76%) and taxes on
property (65%).
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Table 4.3 - Current revenues and consolidated expenditures of the local government

Type of revenue Realized Realized Realized compare
Jan-June 2008|Jan-June 2007| to Jan-June 2007
in million EUR in %
CURRENT REVENUES 108.76 63.27 171.90
Taxes 45.38 276 164.42
Fees 7.89 7.55 104.50
Duties 44.24 2241 19741
Other revenues 6.49 4.16 156.01
Receipts from credit repayments 4.76 1.55 307.10
EXPENDITURES 105.49 68.28 154.50
Current expenditures 35.44 25.23 14047
Gross salaries and contributions paid by employer 16.03 11.74 136.54
Other personal income 2.39 2.24 106.70
Material and service expenses 11.65 752 154.92
Current maintenance 2.33 2.38 9790
Interests 0.32 0.23 13913
Rent 0.24 0.22 109.09
Subsidies 0.59 0.27 218.52
Other expenditures 1.89 0.63 300.00
Transfers for social security 0.16 0.16 100.00
nggﬁgf;gggfnom, individuals, non-governmental 1186 964 12303
Capital expenditures 55.07 30.24 182.11
Loans and credits 0.78 0.62 125.81
Reserves 218 2.39 91.21

Source: Ministry of Finance

(onsolidated expenditures of local administration in the period
January —June 2008 amounted to EUR 105.5 million or 3.6% of
the estimated GDP. Compared to the first two quarters of 2008,
they increased by 54.5% due to increased current expenditures
(40.5%), capital expenditures (82.1%) and transfers to institutions,
individuals, non-governmental and public sector (23%).

4.4. State Funds?*

Overthe period January — June 2008, Pension and Disability
Insurance Fund”® recorded total revenues of EUR 132.4 million,
which was 22% more compared to the same period of the

previous year. Source revenues of the Fund amounted to EUR
132.2 million and were 29% higher compared to the same period
of the previous year, owing to the high level of the collection
of revenues from contributions. Revenues from contributions
amounted to EUR 91.7 million and their share in current revenues
amounted to 69.3%.

Total expenditures of the Pension and Disability Insurance Fund
in the first six months of 2008 amounted to EUR 132.3 million,
which was 24% more compared to the same period of 2007.
The most important portion of expenditures is allocated for
pensions, amounting to EUR 108.2 million or 81.8% of total
expenditures. If we compare current revenues and consolidated

Do notinclude Restitution Fund and Development Fund, because data were not available at the moment of writing of this report.

% Source: Pension and Disability Insurance Fund.



expenditures, Fund recorded a surplus of EUR 0.08 million in the
period January — June 2008.

According to the assessment of the Health Care Fund, in
the period January-June 2008 Fund recorded total revenues in
amount of EUR 91.2 million or 45.4% more compared to the same
period of the previous year. This is the result of improved collection
of contributions in all categories. Revenues from contributions
amounted to EUR 63 million cumulatively and made up 78% of
total revenues, which is 20.9% more in relation to the first two
quarters of the previous year.

Total expenditures of the Health Care Fund, in the first two
quarters of this year amounted to EUR 73.4 million and increased
by 36.3% compared to the same period of 2007. The largest
portion of total expenditures of EUR 70 million or 95.4% referred
to expenditures arising from reqular activities and supply of
medicines, while 4.6% of funds were spent on the operations
of the Fund. If we compare revenues and expenditures in the
first two quarters of 2008 we can notice that Fund recorded a
surplus of EUR 7.8 million. Outstanding liabilities of the Fund
amounted to EUR 8.6 million.

According to data from the Employment Agency of
Montenegro, in the first half of 2008 this institution recorded
total revenues in the amount of EUR 12.4 million. Current revenues
(contributions, fees, ather revenues and revenues from loan
repayments) amounted to EUR 9 million, and were 36.8% higher
in relation to the same period of the previous year owing to the
higher collection of contributions (37.6%) and taxes (80.3%).

Expenditures of the Employment Agency in the first two
quarters of 2008 amounted to EUR 11.3 million, of which EUR
3.3 million referred to current expenditures, while transfers for
social protection and transfers to individuals, institutions and
the public sector amounted to EUR 6.5 million.

Ifwe compare revenues and expenditures from the period January
- June 2008, we can see that the Agency recorded a surplus in
amount of EUR 1.1 million.

FISCAL DEVELOPMENTS
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Public debt of Montenegro at the end of the second quarter
of 2008 amounted to EUR 914.8 million or EUR 126.5 million
more if compared to the end of the previous quarter. The public
debt represented 29% of the estimated GDP at the end of the
first quarter and 31.6% at the end of the second quarter. Public
debt, including the debt of public enterprises quaranteed by
the state, amounted to EUR 1,076.4 million or 37.1% of the
estimated GDP.

5.1. Domestic Debt

Domestic debt as of 30 June 2008 amounted to EUR 442.4
million or EUR 119.5 million more if compared to the previous
quarter, while in relation to the end of 2007 it increased by
167.3 million. The primary reason for this lies in the enactment
of the Law on Remuneration for Users of the Retirement and
Disability Funds Rights which prescribes payment of undistributed
pensions in amount of about EUR 100 million, as well as in
Amendments to the Law on Budget by which the domestic debt
includes liabilities of state funds in commercial banks. There is
an assumption that the debt will increase in the next period,
due to restitution and overtaking of the companies’ obligations
(Railways of Montenegro, first of all) and that it will reach the
level of 20% of GDP.

In the structure of the domestic debt, components remained
approximately same in comparison with the values from the
end of the previous quarter. The highest increase referred to
liabilities on the basis of commercial loans which increased by
EUR 174 million or 55.2%.

Liabilities based on restitution increased by EUR 0.8 million in
relation to the first quarter while in relation to end-2007 they
increased by EUR 1.6 million. Valid decision were adopted in
amount of EUR 168. 6 million, of which EUR 8.6 million was paid
in cash, EUR 26.3 million of bonds were repurchased while the

Table 5.1 -Structure of public debt,
in EUR million

914.8
Total public debt
31.5% GDP
4424
Domestic debt
15.3% GDP
4724
External debt
16.3% GDP
Publiic debt with public 1,076.4
enterprises
371% GDP

*Estimated GDP EUR 2.900 million
Source-Ministry of Finance

Graph 5.1 - State debt in % of GDP
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value of forfeiting with bonds amounted to EUR 6.7 million. About
EUR 15 million of frozen foreign currency bonds and restitution
bonds are in the state funds portfolio. However, according to
ESA-95 accounting standards, these liabilities are not treated
as the public debt any more and according to the opinion of
Ministry of Finance they should be excluded.
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Graph 5.2 - Structure of domestic debt, in
EUR million

B Pensions outstanding & Liabilities on restitution

m Commercial loans m Local self-administration debt

500+ . )
Old foreign currency savings
450 J S

4004
350 1
300+ [RS]lES|

250-
J00d 1254 126.2 1270
oy w4 )
00  E5EH
50 96.5 1228 1241
Q2007 | Q12008 | 0112008

Municipalities” debt which amounted to EUR 42.2 million was
reduced by EUR 10.8 million in relation to the end of the previous
year. Italso comprised back budget liabilities of municipalitiesin
amount of EUR 20.5 million and liabilities based on short-term
loans in amount of EUR 4 million.

Debt based on the frozen foreign currency deposits increased by
EUR 1.3 million in relation to the first quarter, while in relation
to end-2007 it increased by 27.6 million and it amounted to EUR
124.1 million at the end of the second quarter 2008. This increase
was influenced by the implementation of the Law on Payment
of Foreign Currency Savings Deposited with Authorized Banks
with Head Office Outside of Montenegro.

5.2. Foreign Debt

Foreign debt increased by EUR 10.3 million in relation to 2007,
which represented decrease of 1.9% in relation to GDP and
amounted to EUR 472.4 million.

QOut of the existing loans, funds in amount of EUR 11.4 million
were withdrawn by International Development Agency (IDA),
Reconstruction Credit Institute (KfW), European Bank for
Reconstruction and Development (EBRD), Hungarian goods
loan and the loan of Société Générale Bank.

The following fund withdrawals are expected: goods loan of the
French Government for the Montenegrin Electric Enterprise in

amount of EUR 5.3 million and goods loan of Spanish Government
for the Recycling Centre in Podgorica.

Over the first six months of 2008, agreements with EBRD were
signed for the project of railway infrastructure reconstruction
in-amount of EUR 5 million and the project of regional water
supply in amount of EUR 7 million for which the Government
of Montenegro is a quarantor.

Bilateral agreements on formal-legal division of obligations of
Serbia and Montenegro were signed with the following member
countries of the Paris Club — USA and Switzerland. Agreements
with France, Spain, Great Britain and Netherlands are in the
process of harmonization. From the group of large Paris Club
creditors only the agreement with Russia is not signed yet. On
the basis of the agreement signed with Germany within the Paris
Club, Ministry of Finance started the initiative for the writing off
of the debt towards KfW, i.e. the nitiative for replacement of the
debt with the wastewaters project in the cost region in amount
of EUR 11.2 million.

5.3. Projection and Sustainability of
Public Debt

Domestic debt — On the basis of micro-fiscal projections for
the three-year period (from 2008 to 2011), it is foreseen that
liabilities arising from restitution will reach their prescribed limit
of about 10% of GDP in 2008, while municipalities’ liabilities
will remain at the current level. Estimation of liabilities based
on the Law on Payment of Foreign Currency Savings deposited
with Dafiment banka AD Beograd i Banka privatne privrede
DD Podgorica, deposited with the enterprise Jugoskandik DD
Belgrade is about EUR 9.5 million. This projection does not take
into account the repurchase of frozen foreign currency deposit
bonds OB16 and 0B17%. The taking over of the liabilities in
amount of 72.6 million is planned during the privatization process
of the Railways of Montenegro.

External Debt — New borrowings and transfer loans were
projected according to the agreed frame of cooperation with
international and bilateral creditors. In 2010 it is envisgaed

% Foreigh exchange deposit bonds maturing in 2016 and 2017.



Table 5.2 — Projection of amount and structure of Montenegrin public debt, 2008-2011

2008 Projection

2009 Projection 2010 Projection 2011 Projection

Domestic debt (in mill. €) 586,6
Domestic debt (in % of GDP) 20,2
External debt (u mil. €) 6374
External debt (in % of GDP) 22,0
Total public debt (u mill. €) 1224

5574 5277 510,2
171 14,6 129
653,8 647,1 644,5
20,1 179 16,28
1211,2 1174,8 1154,7

Note: estimated GDP for 2008 is EUR 2.900 milion, EUR 3.260 million in 2009, EUR 3.620 milion in 2010 and EUR 3.960 million in 2011.

Source: Ministry of Finance

that liabilities to KfW will be written off from the debt with
the Paris Club.

Sustainability analysis indicates that the public debt of Montenegro
isbasically sustainable, and that only in case of long-term negative
GDP movements and a budget deficit some problem may occur.
However, this projection does not incorporate certain liabilities
which will or may occur in the period 2008-2011 and which
may significantly influence the public debt sustainability, such
as: liabilities based on the construction of the highway Bar-
Boljare, liabilities based on other infrastructural projects which
are not defined by the cooperation with international financial
institutions and bilateral creditors and the potential growth of
liabilities of Pension and Disability Insurance Fund and Health
Care Fund, influenced by negative demographic movements of
the structure of population.

QOver the first half of 2008, the domestic debt significantly
increased, which is not in accordance with the Government's
intention to reduce the public debt under 30% of GDP by 2011.
The Ministry of Finance considers that, bearing in mind the
market price of restitution bonds and frozen foreign currency
deposit bonds, activities related to the domestic debt repurchase
scheme should be intensified and commercial loans should be
early repaid.
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In the first two quarters of 2008, movements at the current
account of the Montenegrin balance of payments were dominantly
influenced by the visible trade. According to preliminary data,
current account deficit amounted to EUR 615.5 million or 45%
of GDP. In relation to the same period of 2007, deficit increased
by 78.2%. Coverage of the external trade deficit with the surplus
realized at other accounts of the current account amounted to
10.6% which is by 13 percentage points less in relation to the
same period of the previous year.

