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Pregled makroekonomskih pokazatelja

2008 | vi2009 [ 9%

REAL SECTOR DEVELOPMENTS

GDP (in current prices in EUR million)* 3,3390 15893
Industrial output index (compared to the same period the year before) 20%  -20.2%
Forestry (compared to the same period the year before) 6.6% -8.2
Construction (compared to the same period the year before-measured by effective working hours)** 20.7% -14.3
Employment
Number of employed people 169,160 178,839
Number of unemployed people 28,366 27113
Inflation rate (compared to December the year before)
Cost-of-living index 7.2%
Consumer prices*** 6.9% 1.2%
RPI 7.3%
Average salary (EUR, without taxes and contributions) 416 466 12.0
MONETARY DEVELOPMENTS (EUR million)
M11
Total deposits 1,990.6 1,757.1 -1.7
Deposits by economy 589.5 440.6 -253
Government deposits 192.6 158.5 177
Central government 299 39.0 30.6
Institutions and agencies of central government 40.1 436 8.7
Funds and municipalities 122.7 759 -38.1
Deposits by financial institutions 193.6 246.8 275
Deposits by households (savings) 856.4 750.3 -124
Deposits - other 158.5 160.9 1.5
Total loans 27976 26338 -59
Loans to economy 1,657.0 15404 -70
Loans to government 303 47.0 554
Central government 5.1 0.1 -98.1
Institutions and agencies of central government 1.1 1.2 11.0
Funds and municipalities 24.1 45.8 90.0
Loans to banks and financial institutions 24.1 17.1 -289
Loans to private citizens 1,037.6 975.6 -6.0
Other loans 48.7 537 10.3
MONEY AND CAPITAL MARKET
Turnover in stock exchanges (EUR million) 160.3 9.6
NEX stock exchange 82.95 38
Montenegroberza stock exchange 774 5.8
Stock exchange indices
NEX20 10,0029 14,1789 4.7
NEX PIF 58446 79983 36.8
MOSTE 469.5 730.6 55.6

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 4.43%
FISCAL DEVELOPMENTS (EUR million)
Current incomes**** 1,5154 586.5
Expenditures**** 1,464.5 572.1
Surplus/deficit 509 144
Foreign debt without debt of public enterprises (in EUR million) 481.7 5533
Public debt without debt of public enterprises (in EUR million) 413.0 450.3
EXTERNAL DEVELOPMENTS
Current account balance (EUR million) -1,005.66  -393.84
Trade balance -1,489.60 -466.12
Balance of services 403.08 45.01
% of trade deficit/other balances coverage 3249 15.51
Current account balance in % of GDP -30.12 -24.78

* Estimate of the Ministry of Finance (EFP 2008-2011) for 2008 and the Analysis of realization of Economic Policy for Montenegro in the first half 2009.
** Preliminary data for first six months of 2009

*** |t is the only inflation measure since January 2009

**%% Current revenues and expenditures of budget, state funds and local self-administration.






MACROECONOMIC OVERVIEW

The first half of the year was characterised by adverse
trends, since the effects of the global financial crisis
largely transferred to Montenegro. GDP declined, as well
as its most important components such as industrial
production, forestry, construction, transport, tourism,
and difficulties in publicfinances were present. Declines
in the inflation rate and the current account deficit, an
increase in FDI inflow, and employment growth could
be mentioned as positive trends. However, it should
be noted that these adverse trends are not limited to
Montenegro alone, but they characterize the majority
of other countries in the region. Globally, the first
signs of recovery of the most developed economies
can be seen, and that will definitely have an impact
on the Montenegrin economy as well. Therefore, it
is reasonable to expect a slight improvement in the
situation in the second half of the year, particularly if
the construction of the announced highway begins,
recapitalization of EPCG is successfully completed, and
the third quarter brings more tourist arrivals.

The CPl inflation amounted to 1.2% in the first six
months of this year, while the annual inflation rate was
2.8%. This positive trend was largely the consequence
of the global financial crisis. The core inflation rate was
somewhat higher and the annual rate at end-June
amounted to 4%. Although it is realistic to expect
somewhat higher prices in the second half of the year,
the inflation rate in this year should not represent a
problem.

Bank’s liquidity slightly improved as compared to
the year-end, but it is still worse when compared to
June of the previous year. However, daily and ten-
day liquidity in all banks, except in one, was higher
than the prescribed minimum. The issue of “crisis of
confidence” in the banking system was resolved in

the second quarter, which was evident by the growth
in household savings in June. A decline in corporate
deposits was not due to mistrust, but deteriorated
liquidity and difficulties the economy is facing. Our bank
survey showed that 83% of total amount of decreased
deposits was used for loan repayments. This means
that money has not left the banks but it was used for
loan repayments since the economy has not had other
sources to meet its credit obligations towards banks.
A decline in market concentration was also evident in
the banking system, indicating intensified competition
in this part of the Montenegrin economy.

Lending weighted average effective interest rate as
at end-June this year amounted to 9.38%, being 0.02
percentage points lower as compared to the year-end,
i.e. 0.15 percentage points higher when compared
to the end of June of the previous year. Therefore,
it can be concluded that interest rates were mostly
stable, showing only slight oscillations. Interest rates
on short-term loans are increasing, while interest rates
on long-term loans are decreasing. In that respect, the
conclusion can be drawn that the current difficulties
brought higher interest rates for short term funding,
buta downward trendin interest rates can be expected
upon the crisis ending. Interest rates on retail loans,
although decreasing, are still higher in relation to
interest rates on corporate loans.

Industrial output in the first six months of the current
year was 20% lower in relation to the same period of
the previous year. This has been the lowest semi-annual
ratein the last fifteen years. The problems were mostly
concentrated in individual sectors of manufacturing
industry like metal, textile, wood, tyres and plastics
industries, etc. The problems in the metal industry
“withdrew”, as did a low level of mining production.

MACROECONOMIC OVERVIEW
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Growth was evident in energy production, and chemical
and food industries.

The number of tourists that visited Montenegro was
7.3% lower in the first six months, i.e. the number of
overnight stays declined by 9.1%. The global financial
crisis largely affected the global tourist flows, as noticed
in Montenegro, although a slight improvement could
be expected in the third quarter. It is positive that
almostall tourist companies and hotels will get through
this year although the majority of them were in very
unfavourable situation at the beginning of the year.
Lessons should be learned from the problems present
in this year and prepare on time for a successful tourist
season next year.

Afall in activities in forestry amounted to 8%, and a
decline in transportation services is evident. Based
on preliminary data, the value of effected works in
construction was 21% lower, and the level of activities
in this sector measured by effective working hours
decreased by 14%.

Positive trends were evident in the labour market
where the number of employees in the first six months
increased by 5.3% compared to the same period of the
previous year. The number of unemployed persons was
7% lower. Although Montenegro is one of few countries
that managed to increase employment in the crisis
period, it is reasonable to expect that this trend will
change in the second half of the year, particularly if
the problem of a surplus of employees in the metal
industry and the mining sector is resolved.

Salaries increased 9.8% in the first six months, and
salaries without taxes and contributions rose 15.6%.
Although this trend is significant, bearing in mind
the level of the living standard, it still represents
a concern. To wit, in the conditions where GDP the
level of economic activity are declining, the growth
in salaries means a decrease in competitiveness of the
domestic economy, anincrease in expenditures, and a
more difficult position of the economy which is largely
affected by the crisis.

The current account deficit is declining. Due to the
global financial crisis imports and exports decreased
(39% and 38%, respectively). The current account
deficit amounted to EUR 393.8 million in the first six
months, being 41% lower than last year. Although it
is obvious that we will be in a much more favourable
position than last year, the deficit will be still high,
amounting between 15% and 20% of GDP at the end
of the current year. The structure of exports is still
unfavourable and raw materials and low processing
products are prevalent. It means that after the global
financial crisis has ended, the problems with a high
visible trade deficit could appear again.

Foreign direct investments are still high and the net
inflow of foreign direct investments in the first six
months amounted to EUR 323.5 million or 1% more
than in 2008. It is likely that the last year’s record
inflow of foreign direct investments will be exceeded
this year. If so, Montenegro could be one of the rare
countries, globally speaking, that has managed to
increase FDI inflow in the crisis period. On the other
hand, unfortunately, portfolio investors have been
withdrawing due to the crisis impact, so there are
capital outflows on this basis.

As for the capital market, it is very difficult to draw
any firm conclusions, since the situation in this part
of the market was dominated by one big investment.
Bearingin mind very low prices of shares of the majority
of companies, as well as a gradual improvement of
global stock exchanges, it is reasonable to expect a
gradual improvement of condition in this market in
the following period. Almost all stock exchanges in
the region have experienced turnover decline, but
also an increase in the stock exchange indices, which
points to a mild optimism and still unstable situation
in this market.
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1.1. Gross Domestic Product

According to data of the Montenegrin Ministry of Finance,
GDP in the reporting period amounted to EUR 1589.3 million,
representing a fall of 3.5% in relation to the same period of the
previous year. Negative movements were also seen in almost all
industries important for the GDP movement. Industrial output
and almost all parts of the transportation industry recorded a
big fall in the first six months of this year. The size of activities
in forestry and construction decreased, as well as number of
arrivals and overnight stays of tourists.

Table 1.1 — Estimated GDP (in EUR million)

Jan - June 2009 | Real rate
GDP 1589.3 -35

Source: Ministry of Finance

Fall in economic activities in the reporting period has not still
largely influenced the movements and indicators of the labour
market. This period is characterised by the increased number
of employees by 5.3% compared to the same period last year
as well as decreased number of unemployed persons by 7%.
Due to negative economic developments, changes in trends
are possible by the end of the year.

1.2. Activities

1.2.1. Industrial output

Industrial output in the first six months 2009 fell by 20.2%
in relation to the same period last year. The problems evident
in manufacturing industry particularly in the area referring to
the production of basic metals (aluminium production) largely

influenced on the fall in overall industrial output. In addition to
this, production was reduced (in some months the interruption
of production also occurred) in sub-sector of excavating other
raw materials, which finally resulted in high negative rate. In
period of the last fifteen years, this was the lowest rate. Rates
below -10% for the period of six months (year-to-year period)
were noted in 1995 (-16.7%), they were also noted in 2002
(-10.9%), and in 1994 (-10.6%). The increase in production
was evident only in the production of electricity, gas and water
supply by 28.1%.

The decline in nine sub-sectors of manufacturing industry was
evident in the first six months of this year, in relation to the
same period of the previous year, which made up 54.6% of total
industrial output. Observed by individual sub-sectors, the largest
fall was in sub-sector of textile and textile products by 91.3%,
in the sub-sector of manufacturing industry, in other products
(-63.6%), manufacturing of wood and wood products (-49.3), as
well asin the production of tyres and plastics (-46%), production
ofbasic metals and metal products (-44,6%), manufacturing of

Graph 1.1 - Industrial output, annual rate
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products of other non metal minerals (-40.8%), manufacturing
of leather and products of leather (-15%), manufacturing of
means of transport (-11%) and production of machines, devices
and other (-0.3%).

Continuous problems following the activities of Aluminium
Plans (KAP) reflected on the decline in production of basic
metals, which made up 41.3% of total industry. In addition, it
created problems in activities of manufacturing factories (Prerada,
Kovacnica), as well as problem of activities of Bauxite Mines. The
Government of Montenegro prepared social and development
programme to provide funds for severance payments and loans
for self-employment to employees becoming redundant. The
economic sustainability and continuance of production in KAP will
depend on several factors, such as drastic decrease in number of
employees, restructuring, reduction in production costs through
subsidising electric energy prices, etc.

The production growth was evident only in three sub-sectors:
food products, beverages and tobacco that increased by 0.5%,
paper production, publishing and printing thatincreased by 9%
and production of chemical products and fibres, which increased
by 26.2%. The area of manufacturing of food products and
beverages (9.1% share in overall industry) grew by 0.4% in the
reporting period. Thisis the area where special attention should
be paid in the following period due to available potentials and
possible investments. To wit, the loan and grant of USD 19.7
million were provided to the Government of Montenegro for the
project“Institutional development and strengthening agriculture
in Montenegro”. A portion of loan and grant (approximately
EUR 7 million) is intended for financing investment in primary
agriculture manufacturing and food industry, which may
influence on the increase in products in manufacturing of food
and beverages. In sub-sector of electrical machines, devices and
household appliances no manufacturing occurred.

Graph 1.2 - Industrial output by sectors, @ 2000 = 100
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In the mining and quarrying sector, production declined by
52.5%, mostly due to decline in production of extracting metal
ore by 874%, which is directly connected with the problems
of aluminium production and KAP activities. In relation to the
previous year, the production of hard coal, lignite and peat
increased by 5.2% in the first six months 2009.

The production of electricity, gas and water supply was higher
by 28.1% in the first six months of the reporting period. Higher
production than the projected was reported by hydroelectric
power plants “Perucica” and “Piva“, as well as thermal power
plant “Pljevlja”.

Draft Energy Law and draft Energy Efficiency Law are prepared,
which should be adopted by the third quarter-end this year
after public discussion and obtaining positive assessment of
SEE Secretariat of Energy Community.

Recognising the importance of the project “Year of Energy
Efficiency”, Podgorica is included as capital in the project
“Sustainable Development of Cities” along with Zagreb, Sarajevo
and Skopje, to establish energy management system locally.

Following industrial output trend (Graph 1.3), in very long run,
thereis a positive trend with respect to indices, while a slowdown
of trend was evident in the first quarter and extreme fall was
evident in the second quarter 2009.

Graph 1.3 - Industrial output - trends
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1.2.2. Tourism

Negative trends have continued in the tourism sector during the
first quarter, and according to information from Monstat, 275.8
thousand tourists visited Montenegro in the first six months of
this year, representing 7.3% less than in the same period last year.
Lower number of visitors was registered in all tourist destinations,
whereas it decreased by 7.2% at the Coast, by 3.3%in the North,
and by 6.1% in Podgorica. The number of arrivals of domestic
tourists declined by 20.2%, and the number of foreign tourists
fell by 3.9%. The majority of tourists were from Russia (11%),
as well as from neighbouring states Bosnia and Herzegovina
(7.2%) and Serbia (22.7%).

The number of overnight stays of 1481.2 thousand was lower
by 9.1% than in the same period of the previous year. Domestic
tourists made 210.6 thousand overnights, which was by 23.8%
lower than in the same period of the previous year. Foreign
tourists recorded 1270.6 thousand overnights representing
a decline of 6.1%. The number of overnights declined in all
destinations being by 8.1% lower in the Coast, by 17.6% in the
North, by 20.9% in other tourist places, and by 15.8% in the
(apital of Montenegro.

Smaller number of overnights in the first six months was
reported by tourists from Germany (-10.7%), Norway (-19.1%),
Sweden (-27.5%), Czech Republic (-30.7%), Austria (-76%) and
tourists from the region such as tourists from Serbia (-15.3%),

Graph 1.4 - Tourist arrivals in period
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Graph 1.5 - Structure of tourist arrivals by
places
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Graph 1.6 — Tourists overnights in period
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Bosnia and Herzegovina (-10.3%), Macedonia (-8.9%) and
Slovenia (-5.29%). However, there are positive statistical indicators
of overnights reported so that the number of overnights of tourists
from France (18.6%), ltaly (38.6%), Turkey (36.8%), Hungary
(87.2%), Poland (4.1%), Albania (40.6%) and Croatia (24.5%)
increased. After the negative trends that occurred in the first
quarter, the increase in overnights of tourists from Russia of
26.3% was recorded.

Promotional activity that started in the first quarter this
year has been intensified during the second quarter, and the
promotion of tourist offer at regional market was commenced.
The presentations within this year “Road show” were held in Nis,
Novi Sad, Subotica, Zrenjanin, Kraljevo, Cacak and Kragujevac,
which completed the first part of presentations held in Serbia.

Since 5th May this year, the second part of presentations has
started in Sarajevo, where the representative office of the National
Tourist Organisation of Montenegro was opened, then followed
the presentations during the fair held in Tuzla and presentation in
Banja Luka, which completed the presentations at the territory
of Bosnia and Herzegovina. In period from 6th- 8th May this
year, the tourism fair was held in Pristina, where NTO MNE
participated in cooperation with municipality of Ulcinj. At the
territory of Macedonia, the presentation was held on 11th May
and afterthat, the presentations were held in Slovenia (Ljubljana
and Maribor).

Presentations of Montenegrin tourist offer were held in June
in Tirana, Moscow, Paris, Budapest and Belgrade, where the
representative office of the National Tourist Organisation was
opened. Presenting new quality and new offer of Montenegro
adjusted to the conditions of current global economic crisis,
the presentations were focused on attracting higher number
of tourists from emitive markets.

Atone of the leading international tourism fairs of MICE (Meetings,
Incentive, Conventions and Congresses, Events and Expositions),
“IMEX 2009", which was held in Frankfurt from 26th to 28th
May, Montenegro Convention Bureau presented its “MICE” offer.
Moreover, this type of tourism is extremely important since it
influences on the extension of tourist season and on the increase
in income from tourism.

Theinvestment possibility of Montenegro highlighting Greenfield
projects, particularly current tenders for valuation of tourist
potentials, has been presented for the first time within one of
the largest fairs of investment potential in the world “Cityscape
Abu Dhabi”.

With a view of developing parts of tourist offer “Hiking and
Biking”, the arrival of 18 specialised tour operators from most
important issuing markets, which represent key markets for this
type of offer (Germany, Sweden, Finland, Great Britain, France,
USA, Benelux countries and Scandinavia) was organised in June.
The arrival was focused oninclusion of tourist offer of Montenegro,
i.e. its part concerning “hiking & biking” into the programmes
and catalogues of these specialised tour operators.



Box 1.1 — Crisis in tourism sector — trends in individual European countries

After positive trends of main indicators of this sector that occurred in the last decade, u the decreased in demand

for travels and tourism in most countries occurred under the influence of global crisis. Based on World Tourist
Organisation (UN WTO), overall decline in the first four months 2009 in Europe was estimated to be 10% in relation
to the same period of the previous year. What is unusual, based on preliminary UN WTO data, is that four-month
decline in international arrivals was equally represented in all European regions.

According to the date, only France (-13%) and Austria (-3%) in Western Europe deviate with more than 2% from
the average, whereas trend for France was based by UN WTO only on the hotel performances. Austria had the best
results in 2008 at sub regional level (as well as Denmark), but monthly data in 2009 can give wrong picture since
without increase of 42% in April, the results could be much worse.

Graph 1 - International arrivals and overnights in
European destinations since beginning 2009*
(% of change in relation to the same period 2008)
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with serious two digit decline reported in
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and Russia (without the decline in Hungary).
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are significant differences in monitoring data
for this sub-region.

In South Mediterranean Europe (-10%) an
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1.2.3. Forestry

In the field of forestry, a total of 71489 m’ of wood products
were produced in the first six months this year, which was by
8.2% less than in the same period of the previous year. One of the
reasons for the decline in this industry is insufficient investments

Netherlands

results occurred in Spain (-12% in May) and
Portugal (-14%) were mostly due to poor visit
from Great Britain. The largest Spanish tour
operators had decline of 30% in the sale of
arrangements.

Romania

The decline of indicatorsinall countries shown
was evident (exceptin Serbia where the data
on arrivals is given), but more clear review
and movements in tourism will be known at
the end of the season, and /or year.

and utilisation by concessionaries. Law on state property which
was adopted in February, requlated the conditions for concluding
long-term lease contracts (in January Montenegrin Government
amended draft Law on Concessions and limited timeframe for
their assignment).

REAL SECTOR DEVELOPMENTS
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Within the project “Formulation and Implementation of the
National Action Plan for Fight against lllegal Cutting and other
Illegal Forestry in Montenegro”, which is funded by the World
Bank, two workshops were held in April “Mechanisms of forest
monitoring and control for the prevention of illegal cutting” and
“Monitoring and evaluation ofimplementation process of National
Action Plan”. The workshop was organised in April in Podgorica
with the support of Fodemo project, where the size, objectives,
draft methodology and institutional structure for the national
forest inventory in Montenegro was presented.

Due to extremely difficult situation in this sector, forest companies
from the north of Montenegro (nine of them) submitted at the
beginning of April to the Ministry for economic development a
request to reduce concession fees.

1.2.4. Construction

According to the preliminary information (the final information
is only for the first quarter) for the first six months of this year,
the value of completed constructions amounted to EUR 1004
million being lower by 21.3% in relation to the same period of
the previous year. The construction activity measured by effective
labour hours declined by 14.3%. Based on the information from
Monstat, the value of new contracts on buildings amounted to
EUR 15 million being 73.2% lower, and the value of new contract
on other buildings amounted to EUR 34 million, or 49% lower than
in the same period of the previous year. Quarter-on-quarter, the
value of contracts on buildings was lower in the second quarter
by 849% in relation to the first quarter of the current year, while
the value of contracts on other buildings increased by 83.4%,
due to the contracted works concerning traffic infrastructure,
pipelines, pools and the like.

At the beginning of April, public debate on draft of the Strategy
for the development of construction until 2020 was completed;
this will have crucial importance for the development of this
sector in Montenegrin integrations in EU.

1.2.5. Transportation

According to data from Monstat, in the first six months 2009,
road passenger transport decreased by 8.8% in relation to the

same period of the previous year. Road cargo transport recorded
anincrease of 10.5% being the only part of transportation, which
recorded positive result in the observed period.

In June, representatives of Montenegrin Government and Croatian
consortium “Konstruktor”, signed a Concession Contract for
the construction of highway Bar-Boljare after harmonisation
of all elements concerning designing, financing, construction,
management and maintenance. In addition, Agreement between
the Government of Montenegro and Government of Slovenia was
signed on international road passengers’ and cargo transport.

Railway passengers' transport declined by 14.1%n the observed
period, and cargo transport declined by 49.8%.

Representatives of Montenegrin, Serbian and talian Governments
signed in June Memorandum on Understanding on development
of technical and economic feasibility study for the reconstruction
of railway from Bar to Belgrade.

Total turnover in ports was 739.2 thousand tonnes, which was
23.2% lessinrelation to the same period in 2008, where 40.3%
referred to exports, and 58% referred toimports. Exports declined
in this period by 13.5%, and imports by 29.4%.

In addition, air transport recorded negative results in the first six
months. During the first six months this year, 362.8 thousand
passengers were transported, 18.5% less than in the same period
of the previous year, and transport of cargo declined by 50.9%.

Graph 1.7 - Road passenger’ transport
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The expansion of platform of general aviation at Tivat airport
was completed in this period, which significantly increased its
possibilities of receiving flights. Overall investment amounted
to EUR 2.5 million, and safety of the airport was strengthened
through the construction of these facilities as well as the quality
of servicing planes.

On the occasion of establishing flight Sarajevo — Podgorica —
Skopje, Bosnian national air company BH airlines, in cooperation
with general sales representative for Montenegro, Oki air
international, organised promotional flight Podgorica — Skopje
— Podgorica. In addition, at the beginning of summer tourist
season, Montenegrin national air company “Montenegro airlines”
opened reqular flight Tivat—Skopje-Tivat, for which there is
interest of Macedonian citizens.

Graph 1.8 - Air passenger transport
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1.3. Prices

The inflation measures by consumer prices amounted to 1.2%in
June in relation to the previous year-end. In this period, prices of
alcohol drinks and tobacco increased by 5%, transportincreased
by 4.5%, communications by 5.2% and prices of restaurants and
hotelsincreased by 9.1%. The annual growth in consumer prices
amounted to 2.8% in June, while the annual rate in June last year
amounted to 9.9% measured by consumer prices, i.e. by 11.4%
measured by the cost-of-living index. The annual inflation of
2.8% was due to extremely high base of the previous year and
decline in prices in June this year.

The prices of individual food products declined in the first six
months of this year, of which vegetables prices declined by 7.6%,
oil and fats by 12.1%, beverages by 1.7%, while meat prices
increased by 2.2% and fruit by 19.1%, which resulted in the
increase in category “food and beverages” of 0.4% and its share
in overall inflation of 13.2%. The prices of alcoholic drinks and
tobacco recorded a significantincrease of 5%, which resulted from
theincrease in tobacco prices 0f 6.9% due to the increase in excise
liabilities on cigarettes and other tobacco products at the beginning
of the year. The prices of transport (4.5%) recorded the largest share
in overall inflation of 35.9% due to the increase in fuel and lubricant
prices of 2.2% and transport services prices of 11.8%. The increase
in prices from the group “communication” of 5.2% resulted from
the increase in postal services and telegram prices that, through
the contribution of 0.3%, recorded a share of 27.2%. The prices
from the group “restaurants and hotels” with theirincrease 0f9.1%
(it refers to the accommodation prices for students’ dormitory),
recorded a share of only 0.4% in overall inflation due to small
weighted structure. In this period, prices of the group “clothes
and footwear” and “education” declined by 0.6%, and prices of
the group “household furniture and equipment” by 2.8%, while
prices from the group “education” has not changed.

The annual rate of base inflation in June amounted to 4% being
higher by 1.2 percentage points of overall inflation. Although
the annual inflation trends “calmed down’”, base inflation in
June had higher annual rate due to the increase in prices of
almost all groups of food products as well as the prices of
other groups of products determining annual base inflation.

Graph 1.9 - Consumer prices
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Graph 1.10 - Comparison of overall
inflation and base inflation

Graph 1.11 - Annual inflation in selected
countries, June 2009
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The movement of annual rate of overall and base inflation can
be seen in graph 1.10, where the calculation of base inflation in
2008 was done based on the basket of cost-of-living products,
while the basis for the base inflation in the first six months 2009
were consumer prices.

The annual increase in consumer prices in June amounted to
2.8%, and the largest annual growth was recorded by prices
from the group “housing” (12.1%), “alcohol drinks and tobacco”

Source: National Statistical Bureaus and Eurostat

(6.3%), “restaurants and hotels” (9.1%), “communications”
(4.9%). The largest annual fall was recorded by prices from the
group “transportation” (-9.9%), mostly due to the fall in prices
of liquid fuels and lubricants by 24.7%.

Comparing annual inflation in Montenegro and selected countries,
the highest annual rate was recorded by Latvia (3.1%), Hungary
(3.7%), Lithuania (3.9%), Poland (4.2), Romania (5.9) and Serbia
(8.3%).

Table 1.2 - Share of individual groups in total inflation

Weights | VI09/XII08 |  Rate |Contribution Shfr:;a':iézta'
3 TOTAL 10000 101.2 1.2 1.2 100.0
E Food and beverages 4249 1004 04 0.2 13.2
E Alcohol drinks and tobacco 483 105.0 50 0.2 19.1
§ Clothes and footwear 822 994 -0.6 -0.1 4]
2 Housing 1277 101.7 17 0.2 17.0
g zgji;ergglrifum'twe and 542 972 238 -02 120
EI Health 225 100.8 0.8 0.0 1.5
E Transportation 995 104.5 4.5 04 359
; Communication 660 105.2 52 03 272
E Culture and recreation 293 994 -06 0.0 -14
g Education 20 100.0 0.0 0.0 0.0
E Restaurants and hotels 5 109.1 9.1 0.0 04
"'E‘ Other goods and services 429 101.0 1.0 0.0 33
(%]
Source: Monstat and (CBM calculations




In Euro area annually, the prices declined by 0.1% in June. The
largest decline was recorded in the group “transportation” by
4.8%, while the largest annual growth was recorded in the group
“alcohol drinks and tobacco” (4.4%).

Box 1.2 — Contribution of base and selected groups to total inflation

The objective of calculating contribution of individual groups of products to total inflation is to show the changesin
movement of prices of individual groups of products and impact of such changes in forming total annual inflations.
The prices from groups “agricultural products” and “regulated and partially regulated products” have shown to
be very changeable in the first half 2008. In large number of cases, changes in their movement are due to shocks
on supply side, such as the case with prices of agricultural products and their rapid growth since September 2007
(caused by drought) up to half of the year 2008 when their contribution amounted to approximately 2%, decliningin
the half of the year 2009 to only 0.13%. The second group of products (regulated and partially regulated products),
where fuel prices were extremely cyclical due to increase in crude oil prices in the first half of 2008 and electricity
prices (increase in prices in June and December 2008) had the largest contribution in June 2008 (6.1%). In that
respect, after calming down of the prices of this group, this contribution reduced to 0.1% in total inflation (2.76%)
in June this year. The prices of the mentioned groups, with the increase of other output costs have impacted on
theincrease in prices of other groups (particularly food) within base inflation which has been largely contributing
to annual inflation rate since August last year.

Graph 1 - Contribution of individual groups (annual change)
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Although oil prices were significantly lower in the fist half of
this year than in the first half of the previous year, they recorded
an increase in relation to the previous year-end. Interruptions
in supplying largest African exporter Nigeria influenced on oil

prices growth as well as political unrests in Iran. Movements on
European stock exchanges also influenced on oil prices growth,
as well as weak US dollar and increasing expectations of global
economic recovery in the following year, which could urge oil
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demand. The average price of reference basket of OPECamounted
t0 50.7 USD/barrel in the first six months, being by 31.4% more
than in relation to prices from December last year. The average
price of Brent in the first six months was 51.6 USD/barrel, being
by 27.8% more than in relation to the price from December last
year. The price of Brent in June this year amounted to 68.55
USD/barrel and in relation to June last year it was lower by
63,89 USD/barrel.

Prices of producers of industrial outputs, declined by 4.8%
during first six months, whereby the prices in manufacturing
industry declined by 7%, the prices from the group “mining
and quarrying” declined by 0.4%, while prices from the group
“production of electricity, gas and water supply” remained
unchanged. The prices of producers of industrial outputs fell by
7.8% on annual basis.

1.4. Labour Market

The number of employees in the first six months of this year
amounted to 172.531 on average, and it was 5.3% higher in
relation to the same period of the previous year, while the number
of employees in June was higher by 5.7% in relation to previous
year-end. Observed by individual sectors, the highest growth
was recorded in the field of construction (21.3%), hotels and
restaurants (20.7%), real estate activities and rental activities
(19.0%), andin transportation, warehousing and communications
(13.19%). A slight increase was recorded in other sectors, while
in the following sectors the number of employees declined in
relation to the same period of the previous year: mining and
quarrying (11.6%), manufacturing (6.7%), electricity (5.6%),
fishing (3.1%) and health and social work (0.3%).

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

The number of unemployed persons declined at labour market. The
number of registered unemployed persons in the first six months
of this year amounted to 28.485 on average, or 7.0% less than in
the same period of the previous year. In June, according to the
Employment Bureau, there were 27.113 people looking for jobs, or
6.8% less than in June, and 4.4% less than in December 2008.

Graph 1.12 - Qil prices, monthly growth rate

30
20
IAQLAAN N
O IIIIVIIIWIIIIIVIIIVIVIII
-10
201 —CG
— Brent
’3OC [+ - c >VIclofsis e
B R E P BIoRE e e BRPR R RERER
2007 2008 2009

Source: Monstat and “Monthly 0il Market Reports”, OPEC

Graph 1.13 - Number of employees
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Graph 1.14 - Structure of employees in
percentages
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In May, a fair of seasonal jobs in tourism, “Coca Cola Summer
Job”, was held in Kotor to increase engagement of domestic
work force during summer and prevent outflow of cash from
Montenegro. Since Montenegrin labour market has mostly
seasonal character, the Employment Bureau expects significant
employment in tourism and hotel management, construction,
agriculture, transportation and trade.

According to the information of the Employment Bureau,
unemployment rate amounted to 10.26% in June being by 0.76
percentage points lower than the rate in the observed one-year
period. Although the consequences of the global economic crisis
were transferred to almost all parts of economy, labour market
in Montenegro has not recorded its consequences. According to
other methodology, the unemployment rate is also published
quarterly by Monstat based on the Survey of work force that is
harmonised with Eurostat recommendations. Unemployment
rate from the survey in the first quarter was higher than the
rates for all four quarters of the previous year, which pointed that
the problems that exist in performance of individual business
entities will be recorded administratively in delayed timeframe
(methodological explanation of unemployment rate is given in
IGE January — June 2008). The movement of these two rates
was shown in the graph below.

Wages and Salaries

In the first six months of the current year, the average salary
in Montenegro amounted to EUR 648, which was 9.8% more
than in the same period of the previous year. A salary without
taxes and contributions amounted to EUR 466, this being an
increase of 15.6%. The lowest nominal increase in salaries without
taxes and contributions was recorded in the field of mining
and quarrying (3.6%), financial intermediation (5.7%), and
manufacturing (9.9%). The highest increase in salaries without
taxes and contributions was recorded in health and social work
sector (28.3%), agriculture, forestry and water supply (25.1%),
transportation, warehousing and connections (24.6%), and
fishing (23.3%).

Graph 1.15 — Number of unemployed
persons
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Graph 1.16 - Movement of unemployment
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Table 1.3 - Average salary without taxes and contribution, by sectors

Salaries without taxes and

contributions index
@1-VI08. @1-VI09. —g :x: gz
TOTAL 403 466 115,6
Agriculture, forestry and water supply 370 463 1251
Fishing 133 164 1233
Mining and quarrying 550 570 103,6
Manufacturing 405 445 1099
Electricity, gas and water supply 509 578 113,6
Construction 339 407 120,1
Wholesale and retail, repair 231 273 118,2
Hotels and restaurants 293 342 116,7
Commanicaons o g2 488 608 1246
Financial intermediation 857 906 105,7
Real estate activities, rental activities 342 415 121,3
State government and social insurance 442 490 1109
Education 389 428 110,0
Health and social care 367 471 128,3
Other utilities, social and personal services 357 408 14,3

Source: Monstat and (CBM calculation

Box 1.3 — Average salaries in the former Yugoslavia countries,

Data on average salaries in May this year
showed the difference in the amount of salaries
by individual countries of former Yugoslavia.
The nominal growth in net salaries recorded
in relation to the same month of the previous
year ranged from 2.9% in Croatia, 4.4% in
Bosnia and Herzegovina, 9.1% in Serbia, 13.9%
in Montenegro to 27.9% in Macedonia, which
had the lowest net salary in May in the previous
year. Slovenia was on the first place based on
net average salary, while Croatia was on the
second place. Montenegro was above Bosnia
and Herzegovina, Serbia and Macedonia, which
was in the bottom of scale.

May 2009

Table 1 - Average net salaries in the former
Yugoslavia counties, (ranked as per net amount),

EUR
Country Net salary | Gross salary
Slovenia 918 1415
Croatia 724 1053
Montenegro 468 651
Bosnia and Herzegovina 402 613
Serbia 328 456
Macedonia 327 490

Source: Statistical offices and central banks of the respective

countries
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The slowdown of economic activity in the first half of the year
significantly reflected on the banking system. The GDP decline, as
well as the decline in industrial production, income from tourism
and the like has not stopped the fall in deposits although this
fall decelerated significantly in the second quarter. In addition,
the mentioned lending have influenced the increase in share of
past due loans as well the fall in deposits. The banks reported
negative financial results in the first half of the year.

The Decision on Amendments to the Decision on Minimum
Standards for Credit Risk Management in Banks was adopted
in June, as well as the Decision on Amendments to the Decision
of Banks Capital Adequacy, Decision on Amendments to the
Decision on Minimum Standards for Risks Management in MF,
the Decision on Amendments to the Decision on the Use of
Bank Reserve Requirements held with (BM, and the Decision
on Amendments to the Decision on the Use of Bank Reserve
Requirements held with (BM for period longer than one day.
The objective of passing these decisions was to stop i.e. mitigate
the decline in asset quality, to increase the credit activity and
encourage the banks to work actively on gathering new and
regain previously withdrawn deposits.

2.1. Liquidity of Banks

The Decision on Minimum Standards for Liquidity Risk
Management!, that has been applied since January this year,
prescribes the obligation of banks to maintain minimum liquidity
ratios” on daily (0.9%) and ten-day basis (1.0%).

During the first two quarters of 2009, daily and ten-day liquidity
ratios were below the prescribed minimum for the banking
systemas a whole (Table 2.1). However, observed by banks, one
bank had constantly lower daily and ten-day liquidity ratios than
the prescribed in the first six months this year.

Banks' liquid funds® amounted to EUR 3674 million at the end of
June and have increased by 0.7% at the end of the year, and in
relation to the same month of the previous year they declined by
24%. The share of liquid assets in total assets at 2009 year-end
amounted to 11.71% and slightly increased in relation to year-
end 2008 (11.03%), but it decreased in relation to June of the
previous year (14.17%). Loans to deposits ratio had a decreasing
trend in one-year period (Table 2.2).

Table 2.1 - Liquid assets and matured obligations of banks (EUR thousand) and aggregated

liquidity indicators
Description / period 2009

AL 31Jan | 28Feb |31 March| 30 April | 31 May | 30June
| Banks' liquid assets 270596 255177 284767 277993 315916 326,402
Il Matured obligations on loans and 201254 192118 231507 223617 224260 229,545
borrowings
Il Surplus/deficit (-1 69342 63059 53260 54376 91656 96,857
Liquidity indicators (/1) 134 133 123 1.24 141 142

" Decision on Minimum Standards for Liquidity Risk Management in Banks (“Official Gazette of MNE, No 60/08). Reporting on this decision

has been applying since Tt January 2009.
2Banks’ liquid funds to matured obligations for loans and borrowings.

3 Liquid assets, pursuant to the new Decision on Risk Liquidity Management, consists of cash and deposits with depository institutions

decreased by 50% of allocated reserve requirement.
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Table 2.2 - Selected banks’ liquidity indicators,
end of period

Description/ 2008 2009
period VI Xl Y
Loans/ Deposits 1.20 141 1.50

Liquid assets®/
Total assets, %

The structure of banks" liquid assets showed that 63% of total
liquid assets referred to liquid assets in the country, while 37%
is made up of funds of the banks abroad.

Three banks used reserve requirement for liquidity in the first
two quarters of 2009 in accordance with the Decision on the
Use of Bank Reserve Requirement held with CBM for period
longer than one day’.

2.2. Aggregated Balance Sheet of
Banks

Total assets of banks amounted to EUR 3.139.1 million at the
end of June of this year. During the first six months of this year,
total assets of banks declined by 0.9% on average, whereas
positive growth rate was recorded only in May (1%). The amount
reached at the end of June was by 5.15% lower than at the end
of December of the previous year, while the decline in relation
to June of the previous year amounted to 7.9%.

Assets classified as C, D and E made up 8.92% of total assets as
at 30th June 2000.

Return on average assets amounted to negative 1.61%, and
return on average earnings assets was negative 1.78%. Earnings
assets made up 85.6% of total assets.

2.2.1. Banks’ Balance Sheet Structure

Observed in relation to end of December of the previous year, the
structure of the balance sheet at June-end of this year has not
changed significantly. Loans on the assets side still had the largest
share (83.9%), which was by 0.2 percentage points lower than
at the end of December of the previous year, while the share of
cash and deposits with depository institutions (14.11%) declined
by 0.19 percentage points. The share of provisions for losses on
assetitemsincreased (by 1.25 percentage points) as well as other
assets. The share of deposits on the liabilities side has declined
for six months of this year by 4.17 percentage points, while the
share of borrowings increased (by 3.5 percentage points), as
well as other liabilities and capital.

2.2.2. Concentration Indicators

Market concentration of Montenegrin banking system has
changed in total assets, loans and deposits after first six months
0f 2009. Hirschman-Herfindahl concentration index (HH index),
although declined significantly, still shows that Montenegrin
banking system is highly concentrated.

HH index to total assets at the end of June amounted to 1.824.1
points, while at 2008 year-end it amounted to 1.910.7. HH index
to deposits amounted to 2.124.8 points at the end of June of
the current year, and it amounted to 2.465.0 at previous year-
end (Table 2.3). Concentration index to loans at the end of June
amounted to 1.877.0, while at 2008 year-end it amounted to
1.958,8 points

Market share of four largest banks to total assets amounted to
76.5%; this share to loans was 79.4%, and this share to deposits
amounted to 80.1%.

Table 2.3 - HH concentration index, second quarter

Hirschman-Herfindahl Index (HHI)

1112008 | V12008 | IX2008 | XI12008 | 1112009 | VI 2009

To total assets 1878.7
To loans 1913.7
To deposits 23089

19164 1928.7 1910.7 1847.5 1824.1
1905.2 19354 1958.8  1899.80 18770
2329.6 2407.5 2465.0 21993 2124.8

#Liquid assets for 2008 were calculated for the purpose of comparing them in accordance with the new Decision on Liquidity Risk management.

5 “Official Gazette of MNE”, Nos. 65/08, 15/09 and 41/09



2.2.3. Banks’ Lending Activity

Total loans declined on monthly basis by 1% on average in the
first six months, whereas this decline was more evident in the
first quarter when it was 14% on monthly average, while in the
second quarter it amounted to 0.6%.

Total loans amounted to FUR 2.633.8 million at the end of June
of the current year. In relation to the previous year-end, they
declined by 5.85%, and in one-year period they declined by
3.15%. In May and June this year, total loans were below the
level recorded in the same months of the previous year for the
first time (Graph 2.1).

The majority of loans (26%) were granted for liquidity (working
capital), cash loans amounted to 15.4% of total loans, 13.4%
referred to loans granted for construction and remodelling
of building premises, 12.7% referred to residential loans, and
12% of loans was granted for purchase of fixed assets. Besides,
overdrafts® made up 2.1% of total loans, consumer loans were
1.86%, credit card loans were 1.6%, while 1% of total loans
at the end of June of the current year were granted for the
preparation of tourist season. The remaining portion was granted
for the purchase of cars (0.6%), securities (0.1%), refinancing
of obligations to other banks (0.1%) and for other purposes
(12.5%).

Loans granted for refinancing of obligations to other banks
amounted to FUR 3.2 million at the end of June of the current
year, and their maturity structure showed that 72.6% of loans
were granted for period longer than one year. Overdraft loans
amounted to EUR 54.9 million, all of them up to three years,
and the majority of them matured from one to three years
(42.7%).

Table 2.4 - Loan loss provisions to total loans, %

Graph 2.1 - Loans, EUR 000 000
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Loan loss provisions amounted to EUR 147.9 million at the end of
June of the current year. They increased by 32.2% in the first six
months this year, and in one-year period by 104%, which resulted
from the increase in non-performing loans, implementation of
stricter classification rules and higher provision rates prescribed
by (BM.

Loans classified as C, D and E (non-performing loans) made up
10.03% of total loans.

Total past due loans made up 19.1% of total loans. The largest
portion of past due loans (66.7%) made loans that are past due
31-90 days. Loans granted to privately owned companies and
natural persons made up 70.4% and 27.2% of past due loans
respectively.

Maturity structure of loans at the end of June of the current year
showed dominant share of long-term loans (73%). The largest
portion of loans (96%) was granted in EUR currency, and loans
in other currencies were used by privately owned companies
and natural persons.

2008 2009

IX Xl 1l Vi

Loan loss provisions/loans 26

2.7 2.8 4.0 4.7 56

6 Overdraft loan represents allowed excess on current account of the client in the bank.
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Table 2.5 - Loans to assets, %

Country/Period 31.12.2007 30.06.2008 31.12.2008 31.03.2009 30.06.2009
Serbia - - 58.7 62.2 63.0
Bosnia and Herzegovina 61.2 66.7 69.2 69.6 70.2
Croatia 62.7 65.5 66.6 69.6 68.4
Macedonia 517 57.2 62.2 64.1 63.3
Montenegro 75.5 79.8 84.5 849 839

Observed by industries, the largest potion of loans was granted to
households (36.5%), and then followed by trade (23.3%), services,
tourism and hotel management (9.5%) and construction (7.5%).

2.2.4. Deposits

The slowdown of deposits decline occurred in the second
quarter of this year. While the slowdown of deposits decline on
monthly basis amounted to 4% on average in the first quarter,
the monthly average decline was 0.1% in the second quarter,
whereas the monthly increase in deposits by 2% was recorded
in May. Therefore deposits declined monthly by 2% on average
in the first six months.

At the end of June, total deposits amounted to EUR 1.757.1
million. Deposits declined by 11.7% in the first six months of
this year, and by 22.8% in one-year period. The Central Bank
research disclosed that the important reason for the decline in
deposits was that banks used deposits as cash collaterals to
settle their claims in cases when the clients had not repaid their
loans. Approximately 84% of total amount of declined deposits
in period from the end of September of the previous year to the
end of June of the current year referred to the settlement of credit
obligations. Therefore, this amount has notleft the banks; it was
used for the payment of liabilities to banks instead.

Table 2.6 — Deposits to assets ratio, %

The sale of shares of the investment funds in EPCG influenced
on the slowdown of deposit decline in the second quarter and
deposit increase in May. Although the transaction amounted
to EUR 120 million, total deposits increased by 2.2% in May on
monthly basis, or by EUR 37 million. The increase in deposits
equal to this transaction has not occurred since the Funds used
these resources to repay the loans and increase their portfolios. In
any case, this transaction was important for the banking system
since the debt of the investment funds decreased.

Short-term deposits (85% end of June) were dominant ones in
maturity structure of deposits.

Observed by industries, besides households (42.7%), the majority
of deposits referred to those from the finance (15.3%), trade
(10.3%) and transportation (8.2%).

2.2.5. Banks' Foreign Assets and Liabilities

Banks' foreign assets’ at the end of June 2009 amounted to EUR
300.3 million, which was by 20.12% more than at year-end 2008,
and by 12.46% lower than a year ago. In the structure of banks'
foreign assets, deposits of banks abroad were dominant ones
(59.82%), and then followed by cashin vaults (25.12%) and loans
to non-residents (15.06%). The largest increase within banks’

Country/Period 31.12.2007 30.06.2008 31.12.2008 31.03.2009 30.06.2009
Serbia 49.8 49.7 47.0 477 485
Bosnia and Herzegovina 62.2 60.7 57.1 57.0 57.2
Croatia 67.6 66.7 67.0 67.1 67.1
Macedonia 61.3 62.2 61.7 614 614
Montenegro 70.3 66.8 60.1 55.7 56

7 Banks' receivables to non residents.



foreign assets was recorded by cash in vaults, which increased
by 55.85% (Table 2.7) in relation to December 2008.