Total exchange volume in the visible trade account amounted to
EUR 1.240,3 million in the first two quarters of 2008 or 12.6%
more in relation to the same period of 2007. The import/export
coverage amounted to 28.6% or 13 percentage points less than
in the same period of 2007.

Unlike the international visible trade, services account recorded a
positive trend. The volume of visible trade in the first two quarters
of 2008 amounted to FUR 361.3 million or 35.6% more inrelation
to the same period of 2007 and, accordingly, a surplus of EUR 34.1
million was recorded. In the same period of 2007, the surplus in
the services account amounted to EUR 70.7 million.

Inthe factorincomes and transfers account, a surplus of EUR 38.9
million or 2% more in relation to 2007 was recorded.

Netinflow of FDI in Montenegro amounted to EUR 311.5 million in
the observed period, which is 5.3% less in relation to 2007. Total
FDI'inflow amounted to EUR 465.8 million, while the outflow
amounted to EUR 154.3 million.

The inflow of EUR 23.7 million was recorded in the portfolio
investments account in the observed period, while the outflow
amounted to EUR 35.1 million.

Inflow of funds from other investments amounted to EUR 656.2
million in the observed period, while their outflow amounted
to EUR 301.6 million.

EXTERNAL SECTOR
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Table 6.1 - Balance of payments, EUR thousand and as % of GDP
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Jar;.OJ(;ne Jar;.()éléne Cf}ino/%es % GDP

A. CURRENT ACCOUNT -345,491 -615,515 178.16 45.03
GOODS -454,357 -688,518 151.54 0.37
1. Revenues 323,497 275,901 85.29 20.18
2. Expenditures 777854 964,419 12398 70.56
SERVICES 70,700 34,142 48.29 2.50
1. Revenues 168,577 197,739 117.30 14.47

2. Expenditures 97,877 163,597 167.15 11.97
INCOME 12,143 6,491 53.46 0.47
1. Revenues 41,460 48,509 117.00 3.55

2. Expenditures 29,317 42,018 143.32 3.07
CURRENT TRANSFERS 26,023 32,369 124.38 2.37
1. Transfers to Montenegro 48,012 51,394 107.04 3.76

2. Transfers from Montenegro 21,989 19,025 86.52 139
B. CAPITAL AND FINANCIAL ACCOUNT 597,444 913,898 152.97 66.86
1. CAPITAL ACCOUNT -1,376 -101 7.30 0.01
2. FINANCIAL ACCOUNT 598,820 913,998 152.63 66.87
2.1. Direct investment — net 329,041 311,487 94.66 22.79
2.2. Portfolio investment — net 2,924 -11,383 -389.31 0.83
2.3. Other investment — net 237466 354,628 149.34 2594
2.4. Change in Net Foreign Assets 143,295 294,934 205.82 21.58
2.5. Change in CBM foreign reserve assets -113,906 -35,667 31.31 2.61

Source: (BM

6.1. Current Account

The current account recorded increase of deficit by 78.2% in
comparison with the same period of the previous year, as a
consequence of the imbalance in the international visible trade.
The visible trade account deficit amounted to EUR 688.5 million or
51.5% more in relation to the same period of 2007. Deficit growth
in the visible trade accountis a consequence of the continuation
of the high growth of visible import, which was 24% higher in
relation to 2007. Deficit growth in the visible trade account was
also influenced by a decrease in the surplus in the services and
incomes accounts.

A surplus of EUR 34.1 million was recorded in the services account
in the observed period. The decline of net inflow was recorded
in the factor incomes account, while in relation to the same
period of 2007, the increase of net inflow was recorded in the
current transfers account.



Table 6.2 — Current account, EUR thousand

Jan.-June Changes
2007 Jan.-June 2007 2008. January - June
2007 /2008

A. CURRENT ACCOUNT -825,110 -345,491 -615,515 178.16

GOODS -1,341,646 -454,357 -688,518 151.54

1. Revenues 659,734 323,497 275,901 85.29

2. Expenditures 2,001,380 777,854 964,419 12398

SERVICES 440,133 70,700 34,142 48.29

1. Revenues 674,056 168,577 197,739 117.30

2. Expenditures 233923 97,877 163,597 16715

INCOME 17,010 12,143 6,491 53.46

1. Revenues 89,420 41,460 48,509 117.00

2. Expenditures 72,410 29,317 42,018 143.32

CURRENT TRANSFERS 59,394 26,023 32,369 124.38

1. Transfers to Montenegro 100,775 48,012 51,394 107.04

2. Transfers from Montenegro 41,381 21,989 19,025 86.52

Source: (BM

6.1.1. Visible trade?’

According to Monstat preliminary data (shown by general
trade system) in first two quarters of 2008, total visible trade
of Montenegro amounted to EUR 1,211.5 million, of which EUR
257.5 million were related to exports and EUR 954 to imports.
In relation to the same period of the previous year, the volume of

visible trade increased by 12.2%. The visible trade deficitin the
observed period amounted to EUR 696.4 or increase of 51% in
relation to the same period 2007. High visible trade deficit was
caused by the increase of investment activities, but it also shows
weak competitiveness of Montenegrin economy.

Table 6.3 - Visible trade of Montenegro January — June 2008, EUR million

January - June 2008
(General trade system)

January - June 2008

(Special trade system)

Export 257.51
Import 953.96
Trade balance -696.45
Coverage of imports by exports (%) 2699

236.50
1.183.94
-947.44
1998

Source: MONSTAT

27 METHODOLOGICAL NOTE: According to recommendations of UN and EUROSTAT, MONSTAT in presenting data for 2008 applied general and
special trade system. In publishing data, Monstat was until 2008 using so called “reduced version of the special system”. Since MONSTAT
did the revision of data for 2007 and methodologically harmonized them with this year's data, CBM will for this analysis use data collected
through the “general trade system”, recommended by IMF's Balance of Payments Manual (BPMS5).

EXTERNAL SECTOR




Box 1 — General vs. special trade system

Statistics of visible trade distinguishes two systems of data collection: general and special.

According to the general trade system, statistical territory corresponds to its economic territory. According to this
system, importincludes all goods imported from abroad into free circulation area, premises for internal processing,
free industrial zones, customs warehouses and free trade zones, while export includes export of goods from zones
of free circulation area, rooms for internal processing, free industrial zones, customs warehouses and free trade
zones.

According to the special trade system, statistical territory corresponds only to a certain part of its economic territory
of the country. Importincludes all goods imported from abroad, domestic custom warehouses and free trade zones,
while export includes direct export of goods abroad, export of goods to customs warehouse and free trade zones.
Neitherimported goods from a foreign country which are received into customs warehouses and free trade zones
nor export of goods from customs warehouses and free trade abroad are included in compilation of data for this
trade system. The special trade system is limited in a sense that it does not include all goods imported and exported
into customs warehouses and free trade zones. In the cases when countries use special trade system, it is necessary
to make adjustments of data for goods imported/exported into customs warehouses.

On the basis of both trade systems, it is evident that general trade system is broader about visible trade data than
the special trade system in terms of providing better coverage of data. Also, the application of general trade system
provides better application of the criteria of change of ownership used in balance of payment (IMF's Manual for
balance of payment - BPM5).

Theimports coverage by exportsin the observed period amounted
10 27%, whichis by 13% percentage points less in relation to the
same period 2007. In relation to the first quarter, the coverage in
the second quarter 2008 increased by 2.8 percentage points.

Graph 6.1 - Coverage of import by export

in 2007 and 2008 by month

80%

- . o 70%1
Monitoring the trend of the imports coverage by exports in £0% 1
0

2007 as well as in the first six months of 2008, the decreasein ¢, |

the degree of coverage may be noticed due to the increase of 40,1
imports. The growth of imports is still highly influenced by the 3096
high inflow of foreign directinvestments, as well as the dynamic ~ 20%-
increase in the tourism sector, i.e. the increase of demand for ~ 10%7
investment and consumer goods. O IV V VIV X XX TV Vv

2007 2008

The export of goods in the first two quarters 2008 amounted to
EUR 257.5 million, which is 16.8% less in relation to the same
period 2007. Observing the structure of exports by groups of
products, mostly exported were aluminium and aluminium

Source: Monstat and CBM
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products amounting to EUR 117.4 million (45.6%). Besides
aluminium, the important share in the import had iron and

steel amounting to EUR 44.8 million (17.4%), pharmaceutical
products - EUR 11.9 million (4.6%), beverages and alcohol



Table 6.4 — Structure of visible export, by general trade system, EUR thousand

Description Value Share in %

Aluminium and product of aluminium 117,441.58 45.61
Iron and steel 44,766.92 17.38
Pharmaceutical products 11,912.95 4.63
Beverages, alcohol and vinegar 11,289.58 438
Product of iron and steel 11,140.97 433
Mlnergl fuells, mineral oils and product of their distillation, bitumen 802639 30
material, mineral waxes

Nuclear reactors, boilers, machines and mechanical equipment and theirs 715230 578
components

Wood and related products; wood coal 6,71494 261
Fruits, including granular fruits, citrus fruit or cantaloupe and watermelon 5,300.85 2.06
Copper and products of copper 3,639.79 141

Electrical machines and equipment and their components; machines for
recording and reproducing, TV apparatus for recording and reproduction 3,512.24 1.36

picture and sound

Source: MONSTAT

— EUR 11.3 million (4.4%), as well as products of iron and steel
— EUR 11.1 million (4.3%).

The import of aluminium and aluminium products, and mineral

Graph 6.2 - Export of goods by groups
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Theimport of Reactors, boilers, machines and mechanical devices
amounted to EUR 106.2 million, or 44.2% more in relation to
the same period in the previous year. The increase in import
of products of this group, used in construction (construction
machinery), as well as for furnishing business and living premises,
is the consequence of intensified construction activity. The
import of vehicles in the observed period amounted to EUR 100.3
million, which is 35.8% more in relation to the same period of the

Source: MONSTAT

previous year. There was also an increase in the group Electrical
machines and equipment and their components by 25.6% (EUR
72.8 million). The imports in the group Mineral fuels, mineral
oils and products of their distillation in the first two quarters
2008 decreased by 19%.

EXTERNAL SECTOR




Table 6.5 - Structure of visible import, by general trade system, EUR thousand

DESCRIPTION Value Share in %
Sgar;c;c;r:e?(tasilers, machines and mechanical equipment and theirs 106,24891 114
\e/zziicplfséi?cluding rail and tram vehicles and theirs components and 100,296.26 10,51
Electrical machines and equipment and their components; machines for
recording and reproducing, TV apparatus for recording and reproduction 72,77248 763
picture and sound
m;g?al|,ﬂ;§ilrs{er::|nvi;ileills and products of their distillation, bitumen 5951218 6.4
Products of iron and steel 49,409.62 5.18
Iron and steel 47158.65 494
Furniture, linen, mattresses, pillows and related products; lamps and other
fluorescent items, somewhere else mentioned or included;lamps and 41,186.94 432
other fluorescent items, etc. mounting buildings
Different final products 34,248.86 3.59
Plastic masses and products of plastic masses 31,013.94 3.25
Salt;sulphur; land and stone;plaster, lime and cement 27,195.59 2.85
Ceramic products 26,716.13 2.80
Beverages, alcohol and vinegar 18,666.67 1.96
Source: MONSTAT
Graph 6.3 - Import of goods by groups According to Monstat’s preliminary data, by general date system,
of products in the period January - June the majority of goods was exported to Italy — 23.4% (EUR 60.2
2007/2008, EUR thousand million), followed by Serbia— 21.3% (EUR 54.8 million)?%, Greece
—19.2% (EUR 494 million) and to Slovenia - 9.6% (EUR 24.8
120,000 million). Looking at the structure of export by groups of countries,
100,000 22007 m2008 it'is evident that Montenegro exports mostly to EU countries
00 (62.7% of total exports).
ot Regarding the import from EU countries, the majority of goods
40,000 were imported from Italy - 8.3% of total import n the observed
20,000 period (EUR 78.9 million), followed by Slovenia—7.2% (FUR68.9
0 million). The most of imports from CEFTA Agreement countries

was from Serbia — 39.1% (EUR 373.3 million), followed by
(roatia — 7.6% (EUR 72.1 million) and Bosnia and Herzegovina
—74% (EUR 70.2 million).

machines ...
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Source: MONSTAT
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%8 Since January 2008, MONSTAT records turnover with Serbia wit-
hout Kosovo.




Table 6.6 — Structure of visible trade by general trade system, by countries, in EUR thousand

Country Export Share in % Import Share in %
TOTAL 257,514.5 100.0 953,963.6 100.0
TOTAL EU 161,487.1 62.7 315,909.4 331
ltaly 60,179.8 234 78,866.3 8.3
Greece 49,418.6 19.2 10,305.8 1.1
Slovenia 24,8291 9.6 68,869.8 7.2
Austria 8,212.9 32 30,2405 32
Hungary 4,859.5 19 14,538.1 15
Germany 39764 1.5 45,108.8 4.7
Czech Republic 3,3679 13 89754 09
Netherland 2,2654 09 4,783.6 0.5
Great Britain 1,808.7 0.7 2,1304 0.2
Finland 698.2 03 1,0184 0.1
Sweden 394.1 0.2 8,5074 09
Romania 350.3 0.1 5,667.6 0.6
Cyprus 287.2 0.1 831.8 0.1
Slovakia 237.8 0.1 2,0873 0.2
Bulgaria 2257 0.1 49909 0.5
Belgium 122.0 0.1 2,492.0 03
France 105.3 0.0 13,672.2 14
Poland 68.6 0.0 4,722.7 0.5
Spain 470 0.0 6,329.3 0.7
Lithuania 228 0.0 36.5 0.0
Denmark 9.8 0.0 1,001.1 0.1
Ireland 0.0 0.0 177.2 0.0
Latvia 0.0 0.0 69.4 0.0
Luxemburg 0.0 0.0 3157 0.0
Malta 0.0 0.0 143.3 0.0
Portugal 0.0 0.0 28.2 0.0
Estonia 0.0 0.0
TOTAL CEFTA 87,806.3 34.1 540,538.2 56.7
Serbia 54,8323 213 373,347.2 3911
Kosovo 13,202.2 51 1,534.2 0.2
Bosnia and Herzegovina 11,475.3 4.5 70,184.7 74
Albania 4,704.2 1.8 10,269.6 1.1
Croatia 29429 1.1 72,1151 76
Macedonia 649.2 0.3 13,086.4 14
Moldova 0.0 0.0 09 0.0
OTHER COUNTRIES 8,221.2 3.2 97,516.1 10.2

Source: MONSTAT
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6.1.2. Services

Montenegro recorded a surplus in international services trade
in the period January — June 2008 of EUR 34.1 million, which is
51.7% less in relation to the same period of the previous year.
The increase in demand for various businesses, professional
and technical services was evident, as well as their insufficient
supply in the domestic market. There is an increase in demand
for the whole specter of new services, included in the category
Other services, based on the know-how and modern technology
(various computer and IT services, legal, accounting, architectural,
etc.), whichisin correlation with the high inflow of investments
and the increase of total investment activities.

In the observed period, total services trade volume amounted
to EUR 361.3 million or 35.6% more in relation to the same period
of 2007 In relation to the first quarter, the services trade volume
increased by 70.4%.

Export of services shows the tendency of continuous increase
in the last few years. Revenues from services amounted to
EUR 197.7 million and they increased by 17.3% in relation to the
same period of 2007. The majority of revenues were realized on
the basis of travels (EUR 99 million), Transport (36.2 million),
construction services (EUR 24.7 million) and other business
services (EUR 19.5 million).

Expenditures of services amounted to EUR 163.3 million,
which is an increase of 67.1% in relation to 2007. The increase
of services is the consequence of increased expenditures in the
area of Other business services, Personal, cultural and recreational
services, as well as Computer and [T services.

Observing the structure, the majority of expenditures were
achieved in the area of Other business services (EUR 43.5 million),
which is due to the increase of expenditures based on various
business services. The majority of expenditures in Various
business services was on the basis of payment for architectural,
engineering and similar technical services (EUR 13.4 million,
followed by the services of research and development (EUR
7.1 million) and legal, accounting and consulting services (EUR
12.2 million). Expenditures in Transport amounted to EUR 38.3
million, followed by expenditures in Construction EUR 31.2
million and Travels EUR 13.1 million. Expenditures in Personal,
cultural and recreational services amounted to EUR 11.2 million,

Graph 6.4 - Services accounts per quarters,
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Graph 6.6 - Structure of services revenues
in the period January - June 2008
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Graph 6.7 — Movement of service
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Graph 6.8 - Structure of services expenditures
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which is two times higher in relation to the same period 2007,
andis due to increased outflow for membership fees for various
international sports associations, organization of various music
events and cultural events.

In the first two quarters of 2008, transport services had deficit
amounting to EUR 2.1 million, compared to the same period in
2007 which was characterized as surplus. The observed period
was characterized by the faster growth of transport expenditures
(by 52.3%) compared to revenues (19.6%).

Transport revenues in the observed period amounted to EUR
36,2 million whichis by 19.6% more n relation to the same period
2007. The majority of revenues were achieves in the maritime
(39.2% of total transport revenues) and air transport (38.4%).

Table 6.7 - Transport revenues in 2007 and 2008, EUR thousand

Type of transport I-VI 2007 Share in % I-V1 2008 Share in % % Difference

Maritime 13,312 4398 14,177 3917 106.50 865
Railway 2,204 7.28 1,940 5.36 88.02 -264
Air 8,861 29.28 13,914 3844 157.03 5,053
Road 2,496 8.25 3,072 8.49 123.08 576
Other 3,394 11.21 3,090 8.54 91.04 -304
Total 30,267 100.00 36,193 100.00 119.58 5,926

Source: (BM
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Revenues in the maritime transport amounted to EUR 14.2
million, which is by 6.5% more in relation to the same period
2007. Positive results in maritime economy were achieved due
toimportant activities in the international area and establishing
new container lines.

Revenues in the area of air transport amounted to EUR 13.9 million
or 57% more in relation to the same period 2007, which is the
resultof the increased number of passengers in domestic airline
company in the international transport. Of total revenues from
the air transport, 74.9% referred to revenues from passenger
transport.

Revenues achieved in the road transport amounted to EUR 3.1
million, which is by 23.1% more in relation to the same period
previous year. In relation to 2007, the considerable increase
of revenues from transport of goods by 34.3% was recorded.

Revenues from railway transport amounted to EUR 1.9 million
or by 12% less in relation to 2007.

Total transport revenues in first two quarters 2008 amounted
to EUR 38.3 million and were by 52.3% higher in relation to the
same period 2007, due to increased utilization of services of
foreign carriers in the international transport. The majority of
expenditures were in air and road transport.

Expenditures in air transport in the observed period amounted
to EUR 18 million, which is by EUR 8.2 million or 84.8% more,
compared to the same period 2007. The observed period was
characterized by the increase in passenger transport, as well as
in using the services of foreign air companies which have agents
in Montenegro. Expenditures in road transport amounted to EUR
14.6 million, i.e. 35% more in relation to 2007. The majority of
expenditures was related to transport of goods amounting to
EUR 14.1 million, due to increased import of goods.

Table 6.8 - Structure of transport revenues in period January - June 2008, EUR thousand

Type of transport services

Type of transport - Total Share in %
Passenger Freight Other
Maritime 1,197 384 12,596 14,177 3917
Railway 0 1,765 174 1,939 5.36
Air 10,422 34 3,457 13,913 3844
Road 194 2,765 112 3,071 849
Other 0 1 3,092 3,093 8.55
TOTAL 11,814 4,949 19,431 36,193 100.00
Share in % 33 14 54 100
Source: (BM

Table 6.9 — Transport expenditures in the period January - June 2007 and 2008, EUR thousand

Type of transport  1-VI1 2007 Share in % I-VI 2008 Share in % I:VI 2007 Difference

Maritime 2957 11.76 3,940 10.30 133.24 983
Railway 803 3.19 902 2.36 112.33 99
Air 9,731 38.71 17982 46.99 184.79 8,251
Road 10,811 43.01 14,601 38.15 135.06 3,790
Other 833 3.31 846 2.21 101.56 13
Total 25,135 100.00 38,271 100.00 152.26 13,136

Source: (BM



Table 6.10 - Structure of transport expenditures in the period January - June 2008, EUR thousand

Type of transport services .
Type of transport - Total Share in %
Passenger Freight Other
Maritime 29 434 3,476 3,939 10.29
Railway 4 874 24 902 236
Air 10,826 212 6,944 17,982 46.99
Road 384 14,083 134 14,601 38.15
Other 3 15 829 847 2.21
Total 11,246 15,618 11,407 38,271 100.00
Maritime 29 4 30 100
Source: (BM

Share of expenditures on transport of goods in total transport
was 41%, while share of expenditures on passenger transport
was 29%.

Revenues from Travels are calculated by estimating the
revenues from tourism, complemented with data on provided
health-recreational services and expenditures for education.
The estimated revenues for travelling in the first two quarters
of 2008 amounted to EUR 99 million, i.e. 26.6 % more than in
the same period 2007. The considerable increase of revenues
from travelling is in compliance with the data about the number
of arrivals and overnight stays, which increased by 12.4% and
28.2%, respectively. Also, World Travel and Tourism Council
reported for the fifth consequent year that Montenegro is among
the leading tourist destinations in the world by forecasts of the
growth of travel and tourism sector. The surplus in travels in
the first two quarters 2008 amounted to EUR 85.8, which is by
27.7% more in relation to the same period 2007.

Revenues from Communication services in the first two
quarters of 2008 amounted to EUR 9.3 million. The majority of
revenues was in telecommunication, which is due to increased
international transport in the field of mobile communications.
Expenditures in this area amounted to EUR 3.6 million, which is
by 29.1% more compared to the same period 2007.

Revenues from Other business services in 2008 amounted
EUR 19.5 million, which is on the level of last year’s revenues.
The majority of revenues was from providing various business,
professional and technical services (legal and accounting services,
consulting, engineer’s services, etc.) amounting to EUR 14.8
million, followed by providing services related to trade of goods
(intermediation, representation, warehousing, etc.) amounting to
EUR 4.6 million. Expenditures in the observed period amounted
to EUR 43.5 million. Legal, accounting and consulting services
were paid EUR 12.2 million. Expenditures for promotion of
domestic products and services in foreign affairs, for purchase
of promotional material, market research and other types of
media rating amounted to EUR 12.2 million.

Box 6.2 — Current trends in Services sector

Services sector takesimportant place in Montenegrin economy. Services became important source of income, especially
in tourism, transport, telecommunication, insurance, trade, etc. Share of Services sector in GDP, employment and
import increases every year. Experience of developed countries which went through the transition process shows
the increasing role and the importance of service activities.
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The tendency of continuous growth of volume
of international trade services, resulted by the
increaseif exportandimport of services hecame
evidentin last couple of years. In 2003, export of
services amounted to EUR 191.3 million, while
in 2007 it was three times higherand amounted
to 674.1 EUR million (Graph 1). In parallel to the
increase of export, the import of services also
increased, which was the consequence of high
inflow of foreigninvestments, intensifying the
construction activities and increased import
of goods.

According to the preliminary data, the positive
trend on the services account was continuedin
the first two quarters 2008, but the increase
of expenditures influenced the decrease of
surplus. The decrease of surplus by 51.7%, in
relation to the same period 2007 is due to more
dynamic growth of imports (67.1%) compared
to export (17.3%) of services.

Expenditures for payments for various
businesses, professional and technical services
increased in the observed period because the
offer of these services in the domestic market
is insufficient to satisfy increasing demand.
More attention in the following period should
be focused on the development of services
based on knowledge and modern information
technology (development of software services
and various types of services related to use
of computers, followed by other business,
professional and technical services. The
demand for these services is increasing in the
world; therefore Montenegro is undoubtedly
interested to be adopted to world trends in
the services market.

Graph 1 - Movements on services account in the
period 2003 - 2007, EUR million
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The inflow of funds based on the construction projects and
facilities of domestic enterprises out of Montenegro, as well as
in Montenegro amounted to EUR 24.7 million, which is by 10.6%
less in relation to 2007. Expenditures for engagement of non-
residents in Construction amounted to EUR 31.2 million in the
observed period, which is by 64.6% more in relation to 2007.