Banks’ foreign liabilities® amounted to EUR 1.332.7 million at
second quarter-end of 2009 and in relation to year-end 2008
they increased by 5.99%, while in relation to the same period
of the previous year they increased by 21.70%. In the structure
of foreign liabilities at the end of June 2009, banks’ liabilities
from foreign banks/financial institutions (68.43%) and deposits
(31.23%) were dominant, while an insignificant portion of banks’
foreign liabilities referred to liabilities on issued debt securities

According to the share of foreign liabilities in total assets of banks,
it can be concluded that non-residents financed 42.45% of banks’
assets, while 9.57% of assets were receivables to non-residents.
The gap between foreign assets and liabilities decreased in the
second quarter-end 2009 in relation to the first quarter of the
same year amounting to 32.9 structural points (Graph 2.2).

Graph 2.2 - Foreign assets and liabilities to
total assets of banks

50.00%
—0.34%. Banks' borrowings, which made up the largest portion ~~ 45.00%
ofbanks' foreign liabilities amounted to EUR 911.9 million at the gg'gg;: T
end of June 2009, having the largest increase of 9.94% in relation 30.00% —
to December 2008 (Table 2.8). 5(5)2822:— —— Foreign assets/assets :
15"00%_ — liabilities/assets
Net banks' foreign assets” amounted to EUR negative 10324 10.00%
million at second quarter-end 2009 (in June 2008, net foreign g'ggzz
assets amounted to negative EUR 752.0 million). ' v Ivilvitvlix x Exbal 1Tl vv
2008 2009
Table 2.7 - Foreign assets, period end, EUR 000 000
mo|ow | x| x i Vi
2008 2009
Foreign assets, total 318.2 343.0 3121 250.0 265.4 300.3
Deposits 2196 2263 2029 160.0 172.8 1796
Cash (EUR and other foreign currencies) 58.0 774 67.5 484 459 754
Loans 40.6 394 416 416 46.7 452
Securities, not stocks 0 0 0 0 0 0
Table 2.8 - Foreign liabilities, period end, EUR 000 000
mo|owv [ ox | x I VI
2008 2009
Foreign liabilities, total 9223 11,0951 1,200.2 11,2574 1,353.4 1,332.7
Loans 5934 715.0 7487 8295 9209 9119
Deposits 324.2 3754 4469 4233 4279 4161
Securities, not stocks 4.6 4.6 4.6 46 4.6 46

& Banks' liabilities to non-residents.
° The difference between assets and liabilities.
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Box 2.1 - Financial exposure and connection within Europe'®

The growth of foreign ownership in the banking systems of the Central, East and Southeast Europe (CESE),
significantly increased the financial relationship within Europe. Foreign ownership has brought large benefits
to domestic countries, such as easier restructuring of the banking systems, risk management techniques, higher
access to foreign capital and faster financial intermediation, while simultaneously, parent countries have had large
benefits concerning income generation. At the same time, such growing financial connection increased the effects
of negative turmoil in both domestic and parent countries.

Many CESE countries are depending largely on western European banks and are using substantial amounts of
foreign funds, observed in relation to their GDP or size of assets of their banking system. Borrowing of capital of
CESE countries is largely concentrated to Austria, Germany and Italy, with respect to the largest share in claims of
the region, while Baltic countries obtain their funds mostly from Sweden. Such concentration of sources of capital
exposes a large number of CESE countries to potential harmful developments in parent banks. (Table 1)

Table 1 - Exposure of Central, Eastern and Southeast Europe, December 2007,
in percentages of total outstanding foreign liabilities

Lender
Borrower - - - -
Austria |Belg|um| France |Germany| Italy | Holland |Portugal| Spain |Sweden|SW|tzerIand| UK |Other
Albania 46.6 0.0 9.8 0.5 201 0.1 o .. e 0.1 01 228
Belarus 48.8 1.3 3.6 29.7 55 4.2 0.7 0.7 0.1 24 03 26
Bosnia 499 0.1 0.1 225 257 0.7 0.0 0.0 0.3 0.0 0.5
Bulgaria 15.0 5.1 5.8 6.0 204 1.8 e 0.2 0.1 1.3 02 332
Cyprus 72 69 8.2 220 26 2.0 0.4 0.1 1.5 1.3 59 318
Czech Rep 29.7 243 18.2 5.8 99 3.6 0.1 04 0.1 0.5 e 74
Estonia 0.8 0.3 0.3 32 1.6 0.1 0.1 78.7 0.1 0.0 149
Croatia 364 04 8.2 194 325 0.2 0.0 0.0 0.0 0.2 0.6 2.1
Hungary 24.6 12.0 7.0 234 184 43 0.3 0.8 0.2 0.6 85
Latvia 19 0.0 0.6 104 29 0.0 0.0 0.1 58.6 0.1 05 249
Lithuania 09 0.2 0.8 8.6 1.7 0.2 0.1 00 644 0.4 01 224
Macedonia 6.9 0.3 0.2 54 14 0.2 0.2 . 0.6 84.7
b Moldavia 325 11 . 195 332 47 32 07 . . 07 43
P Montenegro | 341 05 15 376 245 0.2 U 03 ... 14
-
= Poland 6.2 8.0 74 18.1 205 99 47 1.6 2.5 2.2 1.1 177
(-
g Romania 331 0.7 15.0 15.7 8.3 5.8 0.1 0.1 0.1 5.6 02 154
g Russia 8.7 3.7 13.1 19.6 9.0 9.0 0.1 0.8 29 8.8 .. 242
§ Serbia 363 0.2 5.8 128 195 0.0 e 0.0 0.0 5.7 01 195
7] Slovakia 36.1 15.3 5.8 47 236 5.8 0.0 0.1 0.1 0.1 e 8.4
[~ Turkey 14 8.7 9.6 1.0 . 1 0.7 0.3 0.2 5.0 ... 520
E Ukraine 256 1.3 201 9.1 59 6.4 0.2 0.1 4.0 16.2 1.3 99
: CESE 17.8 77 10.0 144 133 6.1 09 0.6 6.1 3.8 32 162
wi
= . . - ]
S Source: IMF Global Financial Stability Report, April 2009 (Box 1.2)
=)
)
i
ke
=
=~
W
19Source: IMF: Global Financial Stability Report, April 2009,




Credit exposure of western European banks to Central, Eastern and Southeast Europe (CESE), is not generally high
bearing in mind the size of their economies, however, there are some exceptions. The largest exposure to CESE has
Austria and its claims to their banks amount to over 70% of its GDP or 26% of assets of its banking system. The
exposure of Belgium and Swedish banks is also relatively high with respect to their GDP, although it is much lower
than in relation to the assets of their banking sector. Even where direct credit exposure is well diversified through
CESE region (e.g. in Austria) or it is economically insignificant (France, Germany and Italy), the possible economicand
financial turmoil between CESE countries and Western Europe can be increased through such direct exposure.

The higher dependence of mutual lender, the higher is the financial exposure of such lender to the country in which
the shock occurred, the higher is the possibility of overflowing such shock to other countries borrowing from that
country. The risk of overflowing is the largest when mutual lender has activities largely concentrated in the region
(such as the example of Austria). Simultaneously, the risks are lower when the exposure of mutual lender to CESE
countries is small in relation to its economicsize (Italy), since the potential exposure to any problem of the country
is economically too small to have impact on funds available to others.

The analysis presented here does not represent the assessment of financial or macroeconomicvulnerability of individual
countries. The actual vulnerability of one country depends on its macroeconomic situation, the structure of its debt,
capitalisation, liquidity, and generally, on the soundness of its banking system as well as other important institutions.

2.2.6. Household Sector

Deposits of household sector declined monthly by 2.2% on
average in the first six months, and in June they increased by
04%. At the end of June of the current year, they amounted to
EUR 750.3 million, which was 12.4% lower than at the previous
year-end, or by 30.2% lower than at the end of June of the
previous year. However, the slowdown in decline of households’
deposits occurred in the second quarter: the average decline in
the first quarter amounted to 3%, and in the second quarter, it
amounted to 1.3%.

Loans to household sector amounted to EUR 975.6 million at
the end of June. They declined by 5.97% in the first six months,
while the annual decline was 2.11%.

Long-term loans were dominant (88%) in maturity structure of
loans granted to household sector.

Inthe earmarked structure of loans, thelargest share had earmarked
loans (46.3%), where residential loans (48.3%) and loans for
remodelling of housing or business space (16.8%) were dominant.

Loans to deposit ratio for the households sector amounted to
1.3 at the end of June of the current year.

2.2.7. Corporate Sector

Deposits of corporate sector amounted to EUR 440.6 million
at the end of June of the current year. They declined by 25.3%
in the first six months, and by 37.9% on one-year period. The
average monthly decline of these deposits amounted to 4.5%
during the first six months of this year. In the first quarter, the
average decline in deposits amounted to 9.3%; while in the
second quarter they increased monthly by 0.3% on average. After
high declining rates recorded in the first quarter (in January by
10.2%, in February by 15.1%, in March 2.4%), the growth was
recorded in May (5.6%) and in June (0.8%).

Indebtedness of the corporate sector based on loans amounted
to EUR 1.540.3 million at the end of June of the current year.
The debt was reduced by 7% in the first six months, while that
reduction amounted to 4.5% in one-year period.

Loans to deposits ratio for this sector amounted to 3.5 at the
end of June.

The liquidity of the corporate sector significantly declined in the
first six months this year, which can be seen from the data in the
number of blocked accounts. To wit, at 30th June of this year,
of total registered 48.394 legal and natural persons performing
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Table 2.9 -Number of legal and natural persons performing activity in the blockade

Date/ Total number of legal and natural persons | Number of legal and natural persons under
description performing activity blockade
30.06.2008. 43,249 8,957
31.12.2008. 45,446 9,729
30.06.2009. 48,394 11,254

activity, 11.254 were blocked (Table 2.9). Total amount of debt
based on which the accounts were blocked was EUR 133.6 million,
of which EUR 22.9 million referred to 10 largest debtors. The
number of 2.383 executive debtors were constantly blocked up
to one year where the blockade amounted to EUR 48.9 million,
while 8.871 executive debtors were blocked longer than one year
with the amount of blockade of EUR 84.7 million.

2.2.8. Capital of Banks

Total banks’ capital amounted to EUR 271.3 million at the end
of June, which was by 2.9% lower than six months ago. Banks’
capital has decreased by 3.4% on annual level.

A cumulative financial result of banks at the second quarter end
was negative amounting to a negative EUR -25.9 million. The

positive financial result was recorded by three banks.

Table 2.10 - Relation of capital and assets, %

Solvency ratio at system level at the second quarter end 2009
amountedto 11.89% (15.04% at 2008 year-end), and observed
by banks, it ranged from 7.12% to 120.39%. In that respect, three
banks had lower solvency ratio from the legally prescribed.

ROE, return on equity, amounted to a negative -18.92% for the
system as a whole and it declined in relation to December last
year, when it amounted to a negative -6.90%.

Total capital made up 8.6% of total assets of banks, while
observed by banks, this ratio ranged from 4.0% to 66.8%.

Tables 2.10 and 2.11 show that Montenegrin banks are
undercapitalised, i.e. capitalisation index both in relation to assets
and in relation to loans has been the lowest in the region.

. 2007 2008 2009
Country/Period
Xl 1 VI IX Xl 1] VI
Montenegro 8.0 83 8.2 8.1 84 84 8.6
Serbia 20.8 217 235 23.2 23.0 221 22.0
Croatia 12.6 13.5 13.8 139 13.5 139 14.0
Macedonia 15.3 154 15.1 15.5 17.5 17.7 17.7
Blosinlal aind 13.0 133 133 13.2 143 14.6 149
Herzegovina
Table 2.11 - Relation of capital and loans, %
. 2007 2008 2009
Country/Period
Xl 1l \ IX Xl 1l \
Montenegro 10.6 10.5 10.3 9.9 10.0 99 10.3
Serbia 437 38.7 41.2 39.1 40.8 355 350
Croatia 20.0 211 211 211 20.3 20.0 204
Macedonia 283 27.2 26.6 264 289 283 28.8
Bosila 2 211 207 199 196 206 209 212

Herzegovina




2.3. Lending Interest Rates

Weighted average lending effective interest rate (WAELIR) in June
2009 amounted to 9.38%. In relation to December last year, it
was lower by 0.02 percentage points, while in relation to June
2008 it was higher by 0.15 percentage points (Table 2.12).

Observed by maturity, weighted average lending effective interest
rate on short-term loans in June 2009 amounted to 10.93% and
was by 0.97 percentage point higher than the value in December
2008. WAELIR on long-term loans amounted to 9.24%, which
was by 0.09 lower than December last year (Table 2.13).

Table 2.12 - lending interest rates, u %

2008. 20009.

vil x|l wm] w| v] v

WALNIR 847 881 876 867 871 869
WAELIR 923 940 930 936 936 938

Weighted average effective interest rate on retail loans amounted
10 10.62% in June 2009 being by 0.14 percentage points lower
than in December 2008, and by 0.10 percentage points lower than
in the same period of the previous year. Observed by maturity,
WAELIR on short-term loans to this sector recorded an increase
of 1.54 percentage points in relation to December 2008, while
the corresponding interest rate on long-term loans recorded a
fall of 0.13 percentage points (Table 2.14).

Table 2.13 - WAELIR on total loans of banks by maturity, %

2008 2009
June Dec March June
Short term loans
Up to 3 months 12,98 18,28 15,30 16,22
From 4 to 12 months 891 9,25 10,64 10,39
Total up to 1 year 9,16 9,96 10,89 10,93
Long term loans
From 13 to 36 months 9,98 9,77 10,08 10,46
From 37 to 60 months 10,20 10,52 10,50 10,76
Over 60 months 8,29 8,47 8,01 798
Total over 1 year 9,23 9,33 9,15 9,24
Total loans 9,23 9,40 9,30 9,38
Table 2.14 - WAELIR on retail loans by maturity, %
2008 2009
June Dec March June
Short term loans
Up to 3 months 16,46 17,38 10,38 11,45
From 4 to 12 months 10,86 12,35 12,46 14,52
Total up to 1 year 11,04 12,66 12,37 14,20
Long term loans
From 13 to 36 months 14,34 13,96 14,52 14,64
From 37 to 60 months 13,30 13,63 13,89 14,22
Over 60 months 8,65 8,82 8,48 8,46
Total over 1 year 10,71 10,72 10,59 10,59
Total loans 10,72 10,76 10,62 10,62
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WAELIR on total loans to corporate sectoramounted to 8.63% at
the end of June of the current year, which was by 0.05 percentage
points higher than at year-end 2008, and by 0.26 percentage
points higher in relation to June of the last year. Observed by
maturity, interest rate on short-term loans to corporate sector
in June this year recorded an increase of 1.02 percentage points
inrelation to December 2008, while the rate on long-term loans
recorded a slight fall of 0.01 percentage points (Table 2.15).

Observed by industries, in June 2009 the highest interest rate
was recorded on loans granted to energy sector (9.15%), then
mining (9.07%) and trade (8.88), while the lowest interest
rate was recorded on loans to agriculture, hunting and fishing
(6.62%). Compared to December last year, the highest fall in
interest rates was recorded on loans to administration and other
public services sector (2.43 percentage points), while the highest
increase in interest rate was recorded on loans to mining (0.81
percentage points) (Table 2.16).

Table 2.15 - WAELIR on corporate sector by
maturity, %

2008 2009
June | Dec [March|June

Short term loans
Up to 3 months 12.82 1833 1564 16.39
From4to 12 months 872 9.04 1048 10.21
Total up to 1 year 8.98 9.77 10.77 10.79
Long term loans
From 13 to 36 months 851 855 882 933
From 37 to 60 months 818 844 842 863

Over 60 months 790 810 754 751
Total over 1 year 8.17 8.33 8.16 8.32
Total loans 8.37 8.58 8.50 8.63

Real lending interest rate in the second quarter this year had an
increasing trend amounting t0 6.58%n June, which was by 4.08
percentage points in relation to December last year.

Table 2.16 — WAELIR on loans to corporate sector, by industries, %

Industr Rate 2007 2008 2009
Y Xl m v | ox [ oxu I Vi
1. Agriculture. hunting. fishin WANIR: 6.92 7.03 7.26 742 6.92 71 6.05
. ’ 9 MNNGagiR. 725 736 764 800 770 765 662
5 Minin WANIR: 747 7.50 7.61 7.65 777 791 8.38
’ 9 WAEIR: 8.32 778 797 798 8.26 9.50 9.07
. WANIR: 7.71 7.83 793 790 8.22 8.33 8.18
3. Manufacturing
WAEIR: 8.49 8.49 8.53 8.51 8.72 8.67 8.64
. WANIR: 7.02 7.24 733 717 749 754 8.32
4. Electricity
WAEIR: 7.65 8.02 796 7.81 8.36 8.36 9.15
5 Construction WANIR: 774 791 797 8.06 8.17 8.13 8.39
i WAEIR: 8.69 8.52 8.58 8.67 846 8.26 8.86
6. Trade WANIR: 7.66 7.68 772 7.82 796 8.26 8.25
4 WAEIR: 8.06 8.31 832 8.33 8.34 8.76 8.88
7. Services, tourism, hotel WANIR: 8.34 796 793 8.02 8.12 775 7.69
management WAEIR: 9.39 841 845 8.53 8.55 8.31 8.33
8. Transportation, warehousing, WANIR: 773 7.75 795 8.07 834 8.25 8.28
communications WAEIR: 837 8.31 849 8.80 8.84 863 8.86
. WANIR: 719 7.33 7.20 8.20 8.23 8.00 7.81
9. Finance
WAEIR: 8.21 7.76 7.68 8.71 8.60 8.24 8.78
WANIR: 774 7.79 796 8.04 8.23 777 7.33
10. Real estate trade
WAEIR: 8.72 840 8.58 8.69 8.67 8.09 8.12
11. Administration and other WANIR: 748 7.69 793 8.20 841 8.35 8.25
public services WAEIR: 7.79 7.87 8.26 8.60 11.23 8.66 8.80
12 Other WANIR: 7.30 644 7.05 7.22 7.36 8.01 7.38
i WAEIR: 9.61 6.95 744 715 7.28 7.84 7.71




2.4. Deposit Interest Rates

During the first two quarters this year, deposit interest rates

oscillated. Weighted average effective deposit interest rate ﬁg_ 427
(WAEDIR) in June 2009 was by 0.30 percentage points lower — 4.201 410 410
thanin December last year, while in relation to June 2008, it was jﬁé%: 397
higher only by 0.07 percentage points (Graph 2.3). 3901 95 345
gher only by 0.07 percentage points (Graph 2.3) 201 L 35 380
3704365
Observed by maturity, the highest growth (0.59 percentage ;-gg'
points) in June, in relation to December of the previous year, 3404
recorded interest rates on deposits from 3 to 5 years, while the ~ 3-301
highest fall (1.25 percentage points) recorded interest rates on 0 0

deposits with maturity over 5 years (Table 2.17).

WAEDIR on retail deposits in June 2009 amounted to 4.43%, which
was by 0.13 percentage points higher than in December 2008.
Interest rates on retail deposits of all maturities in June 2009 recorded
anincrease n relation to December last year, and the highest growth

Graph 2.3 - WAEDIR, month-end

wasrecorded by interest rates on deposits from 3 months to one year
(0.38 percentage points), then followed by interest rates on deposits
up to three months (0.32 percentage points) and on deposits over
5 years (0.26 percentage points) (Table 2.18).

Table 2.17 - WADIR on total deposits of banks by maturity , %

2008 2009
v | ox x| owm [ v [ v [ ow

Demand deposits 072 068 069 080 094 093 087 0.82
Time deposits

Up to 3 months 493 5.16 5.28 549 4.84 4.67 490 4.86

From 3 months to one year 5.61 5.56 5.67 5.73 571 5.82 5.50 591

From 1 to 3 years 0.56 6.52 6.39 6.47 597 592 6.09 6.18

From 3 to 5 years 533 4.87 702 5.56 5.60 5.77 6.14 6.15

Over 5 years 6.06 518 5.89 538 448 414 6.27 414
Total 3.66 3.73 3.97 410  3.85 3.85 375  3.80

Table 2.18 - WADIR on retail deposits by maturity WAEIR, %

wi

[

|

2008 2009 =

-9

v | ox x| owm [ v [ v [ ow S

w

Demand deposits 0.73 0.62 0.68 0.83 1.03 1.00 0.99 0.92 E

Time deposits =

=<

Up to 3 months 5.09 532 541 546 548 547 557 5.77 =

=

From 3 months to one year 5.61 5.67 575 575 5.89 6.04 5.77 6.13 g
From 1 to 3 years 6.95 6.92 6.86 6.84 6.72 6.90 6.70 6.85
From 3 to 5 years 6.27 6.31 6.95 706 6.53 6.48 6.79 723
Over 5 years 6.77 5.00 599 6.17 1.79 1.67 6.92 6.43

Total 3.60 3.87 4.01 4.30 41 4.33 4.27 443




WAEDIR on corporate deposits amounted to 333% in June  [RCICIUPECEMEC I CURERETLY

2009, and it declined by 0.62 percentage points in relation to e
) ) ) ) the month, %

December 2008. Observed by maturity, the increase in relation

t0 2008 year-end was recorded by interest rates on deposits up

1000—— T ||R EE DR —— Spread —
10 5 years (1.15 percentage points), while interest rates on other 900
deposits had a declining trend. The highest fall was recorded by ¢

interest rates on deposits over 5 years (2.57 percentage points) -,
(Table 219) 6.00

5.00
Asignificant fall of the inflation rate in the second quarter 2009 4.00
as well as mild fall in deposit interest rate influenced on the ~ 3.001
increase in real deposit interest rate which only in June 2009 2.00 1
had positive value amounting to 1.00% (Table 2.20).

The decrease in depositinterest rates and mild increase in lending
interest rates in the second quarter 2009 influenced on the
increase in interest margin: the difference between lending
and deposit interest rates in June amounted to 5.58 percentage
points (Graph 2.4).

Table 2.19 - WADIR on corporate deposits by maturity WAEIR, %

2008 2009
mo v | ox x| ow [ v ] v ] ow

Demand deposits 0,70 0,73 0,70 0,78 0,90 0,89 0,81 0,76
Time deposits

Up to 3 months 4,79 497 5N 5,51 4,41 3,99 4,44 4,14

from 3 months up to one year 5,61 541 557 5,70 557 5,60 515 5,68

from 1 to 3 years 6,37 6,33 6,16 6,23 549 5,34 5,80 578

Up to 5 years 4,88 3,88 7,05 3,29 4,39 4,59 558 4,44

over 5 years 575 532 5,84 4,81 6,20 5,68 5,80 2,24
Total 3,71 3,61 3,93 3,95 3,67 3,47 3,37 3,33

Table 2.20 - Deposit interest rate, inflation rate'’

2008 2009

vl v x| x| oxi | x| o] u ] owm] wv] v] v
WAEDIR: 392 386 397 415 428 410 427 410 385 38 375 380
Inflation rate 108 106 84 74 6,2 6.9 49 54 55 54 48 2,8
Real IR 688 674 443 325 192 280 063 129 162 155 105 100
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" The inflation rate measured by the consumer prices index. Since July 2008, Monstat is publishing the consumer price index as international
comparable inflation rate.




2.5. Banks’ Reserve Requirements

Significant changes in the reserve requirements policy were
recorded in the first six months this year. The amendments to
the requlations'” prescribing the implementation of the reserve
requirement instruments were made in February and June
this year. The Central Bank enabled the banks again to keep
a portion of the reserve requirements (up to 20%) in T-Bills
issued by Montenegro through the amendments passed in
February of the current year, and differentiated rates of the reserve
requirement (19% and 2%) were replaced by uniform rate of
119%. The base for the calculation of the reserve requirements
was expanded to all deposits with banks, and the period of use
of reserve requirement for liquidity was expanded from seven
to ten working days. Besides the mentioned amendments, the
interest rate on the use of reserve requirement for liquidity for
period longer than one day was reduced (from 5% to 4%), as
well as interest rates for delay in repayment of used own funds
(from 119 to 9%). Banks were given a timeframe until June to
comply the calculation and allocation of reserve requirement
with new regulations (in the part concerning the base and the
rate), whereas they could start to apply new calculation and
allocate reserve requirement under new conditions in April if it
was more convenient for them.

The Council of (BM changed the reserve requirements policy in
June. The banks did not have to allocate reserve requirement on
the deposit growth recorded in relation to the first calculation
period from June of the current year. The rate of the reserve
requirement was reduced from 11% to 10%, and interest rate
on the use of the reserve requirement for liquidity for period
longer than one day, which previously amounted to 4%, is
determined according to the annual interest rate of ECB for main

refinancing operations increased by 0.5 percentage points. The
interest rate on delays in repayment of the used amount of the
reserve requirement was 7%. The Council amended the Reserve
Requirement Decision increasing the reserve requirement amount
that the banks may hold in T-Bills issued by Montenegro to 25%
instead of previous 20%.

As of 24th June 2009, total calculated reserve requirement of
banks held with CBM amounted to EUR 195.5 million and it has
declined by EUR 21 million or 9.7% in relation to 2008 year-end
and by 31% in relation to June 2008.

During the first five months, three banks used reserve requirement
for liquidity in accordance with the Decision on the Use of the
Reserve Requirement of Banks held with CBM for period longer
than one year. In June this year, no reserve requirement for
liquidity was used. However, one bank recorded in June lower
level of reserve requirement than the prescribed in the amount
of EUR 15.1 million, so the reserve requirement at the end of June
of the current year amounted to EUR 180.4 million.

The structure of the reserve requirement significantly changed
in relation to the pervious year-end, since in June 9 banks used
the possibility to keep a portion of the reserve requirementin the
form of T-Bills. At June-end, banks allocated EUR 29.5 million of
the reserve requirements in the form of T-Bills.

The share of the reserve requirement in total deposits of banks
atthe end of June 2009 amounted 10.3% (Table 2.22).

Table 2.23 shows that the relation of allocated reserves and
total deposits, i.e. banks" assets in Montenegro was the lowest
in the region.

Table 2.21 - Structure of the allocated reserve requirement in period 2008-2009, %

o . 2008. 2009.
Description/period
moow | ox [ xi I VI
Reserve requirement account in the country 15,7 19,6 472 60,0 50,5 55,6
Allocated in T-Bills 15,8 16,3
Reserve requirement at CBM account abroad 84,3 80,4 52,8 40,0 337 28,1

12The Decision on Banks' Reserve Requirement held with the Central Bank of Montenegro (“Official Gazette of Montenegro”, Nos. 9/07,
05/08, 15/09, and 41/09), and Decision on the use of Banks’ Reserve Requirements held with the Central Bank of Montenegro for period
longer than one day (“Official Gazette of MNE” Nos. 65//08, 15/09, and 41/09)
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Table 2.22 - Allocated reserve requirement, deposits, borrowings, EUR 000 000

o _ 2008 2009
Description/period
mo | ove | ox o | o i VI

Allocated reserve requirement 278.8 283.2 2876 216.6 202.2 180.4
Total deposits 21400 22752 23260  1990.6 1,761.3 1,7571
Total borrowings 618.7 742.2 777.8 908.2 990.5 9713
Allocated reserves/total deposits 13.0 124 124 109 1.5 10.3
Allocated reserves/total deposits and 100 94 93 75 73 6.6

borrowings

Table 2.23- Relation of reserve requirements and total deposits and banks’ assets, June 2009, %

Description/period

Reserve requirement/Deposits | Reserve requirement/Assets

Bosnia and Herzegovina
Montenegro

Croatia

Macedonia

Serbia

23.7 134
10.3 5.7
14 76
1.7 71
15.2 74

2.6. Micro Credit Financial Institutions (MFI)

Five micro-credit financial institutions (MFI) are operating in
Montenegro, which total assets amounted to EUR 77.6 million
atJune-end 2009. In relation to the same month of the previous
year, it was higher by 11.8%, while in relation to the previous
year-end it declined by 1.8% (Table 2.24).

Total loans of MFl amounted to EUR 72.3 million. They decreased
by 4.6% in six month period, and they increased by 9.9%in one
year period (Table 2.25). Loan loss provisions made up 5.1% of
total loans.

In the structure of MFI loan portfolio by industries, the loans to
agriculture were dominant amounting to 61% (Graph 2.5).

Long-term loans (95.4%) were dominant in maturity structure
of loans. Cash made up 9.4%, and other assets made up 2.3%
of total assets of MFI at June-end 2009.

Table 2.24 - Total assets of MFI, end of month,
EUR 000

Description/ 2008. 2009.
Period vil x| x| om | ow
Total 69433 69974 7924 76.247 77667

Table 2.25 - Total loans of MFI, end of month,
EUR 000

Description/ 2008. 2009.
Period  vi [ ix [ x| m | w
Total 65.782 68990 75.823 74630 72320




Graph 2.5 - MFl loans by industries, June
2009, %

M Trade 11%

B Services 22%
Households 4%

B Agriculture 61%

M Other 1%

In the MFIs’ liabilities structure, total liabilities™ amounted to EUR
58 million or 75.5% of total liabilities. Sources of funds of MFIs
mostly consisted of foreign capital, which is directed through
micro credit lines to agricultural producers, entrepreneurs from
the services sector, small manufacturing, trade, and the like.

Total capital of MFIs amounted to EUR 18.8 million or 24.3%
of total liabilities at June-end 2009. Of total amount of capital,
60.5% referred to capital from donations, while undistributed
profitamounted to 39.5% of total capital. At June-end 2009, MFls
reported negative result in total amount of EUR 0.8 million.

Interest Rates of MFI

Weighted average nominal interest rate (WANIR) on MFI loans
in June 2009 amounted to 16.02%, and weighted average
effective interest rate (WAEIR) was 27.20%, being by 0.9
percentage points higher than at the previous year-end, or by
0.20 percentage points lower than in the same period of the
previous year (Graph 2.6).

Table 2.26 — AWLIR on total loans, %

Graph 2.6 - WALIR on total loans MFI, %

274 27.04 26.81 26.99 272

14.3

10T m WANIR
sL mwaeRr

2008 2009

Observed by maturity, WAEIR on short-term loans was 34.17%
being by 7.28 percentage points higher than the interest rate
on long-term loans.

WANIR on corporate loans amounted to 16.15% in June 2009,
and WAEIR was 26.59%. In that respect, WAEIR on short-term
loans amounted to 31.91% being by 6 percentage points higher
than the corresponding interest loans on long-term loans (Table
2.27).

WANIR amounted to 16.02% on retail loans, and WAEIR was
27.20%. WAEIR on short-term loans amounted to 34.25% being
by 7.35 percentage points higher than the corresponding interest
rates on long-term loans (Table 2.28).

The level of interest rates used by the banks and MFIs to grant
loans showed that interest rates of banks were significantly lower
than interest rates of MFls (Graph 2.7).

2008 2009
VI IX Xl 1l VI
Shortterm | Long term | Short term | Long term | Shortterm | Long term | Shortterm | Long term | Short term | Long term
WANIR 18,11 14,1 16,49 14,06 16,43 13,88 18,58 14,89 20,46 15,83

WAEIR 34,52 26,9 33,49 26,71 33,27 26,53 33,61 26,27 3417 26,89

B iabilities on taken loans and borrowings, conditional grants, subordinated debts and other liabilities.
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Table 2.27- AWLIR on corporate loans, %

2008 2009
\ IX Xl 1l VI
Shortterm | Long term | Short term | Long term | Shortterm | Long term | Shortterm | Long term | Shortterm | Long term
WANIR 16,18 16,29 15,73 16,37 15,67 16,3 15,88 16,18 15,71 16,21
AWEIR 31,18 26,08 30,07 26,26 30,53 26,3 31,37 2592 31,91 2591
Table 2.28 -WALIR on retail loans, %
2008 2009
VI IX Xl 1l VI
Short term | Long term | Shortterm | Long term | Short term | Long term | Shortterm | Long term | Shortterm | Long term
WANIR 18,22 14,07 16,54 14,02 16,48 13,86 18,72 14,88 20,63 15,83
WAEIR 34,72 26,91 33,71 26,72 33,44 26,53 33,72 26,72 34,25 269

Graph 2.7 - Interest rates of banks and
MFI, %
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Montenegrin stock exchanges recorded turnover of EUR 171.2
million in the first six months of 2009. Compared to the first six
months of 2008 the growth of 68.2% was recorded. The sale of
minority package of shares of EPCG has dominantly influenced
on the growth. In relation to the same period 2007, the fall in
turnover was recorded of 64.3%. The average monthly turnover
in the first six months of the current yearamounted to EUR 28.5
million being significantly above the average monthly turnover
recorded in 2008 (FUR 13.4 million). However, if the mentioned
transaction with EPCG s excluded, the average monthly turnover
would amount to EUR 8.1 million and it would be significantly
lower than the last year. The increase in number of transactions
made occurred in the first six months, so that 31.3 thousand of
transactions were made, which was by 0.37% more than in
the first six months 2008. The largest portion of turnover was
recorded through secondary trade, while only 0.1% of turnover
was recorded through primary trade.

The growth in turnover of 430.3% was recorded in the second
quarter in relation to the previous quarter, but the mentioned
growth should not be viewed through the recovery of capital
market but through one big transaction. However, it should
be born in mind that low prices of shares of large number of
companies may influence on the growth of attractiveness of
Montenegrin capital market.

Higher volume of turnover and number of transactions made
through Montenegro Stock Exchange (90.7% of total turnover

Graph 3.1 - Turnover at Montenegrin

stock exchanges by years, in millions

500
W Jan M Feb

Mar B Apr
300{ M May B Jun

400+

200+

100
" =1 E I
O.

2005 2006 2007 2008 2009

Source: Montenegro Stock Exchange and Nex Montenegro
Stock Exchange

and 62.4% of total transactions made), while smaller volume
was made through Nex Montenegro Stock Exchange (9.3% of
total turnover and 37.6% of transactions).

Turnover Structure

As for the turnover structure achieved in the first six months of
2009, the largest share had company shares (92.64%), and then
followed by various bonds (5.63%), while the shares of mutual
investments funds were 1.73%.

Table 3.1 - Comparable relation of turnover at Montenegrin stock exchanges, (Relative changes)

Period

I-VI"09/1-VI 08

I-VI"09/1-VI 07 I-VI"09/1-VI 06

Total turnover at Montenegrin stock exchanges

68,2% -64,3% 126,2%

Calculations: CBM
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Graph 3.2 - Turnover structure at

Montenegrin stock exchanges in the first

Graph 3.3 - Turnover (in millions) and
number of transactions with company

six months 2009

B Shares 92.6%
B Ml funds 1.7%
W Bonds 5.6%

Source: Montenegro Stock Exchange and Nex Montenegro
Stock Exchange

Total turnover in the first six months of 2009 achieved through
trading with shares of Montenegrin companies amounted to
EUR 158.6 million achieved through 9.6 thousand transactions,
thus accounting for 30.8% of total registered transactions. The
turnover with these shares was 125.8% higher than in the same
period of the previous year, while the number of registered
transactions was 13.4 thousand transactions than in the same
period of the previous year.

Turnover with mutual investment funds’ shares in the first six
months of 2009 amounted to EUR 2.96 million achieved through
2.9 thousand transactions. Compared to the same period of
the previous year, this is a fall of 84.5%, while the number of
registered transactions declined by 59.2%.

shares in the first six months 2008 and 2009

6,000
5,000
4,000
3,000
2,000

1,000

&0
Jan Feb  Mar  Apr May Jun

mmm Turnover of shares I-VI 2009
—— No. of transactions incl. shares I-VI 2009
mmm Turnover of shares I-VI 2008
No. of transactions incl. shares |-Vl 2008

Source: Montenegro Stock Exchange and Nex Montenegro
Stock Exchange

Graph 3.4 - Turnover and number of

transactions with MIF’s shares on Montenegrin
stock exchanges in the first six months 2009
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Source: Montenegro Stock Exchange and Nex Montenegro
Stock Exchange

Table 3.2 - Total turnover and turnover structure in the first six months by years

Jan-June 2006 Jan-June 2007 Jan-June 2008 Jan-June 2009
Turnover 0 0 0 0
Absolute | . %o Share Absolute ./° share Absolute ./° share Absolute ./° share
structure in overall in overall in overall in overall
amount amount amount amount
turnover turnover turnover turnover

Shares 56.534.939 74,70% 386.882.269
MIF shares  14.736.060 1947%  82.996.061
Bonds 4.409.748 583% 9922960
Total 75.680.747 100,0% 479.801.290

80,6%  70.230.612 69,0% 158.615.402 92,6%

173%  19.063.770 18,7%  2.961.659 1,7%
21% 12.526.244 12,3%  9.645.755 5,6%

100,0% 101.820.625 100,0% 171.222.816  100,0%

Source: Montenegro Stock Exchange and Nex Montenegro Stock Exchange



Of total turnover of bonds of EUR 9.7 million, the largest portion
of turnover referred to restitution bonds 571%', then bonds of
beneficiaries of pension and disability insurance 37.1%", while
5.8% of turnover referred to frozen foreign currency deposit -
FFCD bonds. No turnover of municipal and road reconstruction
bonds occurred in the previous quarter.

The Decision of the Ministry of Finance of Montenegro®influenced
on the share of turnover of restitution and FFCD bonds, which
enabled the debtors (natural and legal persons) to meet their
obligations to the state (payment of taxes, debts to the state)
using FFCD and restitution bonds. The turnover of bonds of
beneficiaries of pension insurance (PO9P, PO9D, P10P. P10D,
P11P) contributed to the increase in the turnover of bonds in
the observed period. Significant number of beneficiaries of the
pension insurance, due to poor living standard, has decided to
sell the bonds immediately after acquiring rights to fulfil their
requirements.

In relation to the first six months of 2008, the growth of turnover
in absolute amount of 6.0% was recorded, while the share of
turnover in bonds in the turnover structure recorded a significant
fall. The number of registered transactions was 16.6 times higher
than in the first six months of 2008.

Indices
A significant increase in indices of Montenegrin stock

exchanges was recorded at the beginning of this year with
slight oscillations.

Graph 3.5 - Turnover and number of

transactions of bonds at Montenegrin Stock
Exchanges in the first six months 2009
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Source: Montenegro Stock Exchange and Nex Montenegro
Stock Exchange

All three indices, with slight oscillations, increased. Moste
increased by 55.6% at June-end of the current year in relation
to year-end 2008, NEX20 increased by 41.7%, while index of
Funds increased by 36.8%.

Compared to the first six months of 2008, all three indices at
Montenegrin stock exchanges declined. Index Moste recorded
absolute fall of 38.61index points or 5.0%, index NEX20 declined
by 3.898.9 index points or 21.6%, and index NEXPIF recorded a
decline of 9.737.9 index points or 54.9% at the end of the first
six months of the current year.

Compared to their historical maximum values (reached in 2007),
indices were lower at June-end of 2009: Moste — 3.4 times,
NEX20 — 3.4 times, and NEX PIF — 6.3 times lower.

"1 .aw on Budget of Montenegro, 0G MNE, 12/07, projected EUR 10 million for the purchase of restitution bonds in 2009. The bonds had
nominal value of € 1. The brokerage firm being the most favourable bidder was obliged to buy them at € 0.35, while their market value

ranges somewhat below this amount.

15 The Ministry of Finance of Montenegro issued bonds based on indemnification of the beneficiaries of pension and disability insurance
in total amount of € 105.000.000,00. The bonds mature in six different series starting on 20 October 2009. The Law on indemnification
of beneficiaries of pension and disability insurance, 0G MNE, 40/08, anticipated that the retired persons can use their right from
indemnification to pay the electricity bills, tax obligations, purchase of shares of state companies and companies owned by Development
Fund of Montenegro under privatisation process, as well as for the purchase of apartments, residential premises, land and other state

owned property. Nominal amount on one bond is € 1.00.

18 The Decision on conditions and procedure of purchase of receivables of Montenegro through frozen foreign currency deposits of citizens
and bonds of foreign owners based on indemnification for revoked property rights, 0G MNE, 11 March 2008.

CAPITAL MARKET




CHIEF ECONOMIST REPORT - SECOND QUARTER 2009

Table 3.3 - General information on indices

MOSTE NEX 20 NEXPIF

Value as at 30 June 2009 730,6 14.178,91 7.998,26

Absolute change in the first six

months of 2009 +261,07 +4.175,98 +2.153,62

Initial index value 100,0  March 2003 1000,00 Mach 2003  1000,00 March 2003
Maximum index value during 2009 76713 1 June 2009 15.551,82 29.05.2009 12.794,85 25 May 2009
Maximum historical value 24554 7 May 2007 48.617,88 07.05.2007 50.780,54 17 Aug 2007
Minimum historical value 94,8 23 June 2004 918,57 14.04.2003 959,53 2 April 2003
Increase (decrease) from 31 556 47 36,8

December 2008 to 30 June 2009

Source: Montenegro Stock Exchange and Nex Montenegro Stock Exchange

Graph 3.6 - Indices at Nex Montenegro Stock

Exchange and Montenegro Stock Exchange
(NEX20 and NEX PIF-left and MOSTE- right)
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Source: Montenegro Stock Exchange and Nex Montenegro
Stock Exchange

Block Trades

In the first six months of 2009, eight block transactions were
achieved in the amount of EUR 123.02 million. Thelargest turnover
achieved through block trade (99.7%) was with EPCG shares.

(apitalisation

At June-end 2009, capitalisation achieved at Montenegro Stock
Exchanges amounted to EUR 2.88 billion being by 27.7% higherin
relation to December 2008. Compared to one-year period, market
capitalisation at Montenegro Stock Exchange has increased by
13.8%. In relation to maximum market capitalisation achieved

Graph 3.7. Capitalisations on Montenegrin
Stock Exchanges, in millions
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in August 2007, it declined by 31.2%. Market capitalisation at
Nex Montenegro Stock Exchange amounted to EUR 2.15 billion
atJune-end 2009 being higher by 51.5% in relation to December
2008, while in one year period it increased by 0.6%. In relation
to maximum market capitalisation achieved in August 2007, it
dedlined by 51.1%.

Summary

The first sixmonths of 2009 were characterised by the increase in
indices at Montenegrin Stock Exchanges. Optimism was evident at
Montenegrin capital market in the first six months of the current
year after long period of pessimism of investors. Such condition at



the market was largely the result of the sale of package of shares
of EPCG and positive signs from international capital market,
which gradually shows signs of financial stabilisation.

Numerous events marked the previous six months at the capital
market. The most important was the sale of share in EPCG by
investment funds (Trend, Moneta, Furofond and Atlasmont Fund),
which greatly contributed to the recovery of capital market after
long period of negative trends. Besides, in June, payment to
shareholders of Telekom of EUR 9.8 million was madein the form
of dividend and the decision to pay the amount of EUR 50 million
to the shareholders from undistributed profit from the previous
yearsin July of the current year was made. At the Shareholders’
Assembly of Atlasmont Bank, the decision was made to pay the
dividend in the amount of EUR 350 thousand to the owners of
preferred shares. Several companies increased their capital in
the previous quarter, several of them decreased it, and some of

the companies changed their names. In the previous quarter,
one brokerage firm became dealer as well.

Of Montenegrin banks, only NLB Montenegrobank had new issue
of shares of EUR 1.330.463.6 million to a pre-determined buyer.

In April of the current year, both Montenegrin stock exchanges
implemented new measure of the Securities and Exchange
Commission that referred to hiding symbols of brokerage firms in the
trading systems. The measure was imposed to prevent the realisation
of pre-agreed deals between individual brokerage firms.

Itis certain that the recovery of Montenegrin capital market will
be connected with the recovery of the global financial market.
However, its recovery will depend on the inflow of funds from
real estate market, as well as from the size of investments made
by big foreign Funds and individual portfolio investors.

Box 3.1 — Regional stock exchanges, selected operating indicators

Majority of stock exchanges in the region are facing fall in turnover and capitalisation due to effects of negative
global financial streams. On the other hand, indices of regional stock exchanges show signs of recovery, increasing
in relation to year-end 2008. The following tables show some of operating indicators of the stock exchanges from

the region.

Table 1 — Turnover and registered transactions on regional stock exchanges

SIORECh Relative relation of Relative rglation of number
turnover I-VI 09/1-V1 08 | of transactions I-VI 09/I-VI 08

Belgrade Stock Exchange -733 -48.3
Zagreb Stock Exchange -66.7 274
Sarajevo Stock Exchange -324 -46.7
Macedonian Stock Exchange -29.2 -37.0
Ljubljana Stock Exchange -59.1 -42.3
Nex Montenegro Stock Exchange -72.7 -41.2
Montenegro Stock Exchange 2571 74.7

Source: Reports on regional stock exchanges

Data from the table below showed that the reported turnover in the first six months at all stock exchanges was
significantly below the turnover achieved in the same period 2008. The highest decline was recorded by Belgrade
Stock Exchange (73.3%), Nex Montenegro Stock Exchange (72.7%) and Zagreb Stock Exchange (66.7%). The turnover
at Montenegro Stock Exchange increased of 2009 by 257.1% in the first six months, which was due to the trading
with shares of EPCG in May this year. Based on the transactions made, only Montenegro Stock Exchange recorded
an increase (74.7% more than in the first six months 2008).
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Stock exchange indices in the first sixmonths of the current year showed slightly better performances in relation to
year-end 2008, while in one-year period, the values of all indices recorded and decline. Observing indices at annual
level, the highest decline in the region was recorded by Belgrade Stock Exchange (68.1%), and then followed by
Sarajevo Stock Exchange (54.5%) and Macedonian Stock Exchange (48.2%). Inrelation to December 2008, indices of all
regional stock exchanges increased, except reference index of Sarajevo Stock Exchange that decreased by 15.7%.

Table 2 — Changes in selected indices of regional stock exchanges

Index change % of change
Stock Exchange Index

vioos | xnos | vios |viog/xios|vios/vios
Belgrade Stock Exchange BELEX15 569.27 56518  1,783.28 0.72 -68.08
Zagreb Stock Exchange CROBEX  1,896.36  1,722.25 3,587.59 10.11 -47.14
Sarajevo Stock Exchange SASX-10  1,04045 1,233.65 2,286.87 -15.66 -54.50
Macedonian Stock Exchange MBI1O  2,53243 2,096.16  2,53243 20.81 -48.17
Ljubljana Stock Exchange SBI20 426354 3,69572 787787 15.36 -45.88
RexMoniSnedoRoet NEX20 1417891 1000293 18,077.77 4175 2157
Exchange
Montenegro Stock Exchange MOSTE 730.60 469.53 769.21 55.60 -5.02

Source: Reports on regional stock exchanges

Based on the sentiment index
of Belgrade Stock Exchange, the Graph 1 - Belex sentiment, market perception index"’
expectations of investors on market
movements in the following months
showed a slight optimism.