Negative trends in construction services (decrease of revenues
and increase of expenditures) were caused by insufficient
competitiveness of domestic construction departments, both
in technical equipment and the qualifications of the personnel,
and higher engagement of the construction department from
neighbouring countries. Construction services in the observed



period had deficitamounting to EUR 6.5 million in relation to the
same period 2007, when ithad the surplus amounting to EUR 8.7
million. This result points to the necessity of more investments
into the development and strengthening the ability of domestic
construction department in the market.

(itizens of Montenegro appointed EUR 5.9 million in 2008
to international insurance services, which resulted in deficit
amounting to EUR 5.1 million.

Box 6.3 — Insurance market in Montenegro

The competition in the area of insurance in Montenegro isincreasing. The number of insurance companies increases, as
well as theinterest of foreign insurance companies for opening branch offices. By enacting the new Law on Insurance,
this field is regulated and harmonized with European Commission Directives related to the field of insurance. The
minimums of foundation capital have been established, and foreign insurance companies are allowed to establish
their branch offices in Montenegro. Montenegrin market has more insurance companies starting from the oldest
“Lovcen insurance Sh.C"., “Grawe Insurance”, which has existed for 180 years and is present in Montenegro since
2004, new established companies “Atlas Life”, “Delta Insurance”, and “Delta Life” and one of the biggest insurance
companies in Europe, which started its business in Montenegro by overtaking “Zepter insurance”, the Austrian
“Uniga Group” which has 148 years of tradition and 1800 branch offices across Europe in 20 countries. Share of
foreign capital in the ownership structure of insurance companies in 2007 amounted to 52.7%.

So-called “life insurance” has become more popular in the last years. The interest of citizens for life insurance in
our country, as one of the most popular types of insurance in the world, is increasing. Life insurance is often called
savings insurance, because it implies that whole paid money is returned after several years, with some profit.
Besides, this type of insurance does not mean only the savings, but the payment of premium if something happens
to theinsured. According to the degree of development of life insurance market, i.e. its share in total paid premiums
paid for insurance, Montenegro lags behind the region. The share of life insurance premiums in total premiums in
2007 amounted to 11.6%. One of indicators of market development is the amount for premium per capita which
in 2007 amounted to EUR 82, which is far behind the average of EU member states.

6.1.3. Factor Income

The third itemn in the current account is revenues and expenditures
based on the ownership of the factors of production. This part
includes compensations to employees (salaries, wages), and
revenues and expenditures from interests, investments, i.e.
dividends.

Factor income revenues in first two quarters 2008 amounted
to EUR 48.5 million, which is an increase of 17% in relation to
2007. The majority of revenues is compensations to employees
amounting to EUR 44.4 million, which is an increase of 18.3%
compared to 2007. Revenues from international investments
amounted to EUR 4.1 million. The structure of income from

Graph 6.10 - Structure of factor income
revenues in the period January - June 2008
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international investments shows that the largest share was of
collected interests on time and demand deposits of EUR 3.7
million, while revenues from direct investments amounted to
EUR 445 thousand.

Factorincome expenditures in the observed period amounted
to EUR 42 million which is by 43.3% more in relation to the same
period 2007. Of total factor income revenues some EUR 39.9
million refereed to incomes from international investments. The
largest part of expenditures was recorded from the repayment of
interests on loans. Expenditures from the repayment of interests
in the observed period amounted to EUR 37.6 million which is
by 48.8% more in relation to 2007. The balance of income in the
observed period has shown surplus and amounted to EUR 6.5
million, which is by 46.5 less in relation to 2006 and is due to the
increase of the expenditures from the repayment of interests.

6.1.4. Current transfers

The current transfers account had the increase of the inflow of
money resources. The balance of current transfers in the first
two quarters 2008 amounted to EUR 32.4 million, which is by
244% more than in 2007.

The total inflow from current transfers in the observed period
amounted to EUR 51.4 million, which is 7% more than in the
same period of the previous year. Of this amount, EUR 5.7 million
related to the Government sector and EUR 45.7 million to Other
sectors. Of the total inflow of transfers from Other sectors, EUR
294 million related to remittances of our residents working
abroad. The inflow from other transfers (inheritance, allowances
and other gifts and assistance) amounted to EUR 16.3 million. In
the same period, the outflow from current transfers amounted
to EUR 19 million, which is by 13.5% less compared to the same
period previous year. The structure of the outflow shows that
EUR 173 million referred to other sectors, while EUR 1.7 million
referred to the government sector. An increased outflow of
current transfers from Montenegro from inheritance, gifts and
various types of assistance in the reporting period amounted
to EUR 10.4 million, which is by 49.5% less in relation to the
same period 2007.

6.2. Capital and Financial
Transactions Account

Within the capital-financial account, a net inflow of EUR 913.9
million was recorded in the first two quarters of 2008, which
is 53% more in relation to 2007. An exceptionally large inflow
of foreign capital came from foreign direct investments and
other investments.

Graph 6.11 - Structure of capital-financial
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According to the preliminary data, the value of net foreign
investments (inflow minus outflow) in the period January- June
2008 amounted to EUR 311.5 million, i.e. 5.3% less compared
to the same period previous year. Total inflow of foreign direct
investments in the observed period amounted to EUR 465.8
million which is by 12.5% less in relation to the same period
2007.

The structure of the FDIinflow in the first six months of 2008, in
relation to the same period 2007, shows a decrease in the share
ofinvestments in real estates and an increase in the inflow from
intercompany debts. The reasons for the decrease of the turnover
from real estates may be various, from the high prices to problems
related to obtaining the cosntruction permit and the registration
of land. The inflow structure shows that the highest share was
in real estate investments, amounting to EUR 172.5 million or
37.1% of total inflow, while the investment of foreign capital in
local companies and banks amounted to EUR 166.6 million or
35.8% of the total FDI inflow. In the first two quarters of 2008,
EUR 123.5 million was realized in the form of intercompany debt,
whichis 54% more in relation to the first two quarters 2007, i.e.
6.7% more in relation to 2007. The amount of EUR 2.2 million
referred to the capital invested in foreign companies and banks,
while EUR 0.5 million related to the Montenegrin residents” real
estate purchases abroad and EUR 0.5 million to the payment to
residents or the selling of a share in another domestic company.
Looking at the structure by countries, foreign direct investments
coming from the Russian Federation, Hungary, Great Britain,
Switzerland, Cyprus, and Austria amounted to around 60% of
the total inflow.

Total outflow of foreign direct investments in the period January
- June 2008 amounted to EUR 154.3 million, which is 24.2% less
in relation to the same period of 2007. The outflow structure
shows that EUR 99.3 million referred to real estates (64.4% of
total outflow), of which 78.2 million referred to the withdrawal
of foreign capital invested in real estates in Montenegro, which
shows the decrease of the outflow of non-residents’ funds
invested in real estates of 42.6%. Of the total real estate outflow,
EUR 21.1 million related to Montenegrin residents’ real estate
purchases abroad, or 5.5% more in relation to the first six months
of 2007. Also, EUR 20.3 million referred to the withdrawal of
foreign shares in local banks and companies, while EUR 27.5
million related to investment by local companies abroad. Of
total outflow, EUR 7.1 million related to the intercompany debt

Graph 6.13 - Structure of foreign direct
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and the withdrawal of a part of capital invested into other
domestic enterprises.

Theinflow of portfolio investments in the first two quarters
2008 amounted to EUR 23.7, which is by 52.7 less in relation to
the same period 2007. The highest inflow was achieved from
investments in equity securities amounting to EUR 23.7 million.
Simultaneously, the outflow of funds from portfolio investments
amounted to EUR 35.1 million, which was 52.3% less in relation
to the same period of 2007. The result of such movements was
a deficit of EUR 11.4 million, due to the decreased prices of
securities and the continuation of the downward trend in the
capital markets both in the country and in the region.

A significant growth of inflow of funds was recorded on the
Other investments account, which covers loans, trade loans,
cash and deposits. Net foreign borrowings increased due to new
credits, and the repayment of the principal increased. The inflow
of funds in the first two quarters of 2008 amounted to EUR 656.2
million, which is 54.1% more in relation to the same period of
2007. A significant inflow of funds through the banking system
is obvious as banks increased their external indebtedness to their
parent companies abroad. Commercial banks and enterprises
took loans of EUR 629.6 million in the observed period, which
is 51.6% more in relation to the same period in 2007, while the
repayment of debt amounted to EUR 202.3 million, i.e. 68.3%
more in relation to the same period previous year. The outflow
from other investments amounted to EUR 301.6 million, which
is 60.1% more in relation to the previous year. The result of the
aforementioned is a net inflow of funds of EUR 354.6 million,

EXTERNAL SECTOR

u




which is 49.3% more in relation to the same period in the  Atthe same time, (BM funds in accounts abroad and in the Vault,

previous year. on 30 June 2008, were EUR 35.7 million higher than compared
to 31 December 2007.

The net foreign assets of commercial banks on 30 June 2008 were

EUR 294.9 million lower in relation to 31 December 2007,
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HEDONIC INDEX OF REAL ESTATES FOR MONTENEGRO — June 2008

The calculation of an average price of a dwelling in Podgoricain
the second quarter of 2008 was based on a sample drawn on
the population of 72,917 dwellings that correspond to locations
Podgorica 1, Podgorica 2 and Podgorica 3. These three cadastral
municipalities according to the data of Real Estate Directorate
Podgorica, including 82 cadastral municipalities, are the most
representative part of Podgorica, since they cover the narrowest
urban settlements. Based on the random sample of 1200 units,
the number of responses was 281, of which 250 were successfully
completed, thus making the total response rate of 20.1%.

Questions in the questionnaire referred to the quality
characteristics of dwellings (heating, internet connection, the
number of rooms, the number of balconies, etc.) with the primary
objective being the detrmining of a relative influence of these
quality characteristics on the value of dwelling. The subjective
assessment of the value was achieved by asking the question:
What s the minimal price on the reference day below which the
owner of the dwelling would not sell it?

Onthe basis of the received results, the econometric model was
done, thus giving the following results:

The average square meter of a dwelling in Podgorica cost EUR
1,738.3 in May 2008, which is an increase of 24% in relation
to three quarters ago when it amounted to EUR 1,697.56. The
average value of a square meter of a dwelling — house amounted
to EUR 1,743.12, while the average value of the square meter of
dwelling — flat amounted to EUR 1,733.9. Besides, the variation
in the housing price (standard deviation amounting to 41.3%
of the average value) is more expressed having in mind that
quality differences between houses are more expressed than
those between flats.

When speaking about the prices of dwellings in the three zones
of Podgorica, some changes occurred in the price of dwelling
objects in relation to the previous year, which was mainly obvious
in the zones Podgorica 2 and Podgorica 3. The value of a square
meter in the zone Podgorica 1 amounted to EUR 1,892.84, and

Table 7.1 - Aggregate statistics of the average value, standard deviation, minimum and maximum

price of individual types of dwellings

Variable Obse:\\',;tions Az;’jge St.Dev. |Min. Price '\F’,‘rallc‘z
Average price per msqrd 250 1738,27 5717 500 4000
Average price per msqrd - house 85 174312 720,7 500 4000
Average price per msqgrd — apartmant 165 17339 483,48 700 4000

Table 7.2 - Aggregate statistics of the average value, standard deviation, minimum and maximum
price of zones in Podgorical, Podgorica2 and Podgorica3, June 2008

Variable

Average price of dwelling msqrd in Podgorica 1 zone
Average price of dwelling msqgrd in Podgorica 2 zone
Average price of dwelling msqrd in Podgorica 2 zone

Obsel[\\l/gtions AX:;’SEE St. Dev. | Min. Price
1892,84 502,55 900 3000
1768,17 685,48 700 4000
1620,59 558,17 500 4000
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Table 7.3 - Aggregate statistics of the average value, standard deviation, minimum and maximum
price of individual types of dwellings by zones, changes at annual level

Average Average | Growth | St.Dev. | St.Dev. | Growth

veimelalz value 2008 | value 2007 | rate % 2008 2007 rate %
Average price of dwelling 1892,84 192716 1,78 502,6 4533 109
msqrd in Podgorica 1 zone
Average price of dwelling 176817  1.839,09 3,86 685,5 555,7 234
msqrd in Podgorica 2 zone
Average price of dwelling 162059 141948 14,17 558,2 4674 19,4

msqrd in Podgorica 2 zone

in relation to the previous year it decreased by 1.78%, in the
zone Podgorica 2 the value of a square meter amounted to EUR
1,768.17 and decreased by 3.85%, while the value of a square
meter in the zone Podgorica 3 amounted to EUR 1,620.6, and
itincreased by 14.1%.