Market capitalisation recorded
increase only at Montenegrin stock
exchanges in relation to the first six
months of 2008 (market capitalisation
increased by 13.8% at Montenegro S

Stock Exchange, while it increased 5 0 40 e 80 0 o
by 0.6% at Nex Montenegro Stock
Exchange).

2009

Source: Belgrade Stock Exchange

17 Belex sentiment represents index of expectations of most active members of the stock exchange (significant share in turnover and
frequency in trading during the period preceding voting), portfolio managers of investment and voluntary pension funds and public. Index
is calculated as weighted value of votes of these three groups of participants on the direction and intensity of future movements at the
market during the following month. Belex sentiment has base value of 100, and it may take value from 0 to 200. The value less than 100
points shows the negative expectations of market participants, while the value above 100 shows their positive expectations. The value
of index shows deviation from the base value and the change in value in relation to the previous months. The similar index existed at
Montenegro Stock Exchange, so called “Moste intuitivo”.



Table 3 - Comparison of market capitalisations in regional stock exchanges

Stock Exchange VI'09 /X1l ‘08 VI'09/VI'08
Belgrade Stock Exchange 2.1 -28.0
Zagreb Stock Exchange -0.8 -383
Sarajevo Stock Exchange -13.5 -409
Macedonian Stock Exchange 30 -43.4
Ljubljana Stock Exchange 8.8 -36.6
Nex Montenegro Stock Exchange 51.5 0.6
Montenegro Stock Exchange 277 13.8

Source: Websites of Regional Stock Exchanges
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The beginning of the global economic crisis at the end of the
previous year and its progress in the first half of 2009 has induced
a decline in economic activity, primarily in construction, trade,
tourism and transportation, which resulted in budget projections
seeing a divergence from the planned volume and dynamics.

4.1. Consolidated public spending

Inthe period January — June 2009, as estimated by the Ministry
of Finance®®, total current public revenues®, amounted to
EUR 586.5 million, which was 16.6% of the estimated GDP for
2009. Compared to the same period of the previous year, public
revenues were lower by 15.3% or 22.7% less than planned.

The share of tax contributions in the structure of public revenues
was dominant (57.7%), in addition to the revenues from
contributions (22.8%), while all other revenues accounted for
19.5%.

Consolidated public expendituresin the period January-June
2009 amounted to EUR 572.1 million or 16.2% of the estimated
(DP. Compared to the same period of the previous year, the public
consumption declined by 7%, being 31% lower than planned.
The reduction in expenditures was due to declines in both current
and capital expenditures and transfers.

Current public consumption® amounted to EUR 482.7 million
or 13.6% of GDP, which was 25.7% and 8% lower than planned
and in the same period of the previous year, respectively.

As per economic classification, current expenditures recorded
the highest contribution in the structure of public expenditures
(39.1%), followed by transfers (43.2%) and capital expenditures
(15.6%), while the share of all other expenditures was insignificant,
21%. (Annex C, Table 11).

4.2. Budget of Montenegro and
State-Owned Funds

Total budgetary revenues together with state-owned
funds, according to preliminary data of the Ministry of Finance,
amounted to EUR 541.8 million or 15.3% of planned GDP in the
first half of 2009. As for the structure of budgetary revenues,
92.6% related to current revenues, while revenues from
privatization proceeds, sold assets, grants, borrowings and
loans from domestic and foreign sources accounted for 7.4%.

In the first qurters of this year, considerably lower revenues from
privatization proceeds were obviously a result of unsuccesful
implementation of the privatization plan. Additionally, revenues
from grants and borrowings and loans from foreign sources were
considerably lower, while borrowings and loans from domestic
sources amounted to EUR 39 million, although these funds were
not planned for the first six months of the year (Table 4.1).

Current budgetary revenues in the first half of 2009
amounted to EUR 501.6 million, or 14.2% of the estimated
GDP. Compared to the plan, these revenues were 21.8% lower,
while compared to the same period of the previous year a decline
of 14% was recorded.

The main share in the structure of budgetary revenues was
of taxes (61.2%), followed by contributions (26.6%), and the
remaining 12.2% consisted of fees, other revenues and debt
servicing obligations.

In the first quarter of this year, revenues from taxes decreased
by 28.6% compared to the plan, or 20.6% compared to the
same period of the previous year. Al tax categories recorded a
decline, as a result of lower import of goods, demand for and
sales of properties, and inflow of foreign capital. Revenues from
VAT, customs duties, property tax, personal income tax, profit
tax, and excise duties recorded much lower collection rates
compared to the same period of the previous year, those were
lower by 20%, 41%, 58%, 27%, 20% and 3% respectively.

18 Source: Ministry of Finance Bulletin; estimated GDP for 2009 amounts to EUR 3,538 million.
19 Total current public revenues include revenues of the budget, state-owned funds and municipalities.
20 Consolidated public expenditures reduced by total capital expenditures.
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Atthe same time, revenues from excise duties increased by 9.8%
compared to the same period of the previous year. However,
pursuant to the amended Law on Excise Duties (Official Gazette
of Montenegro 76/08) that entered into force on 1 January
2009, the excise duties on tobacco products were increased
(especially on cigarettes), which will result in an increase in the
budgetary revenues.

A downward trend was recorded by contributions, revenues
from taxes, fees and other revenues, while the proceeds from
debt servicing obligations recorded an increase of almost eleven

times, amounting to EUR 23.3 million, of which EUR 22 million
were the repayment of two installments of the loan granted to
“Prva banka Crne Gore”, following the Law on Measures for the
Protection of the Banking System?".

Total Budgetary Expenditures, as assessed by the Ministry
of Finance, amounted to EUR 557.2 million or 15.8% of planned
GDP for the first half of 2009. The budgetary expenditures
included timely settlement of all obligations to international
and domestic financial institutions, as well as reqular payments
to all beneficiaries of and budget participants.

Table 4.1 - Current budgetary revenues of Montenegro and state-owned Funds

0, 0,
Plan |Recorded /o ) o Of. Collfected %
. Contribution Collection in
Jan-Jun| inJan- % K Recorded
) to the I in Jan-Jun
Revenue Categories 2009, |[Jun 2009, Contribution . Compared
. . Revenues ) Relation | 2008,
inEUR | inEUR in GDP . to Jan-Jun
million | million Jan-un to the in EUR 2008
2009 Plan million
TAXES 429.70 306.73 61.15 8.67 71.38 386.51 79.36
Personal Income Tax 4894 36.02 718 1.02 73.60 49.26 7312
Corporate Income Tax 41.73 3044 6.07 0.86 7295 38.04 80.02
Property Tax 7.24 2.56 0.51 0.07 35.36 6.10 4197
Value Added Tax 22811 160.17 31.93 4.53 70.22 199.62 80.24
Excise Duties 59.95 51.86 10.34 1.47 86.51 53.55 96.84
Taxon International Trade and 3889 2131 4.25 060 5480 3591 59.34
Transactions
Other Republic Taxes 4.84 4.37 0.87 0.12 90.29 4.03 108.44
Contributions 164.37 133.53 26.62 3.77 81.24 147.22 90.70
i e 1721 244 9267 9169 9415
Insurance
Medical Insurance 66.72 43.51 8.67 1.23 65.21 5143 84.60
Unemployment Insurance 4.49 3.69 0.74 0.10 8218 4.10 90.00
FEES 1113 10.18 2.03 0.29 91.46 13.94 73.03
DUTIES 1042 11.59 231 0.33 111.23 13.25 8747
OTHER REVENUES 19.26 16.26 3.24 046 84.42 20.65 78.74
Proceeds from Loan Repayment 6.51 23.32 4.65 0.66 358.22 2.05 1137.56
CURRENT REVENUES 641.39 501.61 100.00 14.18 78.21 583.62 85.95
Proceeds from Privatization 17.50 0.23 0.01 131
Grants 4.26 0.83 0.02 1948
Borrowings and Loans from Foreign 1262 016 0.00 197
Sources
Borrowings and Loans from Domestic 3805 110
Sources
TOTAL BUDGETARY REVENUES OF
MONTENEGRO AND STATE-OWNED 675.77 541.78 15.31 80.17 583.62 92.83

FUNDS

Source: Ministry of Finance

21 0fficial Gazette of Montenegro 64/08



Consolidated Budgetary Revenues’in the first half of 2009
amounted to EUR 482.8 million, or 13.7% of the estimated GDP.
Effected expenditures recorded a decline of 4% in comparison to
the corresponding period of 2008, and they were 32.3% lower
than planned. The reduction in expenditures resulted from
the implementation of saving measures and orientation of the
Government towards rational spending of budgetary funds at all
levels, which is in compliance with the adopted plan on saving
by all beneficiaries of the current budget.

The structure of budgetary expenditures included 39.8% of current
budgetary expenditures, which recorded a decline of 22.4% in
relation to the comparative period, and also a 29% decrease in
comparison with the plan for the reporting period. Reduction in

all cost categories was noticeable in those expenditures. However,
in spite of the reduced budgetary expenditures and adhering to
the saving plan by all the beneficiaries, there are certain categories
having the priority in payout, these being salaries, pensions, social
contributions, debt and interest payments to international and
domestic financial institutions. Otherwise, the majority of funds
(719%) was allocated to gross salaries, while 29% went on other
current expenditures (annuity; interest; expenditures for supplies
and services; subsidies; current maintenance).

Some 48.7% of total expenditures went on transfers to
institutions, individuals, non-governmental and public sector,
and social welfare, 9.6% was allocated to capital expenditures,
while the remaining 1.9% related to granted borrowings and

Table 4.2 - Consolidated budgetary expenditures of Montenegro and state-owned Funds,

1 January - 30 June 2009

0
Planned Recorded % of % of Recorded /.o of.
Jan-Jun Jan-Jun |Contribution| % of |Realization Jan ~Jun |Realization
DESCRIPTION 2009, . . g . R 2008, |inRelation
) 2009, in in GDP |in Relation| .
in EUR " \c\ R million|Expenditur to the Plan| MEUR | toJan-un
million on|=xpenditures OMeFan illion | 2008
Current Expenditures 24743 192.09 39.78 543 7763 270.81 7093
Gross Earnings and Contributions paid 5, 34 3 2825 385 9450  156.86 86.94
by Employers
Other Personal Income 10.64 594 1.23 0.17 55.83 10.68 55.62
Expenditures for Supplies and Services 56.49 32.65 6.76 092 57.80 69.47 47.00
Current Maintenance 3.77 1.31 0.27 0.04 34.75 9.56 13.70
Interests 11.96 6.17 1.28 0.17 51.59 10.21 6043
Rent 558 2.50 0.52 0.07 44.80 3.06 81.70
Subsidies 11.54 539 1.12 0.15 46.71 8.01 67.29
Other Expenditures 313 1.75 0.36 0.05 5591 296 59.12
Transfers for Social Insurance 201.60 159.32 33.00 4.50 79.03 154.01 103.45
Transfers toInstitutions, Individuals, 109.40 7578 1560 214 6927 3894 19461
Non-Governmental and Public Sectors
Total Capital Expenditures 121.07 46.57 9.65 132 38.47 30.86 15091
Borrowings and Loans 18.61 3.07 0.64 0.09 16.50 6.19 49.60
Reserves 15.08 6.01 1.24 017 39.85 4.63 129.81
CONSOLIDATED EXPENDITURES 713.19 482.84 100.00  13.65 67.70 505.44 95.53
Repayment of Debts to Residents 15.64 26.88 0.76 171.87
Repayment of Debts from the 3836 38.49 109 10034
Previous Period
Repayment of Debts to Non-Residents 10.88 8.96 0.25 82.35
TOTAL EXPENDITURES 778.07 557.17 15.75 7161  505.44 110.23

Source: Ministry of Finance

22 Total expenditures reduced by debt repayments.
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loans by the Government, and budgetary reserves. EUR 74.3
million was spent on debt servicing obligations. Repayments of
debts to residents, principal and guarantees, amounted to EUR
26.9 million, while the repayment of debts from the previous
period (based on frozen foreign currency deposits, restitution
and other obligations) amounted to EUR 38.5 million; debt
repayments to nonresidents amounted to EUR 8.9 million.

In the first half of 2009, the Budget of Montenegro recorded a
positive financial result, primarily due to a substantial amount
of outstanding liabilities and it is certain that there will be no
way to avoid fiscal deficitin the current year. It can be expected

that a negative trend in the collection of budgetary and public
revenues, resulting in much lower revenues than those planned,
will continuein the upcoming period. Regardless of the expected
downtrendin public expenditures, itis likely that external financial
support will be required to close the financial gap. Anyway,
alleviating circumstances are that the public debt remains low
owing to good policies followed in previous years, which means
that there are still possibilities for additional borrowing. To that
end, activities have been initiated to provide funds for financing
the fiscal deficit that must remain within the Maastricht Criteria
level of 3% of GDP.

Box 4.1 - Fiscal measures of Montenegro’s government as the response to
the global crisis

Due to the expected negative effect of the global crisis on Montenegro’s economic growth in 2009, and with a view
to increasing productivity and preserving the favourable economic environment, the Government of Montenegro
has been following fiscal policy in 2009 as viewed in the following measures undertaken:

- reduction of current unproductive budgetary consumption — temporary reduction of expenditures for
material and services of 10% in the first half of 2009;
- lowering of tax burden on citizens and companies and a reduction of contributions for pension and health

care insurance;

- cancelling of fees for construction land and motorways, and a decrease of electricity prices for the corporate
sector and simultaneous subsidizing of the most deprived categorize of the population;
- reduction of public debt through early repayment of domestic debt arising from frozen foreign currency

deposits and restitution;

- reduction of grey economy followed by increased engagement of tax and customs services;

- creditsupport to the development of small and medium-sized enterprises through issuing government guarantees
to provide long term credit line to the banking sector from international financial organisations;

- increasing investments in infrastructure through raising expenditures in the capital budget, thus inducing
investment consumption and creating conditions to maintain economic growth.

The total amount of the planned incentives through fiscal and socio-economic measures in 2009, as per the Ministry

of Finance data, will amount to some EUR 350.0 million.

4.3. Local governments (municipalities)

As estimated by the Ministry of Finance, current revenues of
local governments in the first half of 2009 amounted to EUR
85.2 million or 2.4% of the estimated GDP for 2009. Compared

to the first six months of the previous year and the plan for this
year, they are 22% and 28% lower, respectively.



The structure of the collected revenues shows that the main share
in the revenues came from fees (45%) and taxes (37%), while
other contributions (fees, proceeds from loan repayments, and
other revenues) accounted for 18%. Especially poor collection
rates were recorded in property excise tax, income tax, and local
taxes and fees, and other fees.

Consolidated expenditures of local governments
amounted to EUR 89.6 million or 2.5% of the estimated GDP.
Compared to the first half of 2008, these decreased by 15%, and
were 279% lower than planned. Capital expenditures amounted
t048%, representing the most significant cost item in total local
government expenditures, followed by current expenditures
(34.8%), and the remaining 17.2% related to other expenditures
atthelocal level. In the first half of the year, local governments
recorded a deficit of EUR 4.4 million (Table 4.3).

Table 4.3 - Current revenues and consolidated expenditures of local governments

Planned | Recorded % % Recorded Recorded |% Recorded
Revenues Jan-Jun Jan-Jun Contribution| Compared Jan-Jun | compared
200.9,. EUR 200.9,. EUR t0 GDP to the Plan 200.8,. EUR | toJan-Jun

million million million 2008
CURRENT REVENUES 117.62 84.90 240 72.18 108.73 78.08
Taxes 49.02 3154 0.89 64.34 4538 69.50
Fees 707 527 0.15 74.54 7.89 66.79
Charges 48.71 38.28 1.08 78.59 4421 86.59
Other Revenues 12.82 9.81 0.28 76.52 6.49 151.16
Loan Repayment Proceeds 0.00 4.76 0.00
CONSOLIDATES EXPENDITURES 122.01 89.56 2.53 7340 105.49 84.90
CURRENT SPENDING 59.42 46.76 1.32 78.69 5042 92.74
Current Expenditures 3599 31.15 0.88 86.55 3544 8790
S;OES;ETQ;EES and Contributions paid 1817 17.23 049 94.83 1603 10749
Other Personal Income 313 218 0.06 69.65 2.39 91.21
Expenditures for Supplies and Services 8.56 6.58 0.19 76.87 11.65 56.48
Current Maintenance 3.39 3.08 0.09 90.86 233 132.19
Interests 0.68 0.57 0.02 83.82 0.32 17813
Rent 0.61 0.37 0.01 60.66 0.24 154.17
Subsidies 0.95 0.70 0.02 73.68 0.59 118.64
Other Expenditures 0.5 044 0.01 88.00 1.89 23.28
Transfers for Social Insurance 1.64 0.82 0.02 50.00 0.16 512.50
Non-Govermenalandpudicsecors 1990 1% 03 6834 s 973
Capital Expenditures 62.59 42.80 1.21 68.38 55.07 7772
Borrowings and Loans 1.79 0.81 0.02 45.25 0.78 103.85
Reserves 3.10 243 0.07 78.39 218 11.47
DEFICIT/SURPLUS -1.69 -4.12 -0.12 243.79 3.24 -127.16
Montenegro Budgetary Transfers 1.35 0.27 0.01 20.00
Privatization Proceeds 18.51 6.84 0.19 3695 8.67 78.89
Grants 0.59 1.33 0.04 22542 0.15 886.67
Borrowings from Foreign Sources 4.20 033 0.01 7.86 1.53 2157
Debt Repayment 2090 10.95 0.31 52.39 4.01 273.07

Source: Ministry of Finance
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4.4 State-owned Funds

The National Pension and Disability Insurance Fund”’
recorded total revenues in the amount of EUR 141.4 million.
Current revenues of the Fund amounted to 97.2%, being 4%
higher than in the same period of the previous year and 18%
lower than planned. Contributions, as the main source of financing
of the Pension and Disability Insurance Fund, accounted for 63%
of the current revenues, which was 6% lower than in the first
two quarters of the previous year. In addition to the application
of lower rates for pension insurance contributions in 2009, the
reduction of revenues was also contributed by considerably
reduced liquidity of the corporate sector, including delayed or
defaultin payments by a number of corporate entities. Revenues
contributed by the non-corporate sector increased by 15% in
relation to the same period of the previous year. Other revenues
(income from capital and the collection of outstanding liabilities
from previous period) accounted for 2.5% of the current revenues
and recorded a 102% increase in relation to the comparative
period. At the same time, budget transfers increased by 27% and
made up 34.5% of current expenditures. Credit funds used by the
Fund over the reporting period amounted to EUR 4 million.

Total expenditures of the Pension and Disability Insurance Fund
(consolidated expenditures and debt repayment) in the first
half of 2009 amounted to EUR 146.7 million, which was 11%
more than in the same period of the previous year. The most
significant expenditure item was the expenditure for pensions,
which amounted to 85% of total expenditures, while 15% of
the expenditures related to fees, allowances, pensions to the
foreign beneficiaries, military pensions, contributions for health
insurance of retired persons, operating expenditures, settlement
of liabilities from previous years, and loan repayment.

The deficit generated by the Fund in the period January — June
2009 amounted to EUR 5.7 million.

The National Health Insurance Fund, according to own
estimations, recorded the total revenues in the amount of EUR
60.6 million in the first two quarters of 2009, which was 26%

less than in the same period of the previous year. Lower current
revenues resulted from lower collection of contributions in all
categories and lower budgetary transfers.

Total expenditures of the Health Insurance Fund in the said period
amounted to EUR 67.3 million, which was 11% lower than in
the same period of the previous year. The largest share in total
expenditures (96%) was of expenditures for reqular activity, while
4% of funds were spent on the Fund’s operations. According to
the balance of total revenues and realized expenditures in the
first two quarters of 2009, the Fund generated a deficit of EUR
6.7 million. Outstanding liabilities of the Fund amounted to
EUR 29.2 million.

According to the data of the Employment Agency of
Montenegro, total revenues recorded by this institution in the
first two quarters of 2009 amounted to EUR 10.5 million. Current
revenues (contributions, taxes, ather revenues and revenues from
loan repayment) made up 58.6% of the revenues, being 33%
lower than in the corresponding period of the previous year, as
a result of lower collection of contributions (by 9%), duties on
employment of non-residents (by 59%) and loan repayment
obligations (by 45%). The budgetary transfers were 27% lower,
making up 41.3% of the revenues, while the remaining 1% related
to privatization proceeds.

Expenditures of the Agency amounted to EUR 10 million in the
reporting period, which was 12% less than in the comparative
period. Some 24% of the expenditures related to current
expenditures, 23% to the transfers to individuals, institutions
and public sector, 31.5% to social insurance transfers and 22.5%
to borrowings and approved loans.

Comparing the revenues (current revenues with transfers) and
effected expenditures, the Agency generated a surplus of EUR
04 million in the first two quarters of 2009.

The Development Fund, recorded EUR 1,121.4 million of
revenues, and EUR 1,409.1 million of expenditures, so that a surplus
of EUR 0.3 million was generated in the reporting period.

% Source: National Pension and Disability Insurance Fund (preliminary data)
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According to data of the Ministry of Finance, public debt of
Montenegro amounted to EUR 1,003.6 million at the end of Qll
2009, being EUR 12.6 million lower than at the end of QI this
year, yet EUR 108.9 million higher than at end-2008. At the end
of Ql, public debt accounted for 28.8% and at the end of Qll it
was 28.4% of the estimated GDP for 2009.2

Governmental guarantees amounted to some EUR 65.8 million,
which is 1.9% of GDP or 6.6% of total public debt. Public debt
accounted for some 66.2% of total budgetary revenues in 2008
(without privatization proceeds, loans and donations). Public
debt, including the debt of public companies, amounted to EUR
1,102.8 million or 31.2% of the estimated GDP (Table 5.1)

Table 5.1 — Public debt structure, EUR million

. 1,003.6
Total public debt
28.4% GDP
) 450.3
Domestic debt
12.7% GDP
. 553.3
Foreign debt
15.6% GDP
Public debt and debt of 1102.8
public companies 3129 GDP

Source: Ministry of Finance

% Estimated GDP for 2009 is EUR 3,538.0 million.
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5.1. Domestic debt

Domestic public debt amounted to EUR 450.3 million as at 30
June 2009, which was EUR 15.5 million less than in the previous
quarter. Domestic public debt increased in the first half of 2009 by
EUR 37.3 million due to the continued implementation of projects
of the Directorate for Transportation, aimed to resolve the traffic
bottlenecks by taking over the debt of the Railway Transport of
Montenegro and the Railway Infrastructure of Montenegroin the
amount of some FUR 3 million with commercial banks, and the
debt of the Radio and Television of Montenegro in the amount of
EUR4.1 million, for which purpose the treasury bills to the amount
of EUR 34.7 million by issuing treasury bills to the amount of EUR
34.7 million and increasing municipal indebtedness.

PUBLIC DEBT
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As for the structure of the domestic debt, the share of frozen
foreign currency deposits was the highest (25.8%), followed by
compensation claims (23.7%), outstanding pensions (14.5%),
local governments’ debt (13.7%), commercial loans (12.0%),
treasury bills (7.7%) and loans from non-financial institutions
(2.7%) (Table 5.2, Graph 5.2).

Total obligations arising from restitution amounted to EUR 106.5
million at end-June 2009, which is EUR 10.3 million less than at end-
2008. The reduction of restitution debt was due to cash payment of
these obligations and the purchase of bonds, series FO0T and FO02,
by the state at the stock exchange. The Government of Montenegro,
with a view to reducing the domestic debt, started purchasing the
restitution bonds in January this year; these bonds are purchased
before their maturity, as to indemnify former owners, and the total
amount purchased so far is some EUR 11.2 million worth bonds
paid for some EUR 3.5 million. In 2008, the Government passed
a Decision on the redemption of frozen foreign currency deposit
bonds maturing in 2016 and 2017, and the amount purchased so
faris EUR 1.1 million, of which EUR 0.3 million in 2009.

The municipal debt (local governments) amounts to EUR 61.7
million, the same as in Ql this year, yet EUR 19.3 million higher
than at the end of 2008.

In the first half of 2009, total interest paid to the residents
amounted to around EUR 0.7 million, and the payment of principal

Graph 5.2 - Structure of Domestic debt, EUR
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amounted to EUR 22.1 million, whereas repayment of prior years
debt amounted to some EUR 32.2 million. The Law on Budget
for 2009 envisages that principal payment will amount to some
EUR 12774 million, including liabilities for early repayment and
obligations of the Restitution Fund, whereas interest payment
will amount to some EUR 24.0 million.

Itis expected that the domestic debt will continue increasing in the
upcoming period due to increasing liabilities for restitution.

Table 5.2 — Structure of domestic debt, as at 30 June 2009

Domestic debt . % of

Creditor DEeUbé Eﬁ:ﬁgﬁe contribution to estimated % of dD:S,:eStIC Public

GDP in % debt
Frozen foreign currency deposits 116.2 33 25.8 11.6
Local governments’ debt 61.7 17 137 6.1
Compensation claims?® 106.5 3.0 237 10.6
Loans from commercial banks 54.0 15 12.0 54
:_r%atllrlz;rg;r; non-financial 121 03 27 1
Outstanding pensions 65.1 1.8 14.5 6.5
Treasury bills 347 1.0 77 35
TOTAL 450.3 12.7 100.0 449

Source: Ministry of Finance

% Bonds acquired pursuant to the Law on indemnification of holders of pension and disability insurance were issued on 15 September 2008,

the total amount being EUR 105.0 million..



5.2. Foreign debt

Atthe end of the half of 2009, foreign debt amounted to EUR 553.3
million. Inrelation to the end of 2008, foreign debt increased by
EUR 71.6 million or 14.9%. This increase was due to the taking
over of the debt of the JSC Railway Infrastructure of Montenegro
owed to the Czech Export Bank (CEB) in the amount of EUR
48.1 million; to the European Investment Bank (EIB) in the
amount of EUR 7 million (EUR 0.2 million carried out so far),
European Bank for Reconstruction and Development (EBRD) in

the amount of EUR 17 million (EUR 3.5 million carried out so far);
and from taking over of the debt of the JSC Railway Transport
of Montenegro owed to EUROFIMA in the amount of CHF 34.5
million. The debt balance was reduced by reqular servicing of
the principle amount in the amount of some EUR 11.9 million.
In addition to this, approximately EUR 10.2 million and some
EUR 11.9 was paid to non-residents based on interest rates and
principal, respectively.

Table 5.3 - Structure of foreign debt in January - June 2009

Debt Foreign Share in Foreign Sharein
Creditor Balance,| Debt/ GDP Debt Public Debt
EUR "
million
B;evrenli)t;)omnaelnfia(lrg;{g Reconstruction and 1836 > 33 183
International Financial Corporation (IFC) 74 0.2 1.3 0.7
Member Countries of the Paris Creditors’ Club?® 1278 36 2311 12.7
International Development Agency (IDA)? 53.8 15 9.7 54
European Investment Bank (EIB)? 36.0 1.0 6.5 36
Eugsglfgrgzgr{Eég%é)constructlon and 164 05 30 16
Council of Europe Development Bank 1.2 0.0 0.2 0.1
European Community 55 0.2 1.0 0.5
Credit Bank for Reconstruction - Germany (KFW) 10.8 03 2.0 1.1
Austrian Loan 4. 0.1 0.7 04
Hungarian Loan 1.8 0.3 21 1.2
Polish Loan 1.8 0.3 2.1 1.2
Société Générale - Education IT 1.8 0.1 03 0.2
French loan?? 83 0.2 15 0.8
EUROFIMA - Railway Company's Debt3° 229 0.6 4.1 23
Czech EXIM - Railway Company's Debt 45.0 13 8.1 4.5
Steiermarkische Bank und Sparkassen AG ' 5.1 0.1 09 0.5
TOTAL 553.3 15.5% 100.0% 55.1%

Source: Ministry of Finance

%The amount of the original debtin EUR is 71%, 26% in USD and 3% in other currencies.

7 The original amount in SDR. Used exchange rate is XDR/EUR = 1.110

28 EB loans to the total amount of EUR 47.0 million serviced by public companies (Monteput, Airports of Montenegro and EPCG) are not

included in the foreign debt but treated as quarantees.
2 Commodity loan - EPCG

30 Loan from EUROFIMA jis CHF 34.5 million; exchange rate used is 0.6636.
31 Loan for financing procurement of fire fighting vehicles for the Ministry of Internal Affairs.
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The foreign debt does not cover obligations arising from
unresolved debt issues towards Libya, Kuwait, Czech Republic,
Slovakia, and towards UBS Bank for bonds issued within the
London Club. Debt to the aforesaid four countries was assigned
to Montenegro as a part of the division of the non-allocated debt
(5.88% of 38% for Serbia and Montenegro together). Pursuant
to the Agreement on succession from Vienna as of 29 June 2001,
this debt is to be resolved through harmonized stance within the
Committee for the division of financial assets and liabilities of the
former SFRY. As for APl bonds, negotiations with representatives
of USB Bank are expected to take place in the second half of 2009
with a view to finding bilateral means to resolve this issue. Total
amount of liabilities arising from unresolved debt issues will
probably amount to some 1% of GDP and it has been included
in the debt projections for 2009-2012.

Ofthe total available credit funds, itis possible to withdraw financial
resources on the hasis of the following: IDA loan, approximately
SDR 104 million; KfW loan (water supply, phases Il and Ill), EUR
28 3 million; EBRD loan for the road reconstruction project of some
EUR 1.4 million; the Polish loan amounting to approximately EUR
0.3 million; the Hungarian loan of nearly EUR 3.2 million; and the
French loan to the Electric Power Company of Montenegro (EPCG)
of approximately EUR 0.2 million; in addition to the assumed loans
of the Railway Company issued by EIB in the amount of EUR 6.8
million, and by EBRD in the amount of EUR 4.0 million.

In addition, withdrawal of the following loan funds is expected
in the upcoming period: consumer loan of the Government of
Spain for the recycling plant in Podgorica amounting to EUR 5
million (the requirement for withdrawal is the implementation
of the Agreement between Ministries of Finance of Montenegro
and Spain signed in March 2009); the commodity loan of the
Erste Bank, Austria, in the amount of EUR 6 million; the loan of
the International Bank for Reconstruction and Development
(IBRD) for the “Land Registry” project in the amount of EUR
11 million, and the “Energy Efficiency” project in the amount
of EUR 6.5 million; the European Investment Loan (EIB) in the
amount of EUR 4 million, dating from the Union of Serbia and
Montenegro for the road reconstruction project, and EUR 5
million for the wastewater project; the loan of the Austrian bank

Steiermarkisiche Bank und Sparkassen AG in the amount of EUR
16.9 million to finance the project of “Procurement of Special
Purpose Vehicles for the Fire Fighting and Rescue Operations”,
as well as IBRD loan funds to finance the Project of institutional
development and agriculture strengthening of EUR 11 million.
According to the foregoing, the total available, although not
withdrawn, funds amount to some EUR 121.5 million.

Future withdrawals

Inthe first quarter of 2009, the Ministry of Finance signed a loan
agreement to finance the project “Procurement of Special Purpose
Vehicles for the Fire Fighting and Rescue Operations” with the
Austrian bank Steiermarkisiche Bank und Sparkassen A Gin the
amount of EUR 22 million, the Agreement on guarantee with
EBRD for the loan to implement the Railway Company project,
phase Ill, to the amount of EUR 4.0 million.

In 2009, the Government will sign loan agreements with
multilateral organisations to the amount of EUR 90 million and
with bilateral creditors up to the amount of EUR 35.2 million.*2

Montenegro will issue guarantees in 2009 to the amount of EUR
376.0 million* for the following:

- EBRDloan - railway project, Phase lll, in the amount of
EUR 4 million — beneficiary is Railway Infrastructure;

- EBRD loan - Project “Construction of Regional Water
Supply Pipeline at Montenegro’s Coast” in the amount
of EUR 3.0 million — beneficiary is JP Regionalni
vodovod Crnogorsko primorje (Regional Water Supply
Montenegrin Coast);

- EIB loan to finance the Railway projects, Phase II, in
the amount of EUR 7 million — beneficiary is Railway
Infrastructure;

- EBloan —support to the banking sector in the amount
of EUR 100.0 million — beneficiaries are Montenegrin
commercial banks;

- German Bank for Reconstruction (KfW) loan -
project “Thermal Power Plant of Pljevlja | and the
Transformer Station of Ribarevine” in the amount of
EUR 15 million — beneficiary is EPCG;

32Law on Amendments to the Law on Budget of Montenegro for 2009, official Gazette of Montenegro 08/2009, Article 17.

3 bid.



- German Bank for Reconstruction (KfW) loan -
project “HPP Piva” in the amount of EUR 9.5 million
— beneficiary is EPCG;

- German Bank for Reconstruction (KfW) loan — support
to the banking sector in the amount of EUR 50.0 million
— beneficiaries are Montenegrin commercial banks;

- Abu Dhabi Fund for Development loan - project
“Regional Water Supply” in the amount of EUR 15
million — beneficiary is JP Regionalni vodovod
(rnogorsko primorje;

- NLB Montenegrobank to the amount of EUR 5 million
— beneficiary is Bauxite Mines, Niksic, Montenegro

- The government will issue quarantees for loans to
support the corporate sector in the total amount of
EUR 167.5 million; creditors are yet to be defined.

The Ministry of Finance may borrow funds to finance the deficit
and for debt servicing to the amount of EUR 240.0 million.

5.3. Public debt projection and
sustainability

The projection of the Ministry of Finance relating to the public
debt in the period 2009-2012 is based on the legal and contractual
obligations taken by the State, with a view to assessing the
sustainability of the debt.

The projection of the domestic debt development is based on
the following assumptions:

- theobligations relating to restitution will reach the level
of EUR 350.0 million by 2012, while the servicing of those
obligations will amount to 0.5% of GDP annually.

- theobligations relating to unpaid pensions will amount
to EUR 34.0 million per annum, to be fully paid until
the end of 2011.

- Anew borrowingis envisaged in 2009 aimed at financing
projects of the Directorate for Transportation to solve
the problem of traffic bottlenecks, to the amount of
some EUR 5 million.

- Thedebtoflocal governments will remain at the current
level.

- Repayments of frozen foreign currency deposits will
amount to approximately EUR 14 million per annum.

- The purchase ofthe bonds 0B16,0B17,D017 and DO7**
relating to frozen foreign currency deposits, was not
taken into account, same as of the restitution bonds.

- There will be no assuming of debts of companies.

In support of the projection of foreign public debt, a projection
of new debts and transferred loans was prepared, according to the
agreed cooperation framework with international and bilateral
creditors, while the funds will be used to finance the wastewater,
regional water supply, road and railway infrastructure and energy
projects. Foreign debt movement was projected assuming the
average three-year withdrawal of loan funds and that the
available funds of some EUR 121.5 million will be withdrawn
in 2000.

Table 5.4 — Projection of the level and structure of the public debt of Montenegro, end-2009 - 2012

2009 2010 201 2012
projection projection projection projection
Foreign Debt (EUR million) 882.0 1.128,7 1.341,7 1.3449
Foreign Debt (% of GDP?4) 249 29.6 32.7 313
Domestic Debt (EUR million) 469.5 456.3 4614 4481
Domestic Debt (% of GDP) 133 12.0 1.3 104
Total Debt (EUR million) 1.3519 1.585,0 1.803,1 1.793,0
Total Debt (% of GDP) 38.2 41.6 44.0 4.7

Source: Ministry of Finance

34 Estimated GDP for 2009 is EUR 3,538 million, EUR 3,807 million in 2010, EUR 4,098 million in 2011, and EUR 4,303 million in 2012.

% Frozen foreign currency deposit bonds maturing in 2016 and 2017.
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In 2009, a new borrowing of EUR 200 million was added to finance
the fiscal deficit and loan repayment, with EUR 180 million and
EUR 150 million to be respectively added in 2010 and 2011 for
the same purposes. The Ministry of Finance expects that these
funds will be provided from external sources.

The Division for debt and cash management within the Ministry
of Finance has already contacted potential creditors. However,
the progress of the financial crisis and its impact on liquidity
and the lack of trust in the credit market, particularly towards
creditors with speculative rating, prevent the availability of
reliable sources of funding.

The projection does not include the obligations that are to arise in
respect of the construction of the Bar-Boljare motorway or other
infrastructure projects which have not been defined through the
cooperation with international financial institutions and bilateral
creditors. In addition, potential growth of obligations of the
Pension and Disability Insurance Fund and the Health Insurance
Fund due to negative demographic trends in the structure of
population was not taken into consideration.
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The slowdown in domestic and foreign demand affected
Montenegro’s external economic relations. The balance of
paymentsin the first half of 2009 was characterized by a declinein
the current account deficit and the foreign trade deficit, relatively
high level of foreign direct investments, and reduced foreign
borrowing by companies and banks.

According to preliminary data, the current account recorded a
deficit of EUR 393.8 million in the reporting period, which is
40.9% less than in the same period of 2008, and this is due to
thelowering of the foreign trade deficit. Observed as a percentage
of GDP, the deficit amounted to 24.8%, which is 24 percentage
points less than in the previous year.

The total volume of visible trade amounted to EUR 765.8 million,
being 40% lower, while the foreign trade deficit totalled EUR
466.1 million, showing a decrease of 37.9% in relation to the
comparative period of 2008. The coverage of foreign trade deficit
with surpluses in other current sub-accounts was 15.5%, which
is 4 percentage points more than in the previous year. The visible
export/import coverage was 24.3%.

The trade of services amounted to EUR 325.6 million, which
was 10.3% less than the volume effected in 2008. The trade
resulted in a surplus of EUR 45 million, which was 25.8% more
than in the previous year.

The factor income sub-account recorded a deficit of EUR 10.5
million, while the current transfers sub-account registered a
surplus of EUR 37.8 million.

Net FDI amounted to EUR 323.5 million or 1.1% more than in
2008. Total FDIinflow was EUR 396.2 million, while at the same
time their outflow amounted to EUR 72.6 million.

Portfolio investments inflow and outflow in the first half of
2009 amounted to EUR 22.2 million and EUR 51.3 million,
respectively.

QOther investments sub-account recorded a deficit of EUR 80.1
million, unlike in the same period of 2008 when it had registered
asurplus of EUR 425.3 million.

EXTERNAL DEVELOPMENTS
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Table 6.1 - Balance of payments of Montenegro, EUR thousand

Jan-Jun 2008 | Jan - Jun 2009 | Changein % | % of GDP
A. CURRENT ACCOUNT -666,863 -393,840 -40.94 -24.78
GOODS -750,802 -466,119 -37.92 -29.33
1. Revenues 264,126 149,850 -43.27 9.43
1.1 Export in Foreign Trade Statistics 245,740 139,069 -43.41 8.75
1.2 Coverage Adjustment 18,387 10,781 -41.37 0.68
2. Expenditures 1,014,928 615,969 -39.31 38.76
2.1 Import in Foreign Trade Statistics 1,004,472 610,440 -39.23 3841
2.2 Coverage Adjustment 10,455 5,529 -47.12 0.35
SERVICES 35,790 45,009 25.76 2.83
1. Revenues 199,387 185,314 -7.06 11.66
2. Expenditures 163,597 140,304 -14.24 8.83
INCOME 15,780 -10,503 -0.66
1. Revenues 57,799 59,556 3.04 3.75
2. Expenditures 42,018 70,059 66.74 44
CURRENT TRANSFERS 32,369 37,773 16.70 2.38
1. Transfers to Montenegro 51,394 54,384 5.82 342
2. Transfers from Montenegro 19,025 16,611 -12.69 1.05
B. CAPITAL AND FINANCIAL ACCOUNT 698,435 290,952 -58.34 18.31
1. CAPITAL ACCOUNT -101 1,992 0.13
2. FINANCIAL ACCOUNT 698,535 288,960 -58.63 18.18
2.1. Direct Investments — Net 320,094 323,554 1.08 20.36
2.2. Portfolio Investments - Net -11,212 -29,127 159.80 -1.83
2.3. Other Investments — Net 425,320 -80,130 -5.04
2.4. Change in CBM Foreign Reserve Assets -35,667 74,664 4.70

C. NET ERRORS AND OMISSIONS (-A-B) -31,572 102,888

Source: Central Bank of Montenegro

6.1. Current Account

The current account deficit recorded a fall in the first two quarter
0f 2009, which was primarily due to a decline in visible imports,
the increased surpluses in the services account and current
transfers. In the reporting period, the current account deficit
was EUR 393.8 million or 24.8% of GDP.

Visible foreign trade recorded a decline in turnover. A deficitin
the goods sub-account was EUR 466.1 million or 37.9% less than
in the comparative period of 2008. The services sub-account
recorded a surplus in the reporting period of EUR 45 m million.
The income sub-account recorded a deficit, whereas current
transfers showed the surplus increase in comparison with the
first six months of 2008.



Table 6.2 - Current account, EUR thousand

Jan - Jun 2007

Jan - Jun 2008

Jan - Jun 2009

Change in %

(2009/2008)
A. CURRENT ACCOUNT (1+2+3+4) -381,747 -666,863 -393,840 -40.94
1. GOODS -490,614 -750,802 -466,119 -37.92
1.1. Revenues 268,608 264,126 149,850 -43.27
1.2. Expenditures 759,222 1,014,928 615,969 -39.31
2. SERVICES 70,700 35,790 45,009 25.76
2.1.Revenues 168,577 199,387 185,314 -7.06
2.2. Expenditures 97,877 163,597 140,304 -14.24
3.INCOME 12,143 15,780 -10,503
3.1. Revenues 41,460 57,799 59,556 3.04
3.2. Expenditures 29,317 42,014 70,059 66.75
4. CURRENT TRANSFERS 26,023 32,369 37,773 16.70
4.1. Transfers to Montenegro 48,012 51,394 54,384 5.82
4.2. Transfers from Montenegro 21,989 19,025 16,611 -12.69

Source: Central Bank of Montenegro

Graph 6.1 - Current account structure, EUR
thousand

== (Goods Current transfers
600,000 == Services mm [ncome —

— Current account
400,000

200,000

0
-200,000

-400,000

-600,000.

Q1 02030401 Q2Q3040Q1 Q2Q30Q4Q1 Q2
2006 2007 2008 2009

Source: Central Bank of Montenegro

Box 6.1 —Current accounts of countries in the region

In the first quarter of 2009, most of the countries in the regions recorded a decline in the current account deficit
in relation to the same period in 2008. The main reason behind this is the global financial crisis which has not left
this region behind, as well as lower economic activity, which resulted in lower export and even lower import of

goods.

EXTERNAL DEVELOPMENTS
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the region, EUR million

Graph 1 -Current account deficit in countries in
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6.1.1. Visible trade3®

The preliminary data of Monstat show that the total foreign trade
in the first six months of 2009 amounted to EUR 749.5 million, of
which export accounted for EUR 139.1 million and import EUR
610.4 million. Compared to the same period in 2008, this is a
decrease of 40.1%, which is primarily the consequence of the
global financial crisis. The lower visible trade was also due to
lower both visible import and export.

Inthe period January — June 2009, the foreign trade deficit was
EUR 4714 million, which is 37.9% less than in the same period
of 2008. Over the reporting period, the import of vehicles*” and
products from the category “Reactors, Boilers, Machines and
their Mechanical Components” was reduced, and the export
decline was mainly due to the lower export of aluminium and
aluminium products, as well as iron and steel.

The preliminary data of Monstat show that the merchandise
exports in the first half of 2009 amounted to EUR 139.1 million,
which is 43.3% less in relation to the corresponding period of
2008. A decline in economic activity and demand from foreign

Graph 6.2 - Goods sub-account movements
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marketsresulted in lower merchandise exports. Afallin the export
of aluminium and aluminium products and iron and steel and the
related products contributed most to the decline in overall export.

3 Methodological notes: Data on foreign trade of Montenegro are presented in line with the general trade system. The (BM makes adjustment of
data received from Monstat for the purposes of the balance of payments compilation in accordance with the IMF methodology (Balance of Pay-

ments Manual, Fifth edition, IMF, 1993).

37 Vehicles, except for rail and tram vehicles and parts and equipment thereof,



Table 6.3 - Montenegro’s foreign trade, January - June 2009, EUR thousand

Period January-June 2009 Janu'ary—June 2009
(general trade system) (special trade system)
Export 139,069.46 128,841.01
Import 610,440.17 766,834.00
Trade Balance -471,370.71 -637992.99
Import/Export Coverage (%) 22.78% 16.80%

Source: Monstat

The contribution of the export of aluminium and products ~ The value of aluminium and aluminium products export
thereof was dominant in the structure of exports, followed by~ amounted to EUR 56.9 million, which is EUR 52.4 million less
the products from the categories “Iron and Steel”, “Beverages,  thanin the first six months of 2008 (47.9%). The highest fall was
Alcoholic Beverages and Vinegar”, and “Reactors, Boilers,  also recorded by the export of iron and steel, EUR 25.8 million,
Machines and their Mechanical Components”. which is a 59.3% decline.

Table 6.4 — Structure of merchandise exports, January — June 2009, EUR thousand

DESCRIPTION Value Share in %
Aluminium and Related Products 56,953.76 40.95%
Iron and Steel 17,734.89 12.75%
Beverages, Alcohol and Vinegar 8,784,70 6.32%
Reactors, Boilers, Machines and Mechanical Devices, and their Components 7,503.48 540%
Fruits, including stone fruits; citrus fruit or cantaloupe and watermelon 5,647.24 4.06%
Wood, Wood Products, Wood Coal 546540 3.93%
m:gg: fwujlse,:wineral oils and product of their distillation ;bitumen material; 5236.00 377%
Iron and Steel Products 413514 2.97%
Pharmaceutical Products 4,133.87 2.97%
Vehicles, excluding Rail and Tram Vehicles and their Components and Equipment 2,702.14 1.94%

Source: Monstat

wi

Table 6.5 - Five products recording the lowest imports, January - June 2009, EUR thousand E

Product January-June 2008 | January-June 2009 Difference E

Aluminium and products thereof 109,365.57 56,953.76 -52,411.81 5

Iron and steel 43,549.98 17,734.89 -25,815.09 E

Pharmaceutical Products 11,753.82 4,133.87 -7,619.95 8
[ron and Steel Products 10,832.93 413514 -6,697.79
Copper and products thereof 3,625.09 886.13 -2,738.96

Source: Monstat




Box 6.2 — Factoring in international trade

Factoring is a financial instrument allowing a factoring company to finance enterprises based on future accounts
receivable from the sale of goods or services in a domestic or a foreign market. With a view to promoting international
trade using factoring, the Factors Chain International (FCI) was established in 1968. The FCl today has 247 factoring
companies doing business in 66 countries worldwide, and it is actively involved in more than a half global factoring
trade.