Astable 73 shows, the average price of a square meter of dwelling
in the zone Podgorica 1 had the least change and only slightly
changed in relation to August 2008. On the other hand, the
average price of a square meter in the zone Podgorica 2 decreased
by almost 4%, while the standard deviation increased by 23.4%,
which points to the fact that this zone had the biggest and the
most heterogeneous offer. Besides, a considerable increase in
pricesin the zone Podgorica 3 of 14.2% in relation to the previous
period, with asn increase in standard variation of 194%, points to

Graph 7.1 - Histogram of distribution of

prices of dwellings, June 2008
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the possibility that growth in demand for dwellings in this zone
increased in the previous period, as well as the potential effect
of following this example which caused the growth in variation,
as well as the increase in prices in this zone, so the prices of all
three zones became more homogenous.

Graphs 7.1 and 7.2 show that both time series — price of dwelling
and floor area had similar distribution and that due to their
limitations from the upper and lower side (dwellings can neither
be less than 10 square meters norlarger than 1,000 square meters,
as well as their prices), logarithms had to be included into the
econometric mode instead of levels. We should also mention
that these distributions are in accordance with the expectations,
anditisindicated by the fact that these graphs strongly remind
the distribution of revenues curve.

Graph 7.2 - Histogram of distribution of
variable floor area, June 2008
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Descriptive statistics, check of the sustainability of
model and the results of the econometric index of
Montenegro, June 2008

Table 7.4 — Empirical results of the model average price of dwelling, June 2008

Robust
Varijable Koeficijent Standardna t statistika | Vjerovatnoca
greska
Lnprice
Lnmsqrd 1,15 0,08 14,6%** 0,00
over65MSQR -0,08 0,07 -1,22 0,22
65MSQR -0,15 0,07 -2,25%*¥ 0,03
overé6floor -0,07 0,05 -1,31 0,19
uptobyears -0,12 on -1,06 0,29
overlOyears -om 0,08 -1,34 018
balcony0 -0,37 0,15 -2, 54%*¥ 0,01
balcony?2 -0,02 0,05 -0,30 0,76
balcony2plus -0,10 0,09 -1,18 0,24
room]1 0,02 0,07 0,30 0,77
room2plus 0,02 0,06 0,34 0,73
Wood heating -0,15 0,05 -2,70%*% 0,01
Internetacess -0,01 0,05 -0,23 0,82
Garage -0,07 0,07 -1,07 0,28
Constant 6,99 0,33 21,26*** 0,00

R2=0,737 N=249

Ramsey RESET test using powers of the fitted values of Inprice
Ho: model has no omitted variables

F(3,231) =1,64

Prob >F=0,18

VIF VALUE= 1,63

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

According to the level of importance, similarly to the previous
year, the mostinfluential characteristics of the dwelling affecting
the price were type of heating (dwellings using electricity were
more expensive compared to dwellings using wood as type of
heating), dwellings without balcony were cheaper than those
having one balcony, the most expensive dwellings were those
with floor area less than 65 square meters, that are below the
sixth floor, that have telephone and do not have garage.

Tests of the robustness showed that the model was well specified,
and that it neither had problem with the multi-colinearity

(extremely low value of VIF), nor with the functional form
(Ramsey Reset test).

Coefficients of availability of real estates in
Podgorica

Using the coefficients of availability of real estates in Podgorica,
we are going to try to calculate the purchasing power of average
citizen of Montenegro, compared to average buyer in Croatia.
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Coefficient of availability of real estates in Podgorica 1

Coefficient of availability 1is calculated as the ratio of average
monthly instalment to the average net salary, if we take into the
account the dwelling with 50 square meters floor area. On the
basis of average based on locations Podgorica 1, Podgorica 2 and
Podgorica 3, the price of the dwelling would be EUR 86,913.5in
June 2008. If the citizen of Montenegro would like to obtain a
housing loan having 50 square meters floor area, presuming that
the repayment deadline is 25 years (300 instalments) at annual
interest rate 9.47%, without down payment?, the monthly
instalment would be EUR 290, which amounts to the 68% of the
average salary in Montenegro in June 2008 (EUR 425), i.e. the
coefficient of availability T=0.68 This coefficient of availability
is better than in Croatia where it amounted to 0.87 in 2007.

Coefficient of availability of real estates in Podgorica 2

The second coefficient s obtained as the ratio of estimated GDP
of Montenegro for 2008 per capita®® to the average price of the
square meter of floor area in Podgorica. Assuming that GDP
in 2008 would amount to EUR 2.90 billion, as well as that the
population in Montenegro would amount to 628.14 thousand,
the estimated GDP per capita would amount to EUR 4,616.78.
This coefficient shows that square meter in Podgorica amounts
10 38% of total GDP per capita, i.e. the coefficient of availability
is 0.38. This coefficient in Croatia in 2007 amounted to 0.18. It
shows that Montenegrin citizen with average GDP per capita
may buy only 2.63 square meters in Podgorica, while citizen
with average GDP per capita in Croatia may buy 5.55 square
meters of a dwelling, i.e. 2.11 times more.

Coefficient of availability of real estates in Podgorica 3

Coefficient 3 is calculated as the ratio of average price of the
square meter of floor area in Podgorica to the net salary in June.
Coefficient of availability in Montenegro amounts to 4.08, while
the same coefficientin Croatia in 2007 amounted to 2.67. It means
thatitis necessary to set aside 2.67 net salaries, while 4.08 net
salaries are to be set aside for square meter in Montenegro, i.e.
by 58.2% more.

It may be generally concluded that prices of real estates in
Podgorica, having in mind net salaries and achieved GDP per
capita in relation to Croatia, were considerably overestimated,
and thatin midterm period, and having in mind the recent trends
in the capital market, the stagnation of FDI and the decrease
in prices of real estates in the region, we may expect gradual
decrease in the price of real estates in Podgorica.

#These conditions were taken from one of banks working in Montenegro having high share in housing loans.
0The forecast of Ministry of Finance 2008, Bulletin June 2008 was used for the estimate of Montenegrin GDP per capita, while the popula-
tion of Montenegro in 2008 is estimated using the base of 2007 increased by 3.12 per mille corresponding to the increase of the estimated

population in 2007 in relation to 2006.
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The economic activity on the global level is still under the
influence of economic trends in USA — in trends of international
financial markets, as well as on fluctuations of the price of oil and
increase of prices of consumer goods. Economies of developed
countries are characterized by slow increase while, on the other
hand, the economic growth in developing countries remained on
relatively high level. Itis forecasted that the economic growth in
2008, on global level, would amount to 4.1%, instead of former
forecast amounting to 3.7%.

Inflationary pressures on global level were primarily conditioned
by the increase of prices of food and oil. The increase in prices of
food products is the consequence of increased prices of power
sources, increase in price of bio fuel, speculations on the raw
materials market and insufficient investments in agriculture.

At 2008 end-July prices of oil reached the maximum level of
$ 142.1 per barrel. The average price of barrel of oil in June
amounted to $ 132.3 and was by 7.8 higher compared to May.
Price of oil in the beginning of 2008 varied from $ 85 to $ 90
per barrel, and the increase from the beginning of the year
amounted to 40%.

At the meeting of il exporters, held on 22nd June and organized
in order to review the situation regarding the recent abrupt
increase of prices, no solution to the problem in order to reduce
the pressure was offered. Although Saudi Arabia announced the
increase of production, as well as more investments in production
capacities, this affected the market with considerable delay.

According to the opinion of OPEC leaders the reasons for the
increase of oil prices are of primarily speculation character,
and it is stated that the offer is satisfactory and that there are
surpluses on the market. The trend in price of oil cannot be
precisely forecasted for the next period, but IMF representatives
expect that the average price in 2008 and 2009 would amount
around $ 95 per barrel.

Graph 8.1 - Movement of oil price
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8.1. Economic trends
8.1.1 Developed countries

USA - According to the forecasts, the rate of real GDP growth in
USA in the second quarter 2008 amounted to 1.9% on annual
level. The increase of net exports amounting to 0.8% contributed
mostly to theincrease of GDP. The slowed increase in the observed
period is due to the decrease of residential investments amounting
10 24.6%, as well as to the decrease of personal consumption.
The annual inflation in June 2008 amounted to 5.0% and was
by 0.8 p.p. higher than in the previous month (4.2% in May).
The increase of inflation was fuelled by increasing prices of
power sources and food products. The unemployment rate in
USA amounted to 5.5% in June, and it overcame the analysts’
forecasts who considered that it would amount to 5.1% in the
first six months.
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The IMF experts forecasted the economic expansion of USA this
year to be around 1.1%, and in 2009 around 0.8%.

Japan — Strong decrease of Japan's economic activity was
noticed in the second quarter of 2008. The decrease of exports
as well as of household consumption caused that the second
largest economy reaches the level of recession. The increase
rate of economic activity in the second quarter 2008 amounted
to 2.4% in relation to the same period previous year, which
is considerable decrease in relation to the first quarter when
the growth amounted to 4% comparing to the first quarter
2007 Itis forecasted that the Japan's economy in 2008 will be
increased by 1.5%.

The annual inflation rate in June 2008 amounted to 2% and
was by 0.7% higher in relation to the previous month (1.3%
in May).

8.1.2. European Union (EU)

Economic growth in EU countries in 2008 was slower, while the
inflation had the increasing tendency.

On the EU level, the GDP increase rate in the first quarter
amounted to 2.3%, while the inflation rate in June on annual
level amounted to 4.3%. On EU level, the inflation rate in the
first half of 2008 was the highest in Latvia (17.5%), Bulgaria
(14.7%) and Lithuania (12.7%).

The increase in prices of food, as well as power sources were the
main causes of the higher inflation in this period.

However, ECB officials stated that average inflation rate on the
decade level amounts to 2.1% as well as that they succeeded
in maintaining its stability, but that there still should be caution
regarding the maintenance of the increase of inflationary pressures
due to increase in prices of oil and food.

The unemployment rate at EU level amounted to 6.8%, and
the highest unemployment rate was recorder in Spain (10.7%)
and Slovakia (10.5%).

Developed countries not belonging to EMU

Great Britain — It is estimated that the growth of GDP in the
second quarter 2008 amounted to 1.6% on annual level, which
is a decrease of 0.7 p.p. in relation to the first quarter (2.3%). The
economic activity in the first six months of 2008 is characterized
by the decrease of investment consumption while, on the contrary,
household consumption strongly decreased (by 1.1% in relation
to the previous quarter). The annual inflation rate measured by
the harmonized index of consumer prices in June amounted to
3.8%. The inflation was mostly stimulated by the increase in
prices of food and power sources.

The Committee for Monetary Policy of the Bank of England on
the 5th June decided not to change the interest rates and to
maintain them on the level of 5%.

Denmark in the first quarter recorded the negative GDP growth
rate of 0.6%. Therefore Denmark became the first EU member
state which officially experienced recession due to two consecutive
quarters in which the GDP growth rate had negative mark.

EMU countries

Inflation in Eurozone in the first six months amounted to 4%,
which is much above the target level of 2%. The GDP increase
rate in the first quarter amounted to 2.1% on the annual basis
and in the second quarter is estimated to 1.9%.

The economic growth rate in the first quarter 2008 in Germany
amounted to 2.6%, and the inflation rate in six months of this
year amounted to 3.4%. The inflation has the growing tendency
inFrance, soin June itamounted to 4.0% on annual basis, while
in the fist quarter the growth of GDP amounted to 2.0%.

The lowest growth GDP rate in the first quarter this year in
Eurozone was in Italy, amounting to 0.3% on annual basis, and
the highest was in Slovenia amounting to 5.9%.

Among countries in Eurozone, the highest inflation rate in the first
half of 2008 was in Slovenia (6.8%), followed by Luxembourg
(5.3%), Cyprus (5.2%) and Spain (5.1%). The lowest inflation
rate recorded in the observed period was in Germany (3.4%),
France (49%), Italy (4%) and Austria (4%).