The attractiveness of standard loan offer, owing to more or less equal conditions, has been somewhat exhausted,
so factoring brings a bank going in this business a comparative advantage in the market. Exporters are particularly
interested in factoring services because they are free from worrying about collection risk, changes in foreign
exchange rates, and verifying purchasers solvency. Factoring directly affects cash flows and improves liquidity of
companies. The advantage is that companies need not bother taking short-term, often expensive, loans from banks.
The transfer of accounts receivable reduces operating and administrative expenses of companies as those are now
taken care of by a factoring firm. The total global factoring turnover in 2008, according to FCl data, amounted to
EUR 1,325.1 billion, which was 2% more than in 2007 (when the annual growth amounted to 14.5%).

Table 1 - Global factoring turnover, EUR million

0,
2004 2005 2006 2007 2008 2008?20 07
World-domestic factoring 79195 930,061 1,030,598 1,153,131 1,148,943 -0.36%
World-international factoring 68,265 86,486 103,69 145,996 176,168 20.67%
WORLD TOTAL: 860,215 1,016,547 1,134,288 1,299,127 1,325,111 2.00%

Source: Factors Chain International

Against the backdrop of the financial crisis when the payment default risk has been growing, it is reasonable to
expect that factoring will become more important and ever increasing. In European developed countries, factoring
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is rather prevalent, whereas in countries of South East Europe it is in its infant phase.

Table 2 - Factoring turnover in some European countries, EUR million

Country No. of companies ?L?rnrzg\slgrc Inttirrr:]e:)t\llc;rr\al Total
Great Britain 90 175.000,0 13.000,0 188.000,0
France 19 115.000,0 20.000,0 135.000,0
[taly 45 120.000,0 8.200,0 128.200,0
Germany 50 77.000,0 29.000,0 106.000,0
Greece il 9.300,0 900,0 10.200,0
Hungary 28 3.000,0 200,0 3.200,0
Croatia 10 2.000,0 100,0 2.100,0
Romania 10 1.300,0 350,0 1.650,0
Slovenia 5 500,0 150,0 650,0
Bulgaria 6 400,0 50,0 450,0
Serbia 8 300,0 70,0 370,0

Source: Factors Chain International



Preliminary data of Monstat show that merchandise import in
the first six months of 2009 amounted to EUR 610.4 million,
which is 39.2% less than in the corresponding period of 2008,
and simultaneously indicating a lower domestic demand for
imported products. Extremely high demand in the previous few
years was due to large inflows of foreign capital through loans
and investments. The main share in the structure of imports is
still of raw material and equipment. The mostimported products
inthe observed period was under the categories™ “Mineral Fuels,
Mineral Qils and Products of their Distillation”, “Reactors, Boilers,
Machines and Mechanical Equipment and their Components’,
“Electrical Machines and Equipment and their Components”,
and “Iron and Steel Products” and vehicles.

The import of products from the category “Mineral Fuels, Mineral
Qils and Products of their Distillation” amounted to EUR 48 million,
which was 45.8% less in relation to 2008. Within this category,
theimport of electricity amounted to EUR 28.9 million (60.2%),
being 55.4% lower than in the comparative period.

The import of products from the category “Reactors, Boilers,
Machines and Mechanical Equipment and their Components”
was 65.6% lower, amounting to EUR 37.6 million, mainly due
to lower construction activity. The import of electrical machines
and equipment and parts thereof totalled EUR 36 million or
5049% les than in the first six months of 2008. The import of
iron and steel products amounted to EUR 28.2 million or 43.9%
less. The total value of imported vehicles was 73.7% lower than
in the comparative period, amounting to EUR 26.6 million.
Mostly imported were passenger vehicles and other motor
vehicles were those primarily intended for passenger transport
(EUR 13.6 million) and motor vehicles for cargo transport (EUR
5.5. million).

Table 6.6 — Structure of imports, January — June 2009, EUR thousand

Description Value Contribution
Mmergl Fugls, Mineral Oils and Products of their Distillation, Bitumen 48004.23 2 86%
Material; Mineral Waxes
Reactors, Boilers, Machines and Mechanical Equipment and their 3760574 6.16%
Components
Electrical Machines and Equipment and their Components; Machines for
Recording and Reproducing, TV Apparatus for Recording and Reproduction 36,008.09 590%
Picture and Sound, and Related Products
Steel and Iron Products 28,234.94 4.63%
Veh!cles, Except Rail and Tram Vehicles and their Components and 26,618.92 436%
Equipment
Furniture, linen, mattresses, pillows and related products; lamps and other
fluorescent items, somewhere else mentioned or included; lamps and other 23,948.68 3.92%
fluorescent items, etc. mounting buildings
Plastic masses and products of plastic masses 21,708.07 3.56%
Iron and Steel 21,465.88 3.52%
Salt; sulphur; land and stone; plaster, lime and cement 18,103.56 2.97%
Beverages, alcohol and vinegar 16,217.39 2.66%

Source: Monstat

38 Structure of products as per HS Nomenclature.

EXTERNAL DEVELOPMENTS




Table 6.7 - Five products recording the lowest imports, January - June 2009, EUR thousand

Jan-Jun | Jan-Jun

2008 2009 Difference

Description

Vehicles, Excluding Rail and Tram Vehicles and their Components and
Equipment

Nuclear Reactors, Boilers, Machines and Mechanical Equipment and
their Components

Mineral Fuels, Mineral Qils and Products of their Distillation, Bitumen
Material; Mineral Waxes

Electrical Machines and Equipment and their Components; Machines

101,050.85  26,61892  -74,431.92

109,25935 3760574  -71,653.62

88,538.89  48,004.23 -40,534,66

for Recording and Reproducing, TV Apparatus for Recording and 72,64645 36,008.09 -36,638.36
Reproduction Picture and Sound, and Related Products
[ron and Steel 51,348.25 2146588 -29,882.37

Source: Monstat

According to the structure of exports by groups of countries, most  The export to Italy recorded the highest decline in the reporting
ofits products Montenegro exports to the EU countries, 52.3%.  period, by EUR 39.7 million or 70.1%. The export to Serbia,
Goods mostly exported in the reporting period went to Serbia  Slovenia, Greece and Austria also recorded significant declines.
(EUR 34.6 million or 24.9%), then Greece (EUR 30.9 million or

22.2%), and Italy (EUR 16.9 million or 12.2%).

Table 6.8 — Structure of exports and imports by countries, January — June 2009, EUR thousand

Country Exports Conti:lzztlon Imports Conti:boztlon Balance
TOTAL: 139,069.46 100.00% 610,440.17 100.00% -471,370.71
Total EU 72,787.93 52.34% 192,289.21 31.50% -119,501.28
Austria 622.70 0.45% 20,317.64 3.33% -19,694.94
Germany 1,612.87 1.16% 22,174.26 3.63% -20,561.39
Greece 30,898.44 22.22% 11,774.25 1.93% 19,124.19
Hungary 717893 5.16% 8,855.65 1.45% -1,676.72
2 ltaly 16,927.00 12.17% 41,35717 6.77% -24,430.17
b Netherlands 1,949.57 1.40% 5,386.21 0.88% -3,436.64
E Slovenia 9,741.31 7.00% 48,338.30 792% -38,596.99
E Sweden 21713 0.16% 67243 0.11% -455.30
g Great Britain 837.83 0.60% 1,086.19 0.18% -248.36
§ Total CEFTA 61,665.24 44.34% 361,067.98 59.15% -299,402.74
b7 Albania 4,030.47 2.90% 11,319.92 1.85% -7,289.45
'EI Bosnia and Herzegovina 10,552.32 7.59% 43,877.18 719% -33,324.86
E Croatia 145894 1.05% 45,424.23 744% -43,965.29
= Serbia 34,608.28 24.89% 251,207.88 41.15% -216,599.60
§ Republic of Macedonia 749.75 0.54% 8,427.56 1.38% -7,677.81
S Kosovo 10,265.48 7.38% 789.78 0.13% 947570
§ Other countries 4,616.28 3.32% 57,082.99 9.35% -52,466.71
]
S Source: MONSTAT




Graph 6.3 - Montenegro’s export to
selected countries, EUR thousand
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As for the structure of imports by groups of countries, most of the
imports to Montenegro continue to come from the signatories of
the CEFTA agreement, 59.2% of total imports. In the first half of
2009, the highest percentage of goods was imported from Serbia,
EUR 251.2 million (41.2%), Slovenia, EUR 48.3 million (7.9%),
(roatia, EUR 45.43 million (749), Bosnia and Herzegovina, EUR
43 9million (7.2%), Italy, EUR 41.4 million (6.8%), and Germany,
EUR 22.2 million (3.6%).

6.1.2. Services

As for the foreign trade in services, in the first half of 2009,
Montenegro recorded a surplus of EUR 45 million, which is
25.8% more than in the comparative period of 2008. The overall
volume of service amounted to EUR 325.6 million, which was
10.3% less than in the comparative period.

The revenues from services amounted to EUR 185.3 million,
which is 71% less than in the same period of the previous year.
Most of the revenues were from travel-tourism, EUR 94.8 million,
then transport, EUR 43.2 million, followed by other business
services with EUR 15 million, and construction services, EUR
14.8 million.

Expenditures on services amounted to EUR 140.3 million,
representing a decline of 14.2% in relation to the comparative
period of 2008. The share of the expenditures on transport

was the highest in the expenditure structure, EUR 32.7 million,
followed by other business services with EUR 32.2 million, of
which expenditures on miscellaneous business services accounted
for the main share. The highest expenditures in the mentioned
category related to legal, accounting and consulting services, EUR
8.8 million, then architectural, engineering and other technical
services, EUR 6.7 million, and research and development services,
EUR6.3 million. Inthe field of travel, the expenditures amounted
to EUR 18.78 million, followed by construction services with EUR
15.7 million (a 49.5% decrease in relation to the comparative
period in 2008).

The transport services account recorded a surplus of EUR

10.5 million. Transport revenues amounted to EUR 43.2
million, which is 19.4% more than in the first six months of 2008.

Graph 6.4 - Structure of service revenues,
January - June 2009
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Graph 6.5 - Structure of expenditures on
services, January - June 2009
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Graph 6.6 - Transportation revenues,

January - June 2008/2009, EUR thousand
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Most revenues came from maritime transport, EUR 17.5 million
(40.6% of total transport revenues), and air transport, EUR 154
million (35.7%).

Revenues from maritime transport amounted to EUR 17.5 million,
which was 23.7% more than in the previous year, resulting from
anincrease in revenues from port services and transport of certain
types of carqo, particularly containers. Revenues from air traffic
amounted to EUR 154 million, and those from road transport
amounted to EUR 4.2 million.

Total transportation expenditures amounted to EUR 32.7
million, which is 14.5% less than in the same period of 2008.
The highest expenditures were recorded in the field of air and
road transport.

Graph 6.7 — Transport expenditures,

January - June 2008 and 2009, EUR thousand
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The air transport expenditures amounted to EUR 16.2 million
during the reporting period, being 10% lower than in the first
six months of 2008. Road transport expenditures amounted to
EUR 10.8 million or 26% less in relation to 2008, as a result of
reduced foreign trade. The share of expenditure on cargo transport
in total transportation was 35%, while the share of expenditures
on passenger transport amounted to 30%.

Revenues from travel are calculated by estimating tourism
revenues, which are supplemented with data on the rendered
medical and recreational services and expenses for education.
In the first two quarters of 2009, estimated revenues
from travel amounted to EUR 94.8 million, which is 4.9%
less in relation to the same period of 2008, resulting from
a lower number of foreign tourist arrivals and overnights.

Table 6.9 - Structure of revenues from transport, January - June 2009, EUR thousand

Type of Transportation Service .
Type of Transport Total Share in %
Passenger Cargo Other

Maritime 549 3 16,980 17,532 40.58
Railway 0 2,275 0 2,275 5.27
Air 13,781 13 1,617 15411 35.67
Road 229 3,875 101 4,205 9.73
Other 0 0 3,779 3,779 875
TOTAL 14,559 6,166 22,476 43,201 100.00
Share in % 34 14 52 100

Source: Central Bank of Montenegro



Table 6.10 - Structure of transport expenditures, January - June 2009, EUR thousand

Type of Transport Service .
Type of Transport Total Share in %
Passenger Cargo Other

Maritime -28 431 3736 4139 12,65
Railway 26 612 31 669 2,05
Air 9.420 24 6.746 16.190 49,48
Road 348 10.388 62 10.797 33,00
Other 0 0 924 924 2,82
TOTAL 9.767 11.454 11.499 32.720 100,00
Share in % 30 35 35 100

Source: Central Bank of Montenegro

A surplus generated from travel in the reporting period amounted
to EUR 76 million, which is 129 more than in 2008.

Revenues from communication services amounted
to EUR 7.1 million. The highest revenues were generated in
telecommunication services. The related expenditures amounted
to EUR 8.9 million. The communications services account, in the
reporting period, recorded a deficit of EUR 1.8 million, while in
the same period of the previous year a surplus of EUR 5.7 million
was registered.

The revenues from other business services amounted to
EUR 15 million, which is 22.8% less than in 2008. Most of the
revenues were from rendering various business, professional
and technical services (legal and accounting services, consulting
and engineering services, and the like) in the amount of EUR
14.1 million. In the reporting period, the expenditures on other
business services amounted to EUR 32.2 million. The costs of
legal, accounting and consulting services amounted to EUR 8.8
million. The costs of promotion of local products and services
atinternational fairs, the procurement of promotional material,
market research and other sorts of media activity amounted to
EUR 11.6 million. The account of other business services in the
reporting period recorded a deficit of EUR 17.3 million, which is
28% less than in 2008.

A fall in investments in construction affected lower revenues
from and expenditures on construction services. The inflow
of funds from building projects and fixtures built by domestic
companies abroad and in Montenegro amounted to FUR 14.8

million, which is 39.8% less than in the first two quarter of
2008. Expenditures on employment of non-residents in the
field of construction building in the reporting period amounted
to EUR 15.7 million, or 49.5% less than in 2008. The construction
services recorded an 86.2% decline in deficit that amounted to
EUR 900 thousand.

In the first two quarters of 2009, the residents of Montenegro
paid EUR 6.5 million for international insurance services, while
the related revenues amounted to EUR 1.8 million. During the
reporting period, the insurance services recorded a deficit of
EUR 4.7 million, which is 8.7% less than in the comparative
period of 2008.

6.1.3. Income

Anincrease in costs of foreign borrowing (interest) and a larger
outflow arising from dividends resulted in a deficitin the income
account in the reporting period. The deficit amounted to EUR
10.5 million, whereas in the same period in 2008 this account
recorded a surplus of EUR 15.8 million.

Revenues from factor earnings amounted to EUR 59.6
million, which is 3% more than in 2008. Revenues from staff
compensations account for the main share, EUR 55.7 million,
which represented an increase of 25.2% compared to the same
period in 2008. Revenues from income from foreign investments
amounted to EUR 3.9 million.
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Graph 6.8 - Structure of revenues from

factor earnings, January - June 2009
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The income expenditures in the observed period amounted
to EUR 70 million, which was 66.7% more than in the first two
quarters of 2008, as a result of an increase in expenditures
on interest and dividend payments. Of total expenditures,
EUR 674 million referred to income from foreign investments
(investments in the form of loans, foreign direct and portfolio
investments), while EUR 2.6 million related to the earnings of
non-residents working in Montenegro. Of total expenditures
on foreign investments, EUR 45.9 million related to interest
payment, which is 22.1% more than in the same period of 2008.
The outflow arising from dividend payments totalled EUR 21.6
million, while in the same period in 2008 it amounted to EUR
1.9 million.

6.1.4. Current Transfers

The inflow of funds to the current transfers account continues its
uptrend. The balance of current transfers in the first two quarters
0f 2009 amounted to EUR 37.8 million, which is 16.7% more than
in the same period of 2008

Total revenues from current transfers in the reporting period
amounted to EUR 54.4 million, which is 5.8% more in relation
to the previous year. As for the structure of revenues, EUR 47.3
million related to other sectors, while EUR 7.1 million related to
the governmental sector. Of total inflow from transfers relating
to the other sectors, EUR 29.5 million related to remittances,
while other transfers (heritage, support, gifts and aid) amounted
to EUR 17.8 million. During the same period, the expenditures

amounted to EUR 16.6 million, which is 12.7% less than in the
previous year. Observing the structure of expenditures, EUR
6.3 million related to the governmental sector, while the other
sectors accounted for EUR 10.3 million. The outflow of current
transfers from Montenegro, originating from heritage, gifts, and
various forms of assistance, amounted to EUR 5.2 million, which
is 50.3% less than in 2008.

6.2. Capital and Financial
Transactions Account

In the first two quarters of 2009, the capital and financial account
recorded a surplus of EUR 290.9 million, which is substantially
less than that recorded in the comparative period of 2008 (EUR
698.4 million). Positive results were recorded in the FDI account
that saw an increase in net inflows. The portfolio and other
investments account recorded a large outflow of funds over
inflow. The positive trends in FDI in the reporting period seem
encouraging and it is reasonable to expect that Montenegro will
also record a substantial inflow of FDI in 2009. The upcoming
recapitalization of EPCG (Electric Power Company of Montenegro)
and announced capital investments will create real conditions
foran inflow of fresh capital and positive multiplication effects
on the economy.

Graph 6.9 - Structure of the financial account

by investment categories, EUR thousand

B Net direct investments
B Net portfolio investments
500,000 m Other investments, net

400,000
300,000
200,000
100,000
0
-100,000
-200,000
-300,000

Q1020304Q1Q2030Q4 Q1 Q20304 Q1Q2
2006 2007 2008 2009

Source: Central Bank of Montenegro



According to preliminary data, net inflow of foreign direct
investments (inflow minus outflow) in the first two quarters of
2009 amounted to EUR 323.5 million, which is 1.1% more than
in the same period of 2008. Total FDI inflow in the reporting
period amounted to EUR 396.2 million. Observed by the month,
anincrease in FDIinflow was recorded in May and June when it
respectively amounted to EUR 152 million and EUR 86 million.

The FDI structure changed substantially in relation to previous
year when investments in real estates were prevalent. Investment
in domestic companies and banks increased in the first half of
the current year, amounting to EUR 2314 million or 38.9% more
than in the comparative period of 2008. Some EUR 83.1 million
(219) werein the form of intercompany debt, while investmentin
real estates amounted to EUR 81.4 million (20.6%) or 52.5% less
than in the comparative period. Most of the investments in the
reporting period came from Italy, Great Britain and Austria.

The FDI outflow amounted to EUR 72.6 million, which is 53.2%
less compared to the same period of 2008. Observing the outflow
structure, intercompany debts and the withdrawal of a part of
foreign capital from domestic banks and companies accounted
for the main share, EUR 47 million. Outflow arising from real
estates totalled EUR 12.5 million, being 87.4% lower than in
the comparative period of 2008. Investments of Montenegrin
residents in foreign banks and companies amounted to EUR
13.1 million.

The total inflow of portfolio investments in the first two
quarters of 2009 amounted to EUR 22.2 million, which s 7.2% less
than in the comparative period of 2008. Investments in domestic
securities amounted to EUR 8.4 million, which is 62.8% less than
in the previous year, while the withdrawals of monetary funds
invested in foreign securities amounted to 13.8 million. At the
same time, the outflow of portfolio investments amounted to
EUR 51.3 million. Most of the outflow, EUR 41.7 million, related
to the investments of residents in foreign equity securities, while
EUR 9.6 million related to the withdrawal of funds invested into
domestic equity securities. In the reporting period, the account of
portfolio investments recorded a deficit of EUR 29.1 million.

Graph 6.10 - FDI inflow, EUR thousand
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The account of other investments (covering loans, trade loans,
cash and deposits) recorded a deficit of EUR 80.1 million in the
reporting six-month period. This account recorded a EUR 425.3
million surplus in the same period in 2008. Restricted access to,
and more costly sources of, financing in 2009 resulted in reduced
foreign borrowings by companies and banks.

At end-June 2009, the balance of funds on the Central Bank's
international accounts and in the vault was EUR 74.7 million
lower than at 31 December 2008.
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The global economy saw the stabilisation trends in the second
quarter of 2009 due to monetary and fiscal policy measures
undertaken by the leading world economies. Global economic
disturbances, induced by the financial crisis in 2008, overflowed
to the real sector and gave rise to the deepest fall in economic
activity in the last few decades. However, in the first six months
0f 2009 there have been some signs of improvement, such as a
slowdown in the US unemployment rate, increased economic
activity in comparison with the previous period, and a gradual
recovery of the capital market.

According to the latest IMF forecasts, the global economic
growth rate in 2009 will be negative, amounting to -1.4%,
while the recovery is expected in 2010, up to 2.4%, which is by
0.6 percentage points more optimistic forecast than that given
in April this year. Inflation has continued its downward trend due
to lower prices of goods, deteriorated conditions in the labour
market, and lower economic activity. The global inflation rate
in May 2009 amounted to 1.7%, being 4.3 percentage points
lower than in the same month in 2008.

Almost all countries in the world recorded continued decline in

economic activity in the second quarter of 2009, but it was less
severe in relation to the previous quarter and in 2008.

Table 7.1 - Macroeconomic indicators, 2008-2009

Graph 7.1 - Real GDP growth rates, in %,
quarter-on-quarter, annual

12

o
T
L

“[ — Developing countries \J i
: | — Global |

— Developed countries

2005 2006 2007 2008 2009 2010

B

Source: Regional Economic Outlook, IMF, July 2009

With a view to inducing economic growth, central banks of the
leading economies have intervened in the money market in the
previous period by increasing liquidity.

According to the IMF estimates, the most developed countries
of the world will record a negative growth rate of -3.8% in
2009, while developing countries will record a positive growth
rate of 1.6%.

Real GDP Growth 2008 % 2009% CPI12008, % 2009
Global Growth 32 -14
Developed Countries 0.8 -3.8 34 0.1
Developing Countries 6.0 1.5 9.3 53

Source: Regional Economic Outlook, IMF, July 2009.

% Projected.
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Negative economic trends at the global level in 2008 led to a
substantial decline in aggregate demand for the strategic raw
materials (energy, food), resulting in a reduction in inflationary
pressures. The downtrend in inflationary pressures also continued
in 2009. According to the IMF estimates, the prices in all branches
of economy are expected to go down in 2009, especially in
the construction industry, followed by a significant fall in real
estate prices, so that the inflation rate in the current year may
amount to only 0.3% in the developed countries, and 5.8% in
the developing ones.