Table 8.1 - Macroeconomic indicators for EU countries, projections 2008

Country

Real GDP growth 2008 %

CP12008, %

Eurozone
Austria

Belgium

Finland

France
Germany
Greece

Ireland

[taly
Luksembourg
Netherlands
Portugal
Slovenia

Spain

Malta

Cyprus

Other developed economies EU
United Kingdom
Denmark
Sweden

New member states EU
Bulgaria

Czech Republic
Hungary

Poland

Romania
Slovakia

Estonia
Lithuania

Latvia

19 2,8
14 31
24 2,8
14 2,5
14 2,5
35 35
1,8 32
03 2,5
3 29
2,1 24
1,3 24
4,1 4,0
1,8 4,0
2,2 34
34 4,0
1,6 2.5
1,2 2,3
2,0 2,8
55 97
4,2 6,0
1,8 59
49 41
54 70
6,6 33
30 9,8
6,5 83
3,6 15,3

Source: Regional Economic Outlook, IMF, April 2008

The unemploymentratein Eurozone in June 2008 was unchanged
in relation to May and it amounted to 7.3%. The following
countries in Eurozone had the highest unemployment rate in
June: Spain (10.7%), France (7.5%) and Portugal (7.4%).

European Union — New members
Transition economies will have further economic expansion in

2008, but the growth rate will be somewnhat lower compared
to the previous period. IMF experts stated that the increasing

number of European countries in transition faced fast growth of
foreign imbalance, including the very high deficits in balances
of current payments as well as the increase of foreign debt.
Economist forecasted that the biggest problem of countries in
transition was the increase of external debt, as well as higher
demand for loans.

Countries with growing deficit in visible trade are recommended
to deepen the structural reforms, as well as more restrictive
monetary policy, budget consolidation, etc.
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The GDP growth rate in Bulgaria in the first quarter amounted to
7%, which is the highest growth rate since the second quarter
2005. Bulgaria is the poorest EU member state which GDP per
capita is approximately 37% of EU average. The growth was
mostly contributed by foreign investors in construction and car
industry, attracted by low taxes and low cost of labour.

The economic activity in Czech Republic and Poland in the first
quarter 2008 amounted t0 0.9% and 1.4%, respectively. On the
contrary, the growth of GDP in Romania remained on the very
high level and amounted to 8.2% on annual basis. Indicators
of consumer’s and industry’s confidence point that no serious
changes of this trend are expected in near future.

The inflation rates were on the expected level and in June 2008
amounted to: 6.6% in Czech Republic, mostly encouraged by
the increase in price of food products, 6.6% in Hungary, 4.3%
in Poland and 8.7% in Romania.

Itis forecasted that transition economies that became EU member
states in 2008 would have slower economic growth, howeverin
that case their growth will be higher than the expected growth
rate for EU-27.

8.1.3. Developing countries

China— The level of economic growth in China remained on high
level in spite of smaller external demand. The average inflation
rate in the first six months this year amounted to 7.1%. The
decreasing trend of consumer price index continued, which is the
positive sign, because it points to the fact that the government
measures aimed at diminishing inflationary pressures were
efficient. The increase of producer prices was higher compared
to consumer prices, primarily being stimulated by the price of
inputs used in production.

According to the estimates China had the economic growth
amounting to 10.1% on annual basis in the second quarter 2008,
which is the slight decrease of 0.5% in relation to the first quarter
(10.6%). Despite decreased global demand, the economic activity
in Asia is still on high level. At the same time, prices continued
to grow in most countries influenced by higher prices of food
products and other consumer goods.

Latin America - The economic activity in Latin America in the
first quarter 2008 was lower in relation to the previous period by
0.2%, although it remained within the borders of the planned
growth. Higher level of inflation was measured in the first five
months of 2008. Theinflation on the annual level in Brazil in May
amounted to 5.5%. Central Bank of Paris increased the interest
rate by 50 basic points and it now amounted to 12.25%. GDP
growthin Brazilin the first quarter amounted to 5.8% on annual
level (increase in the previous quarter amounted to 6.1%). The real
growth of GDP in the first quarter 2008 in Argentina amounted
t0 8.1% on annual level, while the inflation reached the level
0f 9.3% in June 2008. The growth of industrial production on
annual basis in Mexico in June amounted only 0.5%, while the
inflation had the growing tendency and amounted to 5.3%. The
Bank of Mexico increased the reference interest rate by 25 basic
points and it now amounts to 8%.

South-Eastern Europe

IMF recommended that the economic growth of Croatia will
be somewhat higher than 4% (4.2%). The growth of GDP in
(roatia on annual level in the first quarter 2008 amounted to
4.3%. The first quarter was characterized by the slowed increase
of personal expenditures and investments. Gross external debt
of Croatia increased by 5.2% in the first eight months of 2008.
The annual inflation rate in Croatia amounted to 7.6% and was
mostly raised by the increase of prices of food products and
pOWer sources.

According to IMF forecasts, Serbia will have the economic growth
around 49 this year, as well as next year. Growth rate of industrial
production amounted to 3.9%. Inflation on annual level in June
2008 in Serbia amounted to 14.9%.

The annual inflation rate in June 2008 in Bosnia and Herzegovina
amounted t0 9.6%, due to increased prices of food and beverages
(15.8 for six months of 2008), as well as transport and housing.
The growth rate of industrial production in six months 2008
amounted to 5.4%, in relation to the same period previous
year.

According to the IMF forecasts, Bosnia and Herzegovina will have
the economic growth rate of around 5% in 2008.



Table 8.2 - Projections of macroeconomic
indicators for South-Eastern Europe countries

The analysts consider that the FED could once more reduce the
reference interest rate by the end of summer, after which the

GDP real CPI 2008, recovery of the US trade can be expected, as well as the increase of
Country growth 2008 % % theinterest rate to 2.50% in the first half of 2009. A considerable
Albania 6,0 4,2 recovery of the US Dollar is expected in 2009. Since September
Bosnia anfi 55 48 2007, the FED decreased the reference interest rate seven times,
SR in total 3.25%, making efforts to stimulate the slower increase
Croatia 43 55 '
of American economy.
Macedonia 4,5 70
Serbia 4,0 11,3

Source: Regional Economic Outlook, IMF, April 2008

The annual inflation rate in FYRMacedonia amounted to 10.1%in
June 2008, and the industrial production growth rate amounted
t0 16.5% in May. Inflation in the first six months was mostly
influenced by the increase in food prices by 19.2% and transport
and services prices of 7.5% at the annual level. According to the
IMF forecasts, FYRMacedonia will record the economic growth
rate in 2008 of around 4.5% .

8.2. Interest rates

The ECB maintained the interest rate at 4%, but it announced
the possibility of increasing it in the upcoming period, which
indicates that the high inflation rate is burdening the Eurozone
more than the slowdown in economic growth.

FED — In 2008, the FED continued with a liberal interest rate
policy. Due to problemsin the financial market, the FED decreased
the interest rate by 2%n the first quarter (from 4.25% t0 2.25%).

BoE — The reference interest rates of the Bank of England
amounted to 5% and titis expected that they will be kept on this
level in the next period. BoE in the first quarter 2008 decreased
the reference interest rate by 50 basic points (from 5.50% to
5.0%). The reasons that led the Bank of England to decrease
the interest rate are the high prices of real estates, problems on
mortgage market and low economic growth.

8.3. Exchange rates movements

EUR/USD

The weakening of the US Dollarin relation to the uro continued
in the second quarter of 2008. The Euro reached the historic
maximum in relation to Dollar in April, amounting to USD 1.60
per one Euro. The publishing of data on the achieved economic
movements in the first quarter of 2008 which were better than
the expected was followed by a decrease in the exchange rate
EUR/USD and the appreciation of the USD. Simultaneously,
worse data on economic growth and inflation rate in the EU
were published, which had negative influence on the EUR/USD
exchange rate. The rate increased in June due to announcement

Table 8.3 — Review of movement of reference interest rates of selected Central banks =

=

Forecast for the next S

Currency Reference interest rate Level Last change ) i

meeting =

EUR Refinance Rate 4,00% +25bp +25bp E

CHF Libor Target Rate 2,75% +25bp No change E

CAD Target Overnight Rate 3,00% -50bp No change E

JPY Target Rate 0,50% +25bp No change =

GBP Repo Rate 5,00% -25bp -25bp

usb FED Funds Target Rate 2,00% -25bp No change

Source: Central banks of selected countries, FED
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of the ECB that after the July meeting there might be an increase
in the reference interest rate, as well as an increase in global ol
prices. The EUR/USD exchange in the second quarter 2008 varied
from $ 1.53t0 $ 1.60 per one Euro.

The exchange rate EUR/JPY was unstable in the second quarter
2008, following the price fluctuations in international financial
markets, and primarily on the Asian market. The exchange rate
JPY/EUR varied from JPY 163 to JPY 168 per one Euro.

The exchange rate of GBP/EUR considerably varied in the second
quarter 2008, so in end April GBP reached the new historical
maximum of over 0.8 GBP per 1 Euro. The GBP recovered in
May to GBP 0.78 per EUR after the announcement of the Bank of
England that they would impose a set of measures to encourage
economic growth.

Graph 8.2 - Movement of USD/EUR rate
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April 2008

The first Montenegrin Bank, ABM, was opened in Moscow, which
would facilitate business and private transactions between
Montenegro and Russia.

Montenegrin Government adopted the Operational plan for
removing business barriers which should make Montenegro more
attractive destination for investments. Also, the Government
adopted the draft of the Law on Labour, which would enable
more flexible relation between employee and employer, as well
as the Programme of restructuring the Port of Bar,

Montenegro hosted the Vienna Economic Forum Meeting held
on 14-15th April in Beici. Holding of the Vienna Economic
Forum Meeting in Montenegro s the confirmation of its attraction
to foreign investors which would work in partnership with
domestic subjects on the faster economic and social development
of the country.

The thermo power plant Pljevlja stopped the production due to
reqular annual repair which would last for 50 days.

A bilateral agreement between Montenegro and the European
Union on Montenegro’s accession to the World Trade Organization
was signed in Brussels, which opened door to Montenegro for
membership in this Global organization.

May 2008

Montenegrin Commission for securities issued licence to
Hipotekarna Bank AD Podgorica for performing custody
operations.

Representatives of the Ministry of Tourism and Environmental
protection and the German society for technical cooperation (GTZ)
signed the Memorandum of Understanding and the Contract on
co-financing the projects amounting to EUR 4 million.

The Contract on creating the general project and inception
Feasibility study of motorway along the Montenegrin Coast,
from Debeli Brijeg to Ulcinj, in the value of EUR 278 thousand
was signed in Podgorica.

Thermo power plant Pljevlja successfully finished the repair before
the planned deadline and continued to produce electricity.

Montenegrin tourist metropolis Budva was awarded the Grand
Prix for the summer tourism in the Balkans in the previous
year at the traditional contest of the International Center for
Improvement of hotelier and restaurant keeping and tourism
SACEN International.

“Atlasmont Bank” was granted licence by the Central Bank of
(yprus to open a branch office.

June 2008

Montenegrin Government adopted the draft of the Law on Budget
Final Account for last year, when the budget surplus amounting
to EUR 172.94 million was recorded, i.e. 6.8% of GDP. Also, the
Government adopted the Amendments to the Law on Budget
for 2008, thus increasing it by around EUR 130 million.

Representatives of Montenegrin Government and American
Agency for International Development signed the Memorandum
of Understanding which foresees the cooperation in the field of
energy. Also, representatives of Government of Montenegro and
Government of China signed the Agreement on the economic-
trade cooperation of these two countries, which foresees its
improvement and intensifying through share of know-how
and experience especially in the field of infrastructure, tourism
and visible trade policy.

On behalf of the Government and the Consortium lead by
Investment Bank Montenegro, the contract was signed on buying
and investments in Military-medical centre Meljine.

IMPORTANT EVENTS




CHIEF ECONOMIST REPORT - JANUARY-JUNE 2008

Montenegro signed the Agreement on privileges and immunity
of CEFTA Secretariat.

Representatives of Croatian Ministry of Transport agreed with
transport companies that Montenegrin and Croatian transporters
transport passengers from Montenegro to Cilipi airport near
Dubrovnik and vice versa freely, as well as from Croatia to Tivat
airport.

The shareholders of Montenegrin Electric Enterprise elected new
seven members Board of Directors having five new members.

The Draft of the Law on property rights relations defines that
foreign citizens and enterprises will not have the ight on property
in national resources and goods, agricultural and forest areas,
forests, as well as cultural monuments of special importance.

The Requlation on import of food on entering Montenegro
started to be applied.

Around 150 British investors participated on Montenegrin
Investment Forum in London, where the Project of construction
of the highway Bar — Boljare was presented.









Annex A: Real sector developments

Table 1 - Overview of macroeconomic developments

2007 2008 (chain index)
DESCRIPTION
xixt | v [ [ v [ v v v [vi | ox [ x| x| oxa

Industrial output (index) 106.1 807 1209 952 827 923 1114

Cost of living (index) 100.3 1014 1001 1004 101.2 101.0 1012

Retail prices (index) 100.2 1014 1004 1004 100.8 1009 102.8

Source: Monstat
Table 2 - Industrial output
Contribution 2007 =100 LEVEL INDEX

in 2007. 2008. VI 2008 | VI 2008 | 1-VI2008
2007 v | Vi | I-VI Vi | VI | |-Vl | V 2008 | VI 2008 | I-VI2007
Industry-total 100.0 93.3 88.7 94.6 84.1 93.7 98.4 1.4 105.6 104.0
Mining and quarrying 6.3 89.9 68.1 85.0 949 1218  106.6 1283 1789 1254
Mining and quarrying of en. producting mat. 1.8 71.6 8.5 96.5 785 146.7 119.5 186.9 17259 123.8
Mining of pit coal, lignite and peat 1.8 716 85 96.5 785 1467 1195 186.9 17259 123.8
Mining and quarrying exept energy produc. mat. 45 97.5 92.8 80.2 1017 ms 1012 109.6 120.2 126.2
Mining of metal ores 32 121 92.4 89.0 106.6 n77 1091 1104 1274 1226
Other mining and quarrying 13 62.7 93.7 59.1 90.0 96.7 823 1074 103.2 139.3
Manufacturing 76.4 98.1  106.1 929 889 86.0 89.0 96.7 81.1 95.8
Manufacture of food products, beverages, and tobaco 8.0 97.5 M4 90.4 178 1384 98.0 17.5 124.2 108.4
Manufacture of food products baverages 73 107.3 116.9 917 1188 1495 1023 125.8 1279 m.e
Manufacture of tobaco products 0.7 571 777 1077 286 553 26.6 50.1 712
Manufacture of textiles and textiles products 1.3 1237 751 99.0 757 1625 1381 214.7 2164 139.5
Manufacture of textile fabrics 0.1 116.5 89.8 1194 1534 511 64.3 333 56.9 539
Manufacture of wearing apparel and fur 1.2 124.0 744 98.2 72.3 1674 1414 231.5 225.0 144.0
Manufacture of leather and leather products 0.1 79.1 137.2 69.7 6328 155.1 9079 800.0 113.0
Manufacture of wood and wood products 2.2 83.2 1134 58.3 58.8 84.8 726 144.2 74.8 124.5
Manufacture of paper, publishing, and printing 1.0 919 1497 96.4 79.0 90.8 799 114.9 60.7 829
Manufacture of celulose paper and paper products 04 98.2 157. 84.3 66.0 89.0 67.2 134.8 56.7 79.7
Publishing, printing and reproduction 0.6 864 1432 1070 904 923 91.0 1021 64.5 85.0
Manufacture of chemical products and fibres 6.3 96.1 93.8 83.3 68.2 19.5 70.2 28.6 20.8 84.3
Manufacture of rubber and plastic products 0.1 853 853 11238 25.8 99.2 76.3 384.5 116.3 67.6
Manufacture of other non-metal minerals 6.1 101.7 99.1 99.1 90.6 874 93.4 96.5 88.2 94.2
Manufacture of metal and metal products 489 973 106.7 94.7 89.1 82.2 88.8 923 77.0 93.8
Manufacture of basic metals 457 989 1038 94.6 90.6 834 904 921 80.3 95.6
Manufacture of metals products, exept machinery 32 740 1493 964 68.2 65.6 64.7 96.2 439 67.1
Manufacture of other machinery and equipment 1.6 1090 1090 999 76.8 1244 91.0 162.0 141 911
2“:;:‘::2:” of othermachinery and household 01 1176 2353 1035 659 659 859 1000 280 637
Manufacture of transport equipment 06 1333 1238 92.6 76.7 66.7 91.5 875 539 98.8
Manufacturing N.E.C. 01 1093 88.5 869 1321 91.8 1299 69.5 103.7 149.5
Electricity, gas, water supply 17.3 73.5 19.5 1056 59.2 17.5 1370 198.5 602.6 129.7

Source: Monstat




Table 3 - Industrial production

Total Mining and quarrying Manufacturing Electricity, gas, water supply
Annual | Monthly Annual | Monthly Annual | Monthly Annual Monthly
2000=100 growth | growth [2000=100| growth growth [2000=100| growth | growth (2000=100| growth

rate rate rate rate rate rate rate growth rate

Jan 100.8 -0.1 -174 56.3 21.5 -25.2 85.0 -14 239 1242 0.0 -4
Feb 107.8 35 94 717 74 276 95.4 -1.8 127 1515 -76 23
Mar 1126 -1 23 46.1 -40.1 -356 1233 149 289 1039 279 -359
Apr 120.8 44.7 70 583 34 26.3 17.2 225 -53 1503 155.7 45.1
May 118.1 46.0 22 538 -4.1 -7.8 113.3 15.2 30 1908 374.2 0.2
2004 Jun 119.5 16.5 -03 1014 33 876 117.6 53 16 1296 63.7 -139
Jul 113.6 6.1 -93 1000 -0.7 1.0 1193 13.0 2.8 770 -14.2 -40.6
Aug 100.2 0.2 -6.2 90.4 -571 96 1140 16.5 -3.8 65.2 -9.3 -15.1
Sep 121.9 14.6 106 1643 -7.3 82.1 118.2 19.6 36 74.5 12.3 13.9
Oct 1123 7.3 14 1021 -1.7 379 1234 9.0 45 1733 39 144
Nov 123.8 194 10.1 88.3 -0.3 37 1216 16.3 -5 1404 325 64.7
Dec 156.5 283 266 166.9 122.1 882 1281 25.7 154 1984 204 41.5
Jan 114.2 133 -27.0 61.5 9.3 -63.0 101.1 19.0 278 1306 5.1 -16.3
Feb 1019 -5.5 -8.7 42.8 -404 -304 1042 9.2 34 1141 -24.7 -26.7
Mar 117.6 4.5 13.1 83.8 81.7 96.1 117.6 -4.6 126 1292 244 5.8
April 105.8 -124 -10.3 61.6 57 -26.5 114.6 2.2 29 95.3 -36.6 -26.1
May 114 -5.7 54 703 30.8 14.3 119.2 5.2 43 1295 -321 75
2005 Jun 157 -3.2 23 1084 70 534 1220 37 0.2 1003 -22.6 -19
Jul 125.0 10.1 41 106.0 6.0 -19 1371 14.9 139 79.0 2.7 211
Aug 116.7 16.5 1.5 1294 431 220 1330 16.7 10.1 67.8 4.0 1.7
Sep 133.2 9.3 38 1461 110 131 129.1 9.2 3.1 92.1 236 353
Oct 110.2 -19 90 1012 -09 -30.7 1201 2.7 -69 1754 1.2 -11.5
Nov 1209 24 9.3 74.3 -159 -26.7 118.1 29 -69 1423 14 65.0
Dec 1234 21.2 2.2 116.1 -304 55.5 1114 -13.0 33 1294 -34.8 -9.0
Jan 120.7 57 21 93.0 513 -195 1005 -0.6 -176 1449 1.0 425
Feb 106.7 4.7 -9.5 91.8 114.8 -13 96.0 -79 -4.1 139.8 226 -19.0
Mar 121.2 3.0 1.3 90.5 8.0 14 1188 1.0 233 1387 7.3 -74
Apr 105.0 -0.8 -13.7 70.8 14.9 218 1142 -0.3 -4 89.8 -5.8 351
May 114.3 2.6 9.0 90.0 279 271 118.7 -04 4.1 138.3 6.8 21.8
2006 Jun 117.9 19 1.6 96.3 -11.2 6.6 1244 2.0 26 1062 59 29
Jul 138.0 104 -0.2 96.8 -8.7 08 1403 24 1.7 1292 63.5 -6.3
Aug 112.2 -39 -6.2  108.0 -16.5 117 1208 -9.2 2.5 753 1.1 -24.2
Sep 126.2 -53 55 1243 -149 153 1292 0.1 6.9 721 217 -44
Oct 1049 -4.8 -85 82.8 -18.2 -333 1207 0.5 -6.5 139.1 -20.7 -5.2
Nov 1215 0.5 15.5 884 19.0 6.5 1287 9.0 6.7 1106 223 61.7
Dec 126.2 23 4.0 100.3 -13.6 129 1168 4.8 -0.7 1298 03 17.5
Jan 976 -19.1 231 69.6 -25.2 -30.2 112.0 11.5 -13.0 52.2 -64.0 -489
Feb 109.2 24 15.0 85.2 -7.2 224 1072 1.7 -33 1225 -124 97.3
Mar 1231 1.6 10.5 92.2 1.8 8.1 1214 2.2 128 1391 03 6.0
Apr 110.6 54 -10.5 90.0 271 24 1167 2.2 -40  100.1 1.5 -27.8
May 107.2 -6.2 29 86.2 -4.2 -42 1269 6.9 89 75.0 -45.8 -40.8
2007 Jun 103.5 -12.2 -4.9 65.5 -32.0 242 1401 12.6 8.1 15.6 -85.3 -73.6
Jul 121.2 -12.2 -0.1 94.1 2.7 439 1469 4.7 -55 35.8 -72.3 759
Aug 1175 4.8 1.8 1054 24 12.1 142.7 18.1 10.0 369 -51.0 343
Sep 123.9 -1.8 -1 171 -5.8 113 1398 8.2 2.2 36.6 -49.3 -1.2
Oct 134.1 278 19.1 1249 509 6.7 151.6 256 86  180.2 29.6 142.2
nov 128.5 5.8 -44 1594 80.3 274 1266 -1.6 -164 1233 1.5 391
dec 1359 77 6.1 60.4 -39.8 -62.3  129.0 10.5 1.6 1444 1.3 17.2
Jan 110.4 131 -19.3 994 429 66.0 1217 8.6 -14.5 65.1 24.8 -42.6
Feb 1299 189 209 1325 555 332 107.0 -0.2 -1 190.1 552 145.2
2008 Mar 126.1 24 -48 1046 13.5 211 124.8 2.8 16.1 1384 -0.5 -32.0
Apr 104.8 -53 -17.3 68.2 -24.2 -34.8 111.7 -4.3 -10.7 96.9 32 -29.8
May 96.6 -99 77 91.0 56 333 115.0 -94 33 60.4 -19.5 -50.7
Jun 109.3 5.6 114 117.2 789 283 113.6 -189 -33 94.1 502.6 98.5

Source: Monstat and CBM calculations




Table 4 - Industrial output

2008.

o Jw v | v ]wvifvn|vm| x| x| x|xn

Chain index

22007 = 100

Same month in the previous year
The same period in the previous year

80.7 1209 952 827 923 1114
956 1156 1101 911 841 937
1131 189 1024 947 901 1056

116.3 1111 1071 103.8 104.0

Table 5 - Retail prices

Clon [ v v v v v x| x [ x| xi

Chain index

© 2007 =100

Same month in the previous year
The same period in the previous year
December 2007 = 100

1014 1004 1004 1014 1004 1004
1054 1059 106.3 1054 1059 1063
108.3 108.8 108.8 1083 108.8 108.8

108.5 108.6 108.5 108.6
1014 1019 1023 1014 1019 1023

Table 6 - Cost of living

Clon [ v v v v v x| x [ x| xu

Chain index

22007 =100

Same month in the previous year
The same period in the previous year
December 2007 = 100

1014 1001 1004 101.2 101.0 101.2
105.8 106.0 1064 1077 108.7 110.0
1079 108.0 1082 1091 1095 1114

1079 108.0 1082 108.5 108.8
1014 101.6 1020 103.2 1042 1054

Table 7 — Producers’ prices of manufactured products

Clon [ v v v v v x| x| x| oxi

Chain index

22007 =100

Same month in the previous year
The same period in the previous year
December 2007 = 100

1021 100.8 102.8 100.5 1011 1055
106.2 1071 1101 1107 1119 1181
1.6 1116 1127 115 132 1191

1.6 1120 1119 1121 1133
1021 1029 1059 1064 1076 1136

Source: Monstat




Table 8 - Prices

Producer’s prices of

Retail prices Cost ofliving manuf. products

Total Goods Services Total Total

Annual | Monthly | Annual |Monthly| Annual | Monthly | Annual | Monthly | Annual |Monthly
growth | growth | growth | growth | growth | growth | growth | growth | growth | growth

rate rate rate rate rate rate rate rate rate rate
Jan 203 17 19.0 06 265 69 183 13 73 06
Feb 19.7 09 18.7 11 245 03 180 13 6.0 11
Mar 19.8 06 19.2 08 223 00 182 09 79 10
Apr 208 16 206 20 216 0.1 19.7 20 71 -0.2
May 213 14 211 16 219 03 194 17 6.6 0.4
5002 | 2un 207 0.8 212 09 18.2 02 191 0.8 38 24
Jul 194 0.1 207 0.1 135 02 176 1.0 24 -03
Aug 173 03 182 03 130 08 158 04 09  -06
Sep 16.1 09 169 0.8 126 14 155 09 38 14
Oct 15.7 03 16.4 03 12.7 02 151 0.2 42 -01
Nov 12.8 03 124 0.0 147 19 110 0.1 39 0.1
Dec 94 01 87 0.1 12.7 00 92 05 07 -03
Jan 84 0.8 34 03 84 2.8 84 05 07 -0
Feb 8.0 05 7.5 0.2 103 21 7.2 0.1 15 0.0
Mar 8.0 06 6.8 0.1 13.8 32 6.5 0.2 07 18
Apr 97 32 8.1 32 173 32 77 31 38 38
May 85 0.2 6.6 0.2 174 04 6.1 0.2 29 0.0
5003 |Jun 8.0 03 6.0 0.4 171 00 6.6 13 6.7 09
Jul 83 03 58 -02 19.8 24 6.9 0.8 72 0.2
Aug 8.0 0.1 57 0.1 189 00 6.7 0.2 79 0.0
Sep 74 03 52 04 174 0.2 6.3 05 6.7 04
Oct 71 0.1 50 0.1 172 00 6.3 0.2 70 0.
Nov 6.8 0.0 50 0.0 15.1 0.0 6.4 0.1 73 0.2
Dec 6.7 0.0 5.1 0.2 143 -07 6.2 03 8.2 06
Jan 52 0.1 4.2 0.1 103 02 52 0.1 63 0.
Feb 57 05 45 0.2 11 23 54 0.2 69 0.5
Mar 55 0.1 49 0.1 84 02 58 0.1 87 33
Apr 23 0.1 17 0.2 50 0.0 26 0.0 6.3 06
May 27 06 17 0.2 74 26 28 04 6.7 03
5004 |Jun 24 00 13 00 75 0.1 09 06 55 -04
Jul 21 00 15 -0 50 0.1 09 -0.7 57 0.2
Aug 21 0.1 14 0.1 50 00 0.8 0.1 6.0 03
Sep 20 0.2 12 0.1 52 03 03 0.0 49 -06
Oct 24 05 13 0.2 71 18 03 03 46 01
Nov 25 0.1 12 0.1 78 00  -01 0.1 40 0.0
Dec 43 1.8 11 -0.1 18.1 95 15 16 36 -04
Jan 37 0.1 09 0.1 165 0.0 12 0.1 36 0.1
Feb 35 0.1 09 0.1 150 0.0 12 0.1 33 0.2
Mar 36 0.2 10 0.2 15.2 02 13 0.2 25 22
April 39 04 13 04 156 03 18 05 04 -5
May 36 0.2 14 03 12.8 0.1 20 06 0.5 0.5
5005 |Jun 38 0.2 16 0.2 13.2 04 29 03 17 08
Jul 35 02 13 -03 131 0.0 27 1.0 15 0.0
Aug 35 0.1 13 0.1 131 0.0 27 0.2 13 0.1
Sep 37 03 14 03 132 03 32 04 21 0.2
Oct 33 0.2 14 0.2 14 03 32 03 21 -0.1
Nov 34 0.1 15 0.1 14 0.0 38 06 22 0.1
Dec 18 0.1 1.8 0.1 18 0.0 24 0.2 35 08
Jan 26 0.2 2.8 03 16 0.0 29 03 31 0.1
Feb 23 0.1 25 0.2 16 00 29 03 238 04
Mar 20 0.1 22 0.1 15 0.1 28 0.2 23 10
Apr 21 06 23 07 10 0.1 31 07 38 04
May 22 03 25 04 09 0.0 33 0.7 39 0.2
5006 |2un 23 0.2 26 0.2 08 0.1 31 0.1 36 0.5
Jul 23 02 26 -02 09 0.0 33 1 36 0.0
Aug 23 0.2 24 0.1 16 07 33 03 38 0.2
Sep 17 0.1 17 00 18 03 27 03 43 07
Oct 17 0.0 16 -0 20 05 28 04 41 04
Nov 19 0.1 19 0.1 20 0.0 27 03 41 0.2
Dec 20 0.2 20 0.2 20 0.0 28 03 20 04
Jan 18 0.2 18 03 20 0.0 26 03 17 0.6
Feb 18 0.0 17 0.0 22 03 24 0.1 3] 10
Mar 2.0 03 2.0 04 22 00 24 0.2 56 25
Apr 2 07 22 0.8 2.0 00 23 04 72 16
May 22 03 22 04 21 0.0 23 06 67 -0
5007 | 2un 22 0.2 2.2 0.1 24 04 16 06 6.6 0.2
Jul 47 23 50 26 31 0.8 42 17 111 48
Aug 45 0.1 50 0.1 24 0.0 46 06 107  -04
Sep 6.4 19 59 0.8 86 6.3 6.5 21 99 0.2
Oct 7.0 06 6.7 07 8.0 0.0 69 07 107 03
nov 8.0 10 8.0 13 8.0 0.0 76 10 13.7 29
dec 8.0 0.2 8.0 0.2 8.0 00 77 03 14.5 02
Jan 83 14 75 08 13 39 79 14 116 21
Feb 8.8 04 77 0.1 133 20 8.0 0.1 116 08
5008 Mar 8.8 04 77 0.5 134 0.0 8.2 04 12.7 2.8
Apr 920 0.8 79 09 136 0.2 9] 12 15 05
May 96 09 84 0.8 14.7 10 95 10 132 11
Jun 124 28 1.2 2.8 175 28 114 12 19.] 55

Source: Monstat




Table 9 - Tourism

2007 2008 Index
-VI* Structure
vi 1-vi vi 1-VI %
Total 109,380 261,645 119,351 296,993 113.5 100.0
Arrivals domestic 13,216 52,273 16,660 61,564 17.8 207
foreign 96,164 209,372 102,691 235,429 124 79.3
Total 667,140 1,311,333 770,824 1,628,847 124.2 100.0
Overnights domestic 72,877 256,286 83,718 276,656 1079 170
foreign 594263 1,055,047 687106 1,352,191 128.2 83.0
Source: Monstat
Table 10 - Number of employed and unemployed people
L [ m v [ v [ vt | vm | vin] X X XI Xil
Employed*
2001 114,536 113,500 113,542 113,663 113,943 114,137 114,06 114,024 115077 114,755 114,170 113,744
2002 113,594 113,597 113,953 113,663 113,943 114,137 114,422 113,684 113,526 113,676 113,679 113,425
2003 112,637 112,846 112,317 112,132 111,738 112,648 112905 112,647 111,461 110911 110,387 109,639
2004 108,562 107359 108,634 109,623 109,642 109,863 110,886 111,158 110,049 109,696 110,055 108,228
2004*** 142,081 142,834 142,361 143,224 143,845 146,696 145160 142,634 143447 143113 143992 142,438
2005%** 142,145 142,072 141,298 140,959 142,248 145,852 148,528 146,744 145739 145923 145528 145261
2006%** 144,978 145753 146,554 147517 149,321 151,678 154,723 154,289 154,236 154,652 155156 150,746
2007*** 151,535 152,114 153,140 154,074 156,817 158,190 160,045 158,392 158,164 157458 157739 159,223
2008 160,450 161,105 162,737 162,307 165955 170,146
Unemployed**
2001 81,238 82,158 82453 83,091 82629 82140 81,823 80,686 80952 80668 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 7665 74976 73520 69,735 66951 66,277 67664 71,023 72544 68,625
2004 69573 71419 72378 72202 68993 64,572 60993 60,771 60447 59930 59,387 58,950
2005 59,115 58,774 58,075 57557 56,772 55199 53,683 52494 51,843 51266 49,886 48,825
2006 48639 48,656 49388 48651 45640 42,560 40,220 39093 38919 38747 38892 38,876
2007 39104 39155 38714 37571 35356 33393 32,205 31271 31156 31,569 31,787 31,469
2008 31,323 31469 31,684 30270 30021 29,088

*Source: Monstat
** Source: Employment Agency
*** New methodology applied
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Table 13 - Table Consolidated Public Consumption* in Montenegro

Annex C realized in the period 15t January - 30 June 2008 in EUR million
DESCRIPTION I-X11 2007 | I-V12008

CURRENT REVENUES 1340.7 692.4
Taxes 783.0 4319
Personal income tax 108.1 624
Corporate income tax 39.1 38.0
Property tax 40.2 20.3
VAT tax 393.2 199.6
Local taxes 326 18.1
Excise duties 94.5 536
Tax on international trade and transactions 68.5 359
Other Republic taxes 6.7 4.0
Contributions 3069 147.2
Contribution for Pension and Disability Insurance 173.5 91.7
Contributions for Health Insurance 1255 514
Contributions for unemployment insurance 76 4.1
Other contributions 04

Duties 33.8 21.8
Administrative fees 1.6 8.2
Court fees 8.7 4.5
Residence taxes 0.8 0.2
Local communal taxes 9.3 6.3
Other taxes 35 2.6
Fees 122.8 57.6
Fees for public goods utilization 6.9 4.6
Fees for utilization of natural resources 37 13
Fees for utiization of construction land 2.2 89
Ecological fees 44 1.7
Fees for games of chance 15.7 26
Fees for local roads 4.8 2.1
Tolls 6.5 33
Other fees 785 3311
Other revenues 71.4 271
Receipts from credit repayments 22.8 6.8
CONSOLIDATED EXPENDITURES 1161.4 610.9
Current expenditures 565.3 306.3
Gross salaries and contributions paid by employer 287.8 172.9
Net earnings 166.1 101.5
Tax on earnings 303 194
Contributions paid by employee 452 270
Contributions payable by employer 41.8 224
Surtax on tax 44 2.6
Other personal income 337 13.1
Material and service expenses 158.7 81.1
Current maintenance 30.0 11.9
Interests 279 10.5
Rent 5.6 33
Subsidies 13.9 8.6
Other expenditures 7.8 49
Transfers for social security 299.0 154.1
Social protection rights 39.4 20.8
Redundancies 1.5 49
Pension and disability insurance rights 2286 1169
Other rights in social protection 12.8 77
Other rights in health insurance 6.8 3.8
Transfers to institutions, individuals, non-governmental and public sector 81.2 50.8
Transfers to institutions 385 335
Transfers to non-governmental sector 104 33
Transfers to individuals 19.6 8.7
Transfers to municipalities 0.0 0.0
Transfes to public sector 12.7 53
Capital expenditures 187.4 69.3
Capital budget of Montenegro 16.7
Loans and credits 9.6 6.9
Repayment of guarantees 0.1 0.0
Reserves 19.0 6.8
Surplus/deficit** 179.3 81.5

Source: Bulletin of the Ministry of Finance

*Consolidated public consumption includes Budget of Montenegro, state funds and local self-administration.
** Surplus/deficit as the difference between revenues and expenditures, and if revenues are reduced for borrowings, accepted
transfers, donations and revenues from property sold, and expenditures by repayments of capital in the country and abroad

from debts arising from borrowing and the issuance of securities.