Although the global ol prices are still much lower than in the
same period in 2008, they recorded an increase in the second
quarter of 2009, mainly due to the global increase in share
prices, particularly in the Asian markets, and information on a
slow recovery of the US economy. The IEA (International Energy
Agency) increased the previously given forecast by 70,000 barrel/
day to reach 85.3 million barrel/day. It is expected that the
envisaged recovery of demand for oil will cease the two-year
downtrend. An average price of oil in the second quarter of 2009
amounted to USD 63.2/barrel.

7.1. Economic Trends

7.1.1. Developed countries

USA — Qver the first six months of 2009, the USA recorded
a somewhat higher economic activity than in the previous
period. The GDP growth rate was negative in the second quarter,
amounting to -1.0 at the annual level, which is much better
than in the first quarter when it was -6.4%. The only worrying
data is a decline in consumption which is the main instigator
of the US economy, accounting for two thirds of its GDP. Export
activities and real estate investments continued a downtrend
in the second quarter, although less severe.

The inflation rate in July this year amounted to -14% annually,
which is 0.1 percentage point less than in the previous month
(-1.3%). This fall was mainly due to decreased real estate and
electricity prices. If food and energy prices were excluded, the
annual inflation in May would amount to 1.8%.

The unemployment rate amounted to 9.5% in June, and as of
2007, when the recession started, 6.7 million people have lost
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their jobs. However, the latest data show that unemployment
has slowed down, and positive trends have been recorded in
the employment of university degree holders and health care
workers.

The American economic growth is threatened by a high public
debt and fiscal deficit, along with the crisis in the financial
market. The fiscal deficit amounted to USD 94.3 billion, which
is a record monthly amount. An increase in the fiscal deficit was
due to large funds that the US government has invested to fight
therecession and the financial crisis, with a simultaneous decline
in tax revenues. According to estimates, the deficit will exceed
USD 1,800 billion by the end of the current fiscal year.

The most recent IMF estimates show that the economic growth
rate in 2009 will amount to -2.6%, 0.8% in 2010, and the
estimated unemployment rate for the current year is 10.1%.

Japan — The Japanese economy recorded a drastic decline in
economic activity in 2008, but it somewnhat stabilized in the
second quarter of 2009, following a record GDP decline in the
first quarter of 3.8%, quarterly. The main reason of the GDP fall
is stated to be the reduced exports and lower domestic demand.
However, there were some improvements in certain balance
of payments categories in the second quarter, resulting in the
balance of payments surplus of JPY 179.8 billion, the highest in
the last thirteen months. Inflation continues a severe downtrend



in June this year, amounting to -1.8% and being 0.7 percentage
points lower than in the previous month.

The IMF estimates indicate that the Japanese economy will
register a-6.0% economic growth, with a positive rate of growth
in 2010 of 1.7%.

7.2. European Union (EU)

A downtrend in economic activity in the EU continued in 2009,
but preliminary data show that itis much less severein the second
quarter of the year. The official ECB data for the first quarter of
the year indicate that the rate of economic growth in the EU was
negative, -4.7%, which is 3.1 percentage points more than in
the last quarter of 2008 (-1.6%). GDP fall in the second quarter
amounted to -0.3%, speaking of a probable overcoming of the
deepest crisis period.

The annual inflation in the EU, measured by the Harmonized
Index of Consumer Prices (HICP), amounted to 0.6% in June
2009, which is 0.2 percentage points less than in the previous
month. The prices of industrial products were 0.2 percentage
points higher in June than in the previous month.

The EU unemployment rate amounted to 8.9% in June, being
1.9 percentage points higher than in December 2008 (7.0%).
Over the reporting period, the unemployment rate was on an
upward trend in all EU countries.

The EU foreign trade deficit in the first five months of 2009
amounted to EUR 6.8 billion, with the highest deficit being
recorded by Great Britain (EUR -31.2 billion), then France (EUR
-20.3 billion), Spain (EUR-17.5 billion), Greece (EUR -9.5 billion,
and Portugal (EUR -5.3 billion).

The visible trade deficit amounted to EUR 4.3 billion in June,
which is EUR 15 billion less than in the same month of 2008
(EUR 19.3 illion).

The European Union proposed a draft plan for the requlation of
financial markets aimed to improve the security of the European
financial system and institutions. The Plan envisages a stricter
banking supervision, more restrictive capital requirements, and
a higher transparency in the derivatives markets.

7.2.1 Developed EU Countries, Non-EMU
Members

Great Britain — In the first quarter of 2009, as compared to the
previous quarter, the GDP growth rate was negative, amounting to
-249%, whereas in the second quarter the annual fall in GDP was
-4.9% (the highest since 1956). Such a severe fall in economic
activity was primarily due to a record increase in unemployment,
and lower personal consumption and exports.

Theinflation rate in June amounted to 1.8%, being 0.3 percentage
points lower than in the previous month. Inflationary pressures
have been decreasing as a result of the recession and growth
in unemployment. A downtrend in inflation has been evident
since September 2008 when the maximum rate of 5.2% was
recorded. The number of unemployed persons in the first six
months of 2009 reached the highest level in the last 12 years, due
to layoffs in the carindustry, construction and banks. Accordingly,
the unemployment rate was 7.6% in June this year (the highest
level since 1997).

Denmark — In the first quarter of 2009, the economic activity
was 2.0% lower in relation to the fourth quarter of 2008. The
inflation rate remained high, amounting to 1.6% in June. The
estimates show that the GDP growth rate will amount to a
mere 0.5% in 2009, while the National Bank of Denmark is
expected to lower its reference interest rate in order to boost
economic activity.

7.2.2. EMU Members

In the first six months of 2009, the Euroarea economic activity
continued to record a downward trend although not so severe as
in 2008. In the second quarter of 2009, the GDP rate of growth
amounted to -0.1%, which is much better than in the previous
three-month period when it was -2.5%. Positive signs are stated
to be the data on GDP growth of two biggest Euroarea economies
in the second quarter —Germany and France — and their official
leaving recession. Industrial output was 0.7% higher in June
than in the previous month. Economic analysts believe that the
Euroarea is an export-oriented economy, and once industrial
production recovers, it can be said that the hardest days are
over. The unemployment rate at the Euroarea level amounted
10 949% in June, being 0.1 percentage points higher than in the
previous month.
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Spain and Ireland recorded the highest unemployment rates in
June, the respective 18.1% and 12.29%, whereas the lowest rate
of unemployment was recorded by the Netherlands, 3.3%.

The Harmonized Index of Consumer Prices (HICP), as an indicator
ofinflation, amounted to-0.1%in June, which is 0.1 percentage
points less than in the previous month (0.0%).

The highest annual inflation rates in the Euroarea, in June
2009, were recorded by Malta (2.8%), Finland (1.6%), and the
Netherlands (1.4%).

According to the latest projections of Eurostat, an average annual
inflation in the Euroarea will vary between 0.6% and 1.7% in
2009 and between 1.5% and 2.1%in 2010. The estimates show
that the fall in real estate prices in 2009 will have the greatest
impact on a further inflation rate decrease.

The Euroarea current account deficit reached EUR 125.1 billion
in May this year, which is 14% of GDP, primarily due to a fall
in exports in the past period. A decrease in exports in May
amounted to 4.8%, which is much better than in the previous
month (12.2%).

The estimates show that the GDP growth rate will be negative
amounting to -4.8% in 2009 and -0.3% in 2010.

7.2.3. European Union — New Member States

East Furopean countries have been recording significant economic
growths over the several recent years; nevertheless, due to the
global financial and energy crisis, all of them recorded a decline
in economic activity in the first quarter of 2009. Analysts believe
that economic recovery of these countries will be slow because
the recession in most of them brought a high increase in fiscal
deficit, the coverage of which will have to entail decisions having
negative impact on domestic demand. An increased exposure
of those countries to the effects of the financial crisis manifests
as an increase in external debt, unemployment, lower GDP,
difficulties in maintaining foreign exchange rates, and a lower
FDIinflow.

This group of countries recorded negative rates of economic
growth in the first half of 2009, mainly owing to severe falls
in industrial output. The 2009-second quarter data indicate

a slowdown in industrial output decline and the creation of
conditions for a slow, gradual recovery.

Latviais one of the countries which recorded the severest decline
in economic activity in the second quarter of 2009, -22.6%,
which is no less than 11.00 percentage points more than in the
previous quarter.

The Czech economy, with the Euroarea being its main export
market, was considerably affected by the recession. The GDP
growth amounted to-3.4%in the first quarter of 2009, Itsindustrial
production was 12.2%, annually, lower in the second quarter of
2009, which is 9.9 percentage points more than in the first quarter
of the year. In June 2009, the unemployment rate was 6.1%, which
is 1.1 percentage points more than at the end of 2008.

Romania recorded negative economic growth in the first quarter
of the year, amounting t0-6.2%, which is 3.3 percentage points
less than in the last quarter of 2008. In June 2009, the annual
inflation rate in Romania amounted to 5.9%, which was 2.0
percentage points less than at the end of 2008

In Bulgaria, in the first quarter of 2009, GDP growth amounted
t0 -3.5%, which is 7.0 percentage points lower than in the last
quarter of 2008. The unemployment rate amounted to 6.8% in
June this year, whichis 1.2 percentage points more than at end-
2008. Theinflation rate was recording a downward trend over the
previous nine months, as a result of lower personal consumption
and increased unemployment. The annual inflation rate was
2.6% in June, being 0.4 percentage points lower than in the
previous month. Additionally, a downward trend was recorded
in industrial output over the previous six months, particularly
in the metal processing and chemical industry, etc. In June, the
industrial production decreased by no less than 18.4%.

Poland — Economic growth amounted to 1.9% in the first
quarter of 2009, and Poland is the only country from the group of
new EU Members States which recorded a positive rate of growth
in the reporting period. The unemployment rate amounted to
9.0%n June this year. According to estimates, Poland will record
economic growth between 0.5% and 1.0%, which indicates
that this country took more efficient measures in the previous
period to fight the economic crisis than other new EU Members
States. The Poland’s advantage is that it is less export oriented
and having a larger domestic market.



Hungary recorded a negative growth rate in the first quarter
of 2009, -5.4%. In the following quarter, the negative trend in
industrial production was stopped, resulting in 3.3 percentage
points higher rate of industrial production in June in comparison
with the previous month, amounting to -18.8%.

Annual rates of inflation in this group of countries in March
2009 amounted to: 4.2% in Poland, 5.9% in Romania, 3.7% in
Hungary, and 0.8% in the Czech Republic.

According to the IMF estimates, this group of countries will record
a negative economic rate of growth in 2009 of -3.7%.

7.3. Emerging Countries (Asia)

A slowdown in economic growth can be expected in these
countries. The IMF estimates show that the GDP rates in this group
of countries will amount to 5.5% in 2009 and 7.0%in 2010. The
highest growth was recorded by China and India.

China — Substantial economic activity was recorded in the
first six months of 2009, primarily owing to undertaken fiscal
stimuliand an increase in industrial production in the reporting
period (of 10.7%). The GDP growth rate in the second quarter
amounted to 7.9%, being 1.8 percentage points higher than
in the previous quarter (6.1%). As the external demand grew
weaker, the Chinese Government introduced some stimulating
measures to encourage the domestic consumption, while the
Chinese Central Bank opted for a more liberal monetary policy.
This resulted in the credit activity growth and encouraged real
estate investments in urban areas of the country. The annual
inflation rate was negative in May, amounting to -149%. According
to the IMF estimates, the economic growth of China will amount
106.5%in 2009. The China's export was 21.4%, annually, lower
in June than in the same period of 2008. China, as the second
biggest exporting country in the world, recorded a decline in
exports for eight months in a row. The trade deficit of the country
amounted to EUR 8.25 billion in June this year.

Latin America — In the first quarter of 2009, the economic
activity in Latin grew weaker. The annual industrial production
was 10.9% lower in Brazil, and Argentina recorded 1.7% lower
industrial outputin May this year in comparison with the same
month of 2008. Mexico has also experienced a downtrend

in economic activity, resulting in annual decline in industrial
production of 10.6% in June 2009. In June, the annual inflation
rate in Argentina amounted to 5.3%, in Brazil to 4.9%, and in
Mexico 5.7%.

India — India recorded a high economic growth in the past
period, varying around 10% (9.4% in 2007 and 7.3% in 2008),
which was mainly owing to growth ininvestments and personal
consumption. However, the economic growth in the previous
period was slowed down by the global financial crisis, so that the
estimated growth in 2009 is 5.4%, and 6.5% in 2010.

South East Europe

Countries in this region based their growth in the previous period
on strong domestic demand, foreign direct investments and
inflow of foreign capital. A powerful credit growth, primarily
based on external sources of finance, contributed to both private
consumption and investment expenditures. Nevertheless, the
crisis that had started in the developed countries in 2007 was
first feltin this region in the last quarter of 2008, which continued
in the first six months of 2009.

In their reports for 2009, international financial institutions indicate
that the Western Balkans region will face adverse consequences
of the credit crisis in the form of lower economic growth rates,
decreased inflow of foreign capital, lower domestic consumption,
reduced exports, and also a growing unemployment.

A continuous slowdown of economic activity that marked the
year 2008 in Croatia also continued in 2009. A severe fall in
economic activity was due to a decline in both domestic and
foreign demand. In the first quarter of 2009, GDP of Croatia
was 6.7% lower compared to the same period of the previous
year. First two months of the second quarter showed a minor
increase in industrial production, so the GDP rate of decrease
was somewhat lower and mounted to 6.3%. In June 2009, the
annual inflation rate was 2.1%, mainly owing to the lower food
prices. Growth in unemployment has been recorded since the
beginning of 2009, resulting in the unemployment rate in May
ofnoless than 14.4%, which s 5.7 percentage points more than
at end-2008 (8.7%). Analysts believe that the bearers of fiscal
policy will have to harmonize the measures in the upcoming
period to boost economic activity and the need to reduce the
fiscal deficit.
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The effects of the global financial crisis on the economy of Serbia
were reflected in the fall of the Dinar and a decline in economic
activity and aggregate demand. The reduction in economic
activity mostly resulted from the fall in both domestic and foreign
demand for important export products, such as copper, steel,
etc. In the first quarter, the annual GDP rate was negative and
amounted t0-3.5%. An extreme decline in economic activity was
due to the reduced domestic demand, a decrease in credit activity,
and an increase in the number of economic entities experiencing
thelack of liquidity. Industrial production was 174% lower in the
first half of 2009 compared to the same period of the previous
year. The main effect on the fall in industrial output was of the
production of basic metals, chemicals, and food products. The
inflation rate, measured by the cost of living, amounted to 7.8%in
June 2009, while the growth rate of consumer prices was 8.3%.
The slowdown in inflation was the result of a decline in aggregate
demand and economic activity. In order to mitigate the adverse
effects of the finandial crisis on the economy of Serbia and reduce
theinflation rate and the current account deficit, the government
has to reduce public consumption and slow down the announced
major investment activities in the following period. That is why
Serbia was forced to “enter” an arrangement with the IMF to the
amount of EUR 2.94 billion of anticipated support.

Preliminary estimates show that Bosnia and Herzegovina
will record a negative rate of economic growth of -2.5% in
2009. The reasons of economic slowdown are stated to be a
decline in exports and a decrease in aluminium and steel prices,
products that account for the main share in the exports of Bosnia
and Herzegovina. In the first six months of 2009, a 26% and
24% declines in the respective imports and exports of Bosnia

and Herzegovina was recorded, resulting in the import/export
coverage of 45%. The annual inflation amounted to 9.6% in June,
being 0.1 percentage points higher than in the previous month.
In June 2009, the registered unemployment rate in Bosnia and
Herzegovina amounted to 44.2%, which is 1.2 percentage points
lower than in June 2008 (43.0%).

Macedonia has been experiencing a downward trend in
economic activity. Thus, the recorded decline in industrial output
inthe first half of 2009 was 12.1% in comparison with the same
period last year. The rate of growth in the first quarter was
negative and amounted to -0.9%. The value of foreign trade
was 37.2% lower than in the comparative period. The inflation
rate in the first six months of 2009 amounted to 0.1%.

According to estimates, the GDP growth rate will be negative in
2009 and amount to -0.4%.

7.4. Interest Rates

In the previous period, due to the global financial crisis, central
banks of the leading world economies have attempted to
encourage liquidity by lowering their reference interest rates.

ECB — Inthe second half of 2008, the ECB started implementing
amore relaxed monetary policy due toafall in economic activity,
the crisis in the banking sector, and lower prices of energy
sources. Accordingly, in the second quarter of the current year,
the reference interest rate was reduced by 25 basis points and
now amounts to 1.00% (historical minimum).

Table 7.2 — Overview and movement of reference interest rates of the selected central banks

Currency Reference Interest Rate Level Last Change Date of Last Change
EUR Refinance Rate 1.00% -25bp 7 May 2009
CHF Libor Target Rate 0.25% -25bp 12 March
CAD Target Overnight Rate 0.25% -25bp 24 April 009
JPY Target Rate 0.10% -20bp 19 December 2008
GBP Repo Rate 0.50% -50bp 5 March 2009
usb FED Funds Target Rate 0%-0.25% -75bp 16 December 2008

Source: Central banks of the respective countries, the FED



Due to the problems in the financial market spillover to the real
economy, the FED reduced its reference interest rate at end-2008
down toa record level ranging between 0%-0.25%; it remained
atthis level in the first six months of 2009. This was the greatest
abatement of reference interest rate ever since 1954. The FED
continued the policy of purchasing long-term US government
bonds and the envisaged amount will be bought by the end of
October 2000.

BoE — In the first quarter of 2009, the Bank of England reduced
its reference interest rate several times, down to the historical
minimum of 0.5%. It was also decided to expand the program
of boosting economic growth by repurchasing the government
and corporate bonds in the amount of GBP 175 billion.

BOJ — In the first six months of 2009, the Bank of Japan did
not change its reference interest rate, which remained at the
level of 0.1%.

7.5. Foreign Exchange Rates

USD/EUR

In the last two months of the second quarter of 2009, the USD
appreciation against the EUR was to some extent encouraged
by positive economic indicators in the second quarter and
more evident readiness of investors to take risks. At end-June,
information was released that the sale of newly constructed
building increased to the highest level in the last eight months,
which resulted in an increase in investors ready to invest in
riskier types of assets.

The EUR/USD exchange rate varied between USD 1.33-1.34/EUR
Tin the reporting period.

The EUR/JPY exchange rate fluctuated. At the beginning of the
second quarter of 2009, JPY depreciated against EUR, starting
appreciating again at mid-June. This appreciation was encouraged
by statements and data on the consumers' increased mistrust in
the USA, being higher than expected, which discouraged Japanese
investors to purchase high-yield assets abroad, as well as information
on increased industrial production in Japan for the fourth month in
arow. In the second quarter of 2009, the JPY/EUR exchange rate
ranged between JPY 131.59 and JPY 136.81 per EUR 1.
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The depression pressures that had been present in the Great
Britain in 2008, continued in the first six months of 2009. Since
this country was the European centre of securitization, and the
British Pound, due to the policy of high interest rates, used to
be the “carry-trade” currency, the British currency has started
depreciating in parallel with the beginning of the current financial
crisis. The EUR/GDP rate was substantially fluctuating in the
second quarter of 2009, varying between 0.889GDP/TEUR and
0.847GDP/TEUR.
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April 2009

The Montenegrin government presented to the trade unions of
the Aluminium Plant Podgorica (KAP) and the Bauxite Mines
Niksic (RBN) the social-development program worth EUR 41
million for the optimization of the number of employees in
these companies.

The World Bank Board of Executives granted the support to
Montenegro projects in agriculture and rural development in
the form of a credit worth EUR 11 million, as well as a grant of
USD 4 million.

The Ministry of Finance agreed with the German Development
Bank the wording of the agreement that will provide quarantees
of the Government of Montenegro for the EUR 50 million worth
support to the Montenegrin banking sector.

Representatives of the Montenegrin government, the Union of
Employers, and the Confederation of Trade Unions of Montenegro
signed the Memorandum of Social Partnership in the Global
Financial Crisis Environment envisaging the measures to mitigate
and prevent adverse effects of the crisis.

The “Moody’s” agency downgraded Montenegro’s credit rating
from Ba2 to Ba3, with the outlook remaining negative.

The meet industry “Goranovic”, the dairy plants “Srna” and
the winery “Plantaze” received the first certificates from
the Montenegro Chamber of Economy, allowing them to
use the collective stamp “Dobro iz Crne Gore” (“Good from
Montenegro”).

May 2009

Representatives of chambers of economy of Montenegro and
Bosnia and Herzegovina and “Geoprojekt” from Sarajevo signed
the Memorandum on the implementation of intensifying
economic cooperation project through the establishment of
joint institutional and spatial infrastructure.

Jointinvestment funds Atlasmont, Moneta, Trend and Eurofond
sold to the Italian company A2A their share in EPCG (Electric
Power Company of Montenegro) of 15% of shares for some
EUR 122.7 million, whereas the deadline for the submission of
offers for purchasing 18.3% of chares and recapitalization of
EPCG was extended until 17 July. The tender commission also
extended the deadline for applying for tender participation for
the implementation of tourism valorisation of “Velika Plaza”
Ulcinj and the island “Ada Bojana”.

The Board of Directors of the European Investment Bank approved
the beginning of negotiations on awarding EUR 100 million credit
to Montenegrin commercial banks for the project of financing
small and medium-sized enterprises for which the quaranteed
will be provided by the Government of Montenegro.

June 2009

The Council of the Central Bank of Montenegro amended a series
of requlations governing the treatment of past due repayment in
the classification of assets. These measures should contribute to
increasing lending activity of banks and the return of deposits
in banks.

IMPORTANT EVENTS
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The Montenegrin Government adopted the Guidelines for the fiscal
policy in the following three years, the projection of the capital
budget for 2010, and the Report on macro-fiscal developments
in the first three months of 2009. In addition, the Government
adopted the proposal of the Law on annual financial statements
of the Montenegrin budget for the previous year, according to
which the surplus amounted to EUR 15.12 million.

Representatives of the Montenegrin Government and the Croatian
Consortium “Konstruktor” signed the Concession Agreement for
the construction of the Bar — Boljare motorway.

The German Development Bank and Opportunity Bank from
Podgorica signed the credit contract worth EUR 15 million.

Representatives of the Montenegrin and Croatian governments
signed the Agreement on Air Traffic that will introduce new
flights from Podgorica to Zagreb. Also, representatives of the
Montenegrin and Slovenian governments signed the Agreement
on international road transport of passengers and freight.

The Montenegrin Government adopted the contract with Erste
Bank on extending a loan of EUR 30 million to be used as the
budget support.

Representatives of the International Financial Corporation (IFC)
and NLB Montenegrobank signed the loan agreement worth
EUR 10 million to be used to finance small and medium-sized
enterprises in Montenegro.

Shareholders of the Montenegrin Telecom decided to pay EUR
50 million of undistributed earning from previous years to the
company’s shareholders in July.

The largest beverage company in the world, AB Inbev, decided
tosell 11 breweries in Middle Europe, among which is “Trebjesa”
brewery in Niksic, Montenegro.
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Annex A: Real sector developments

Table 1 - Overview of macroeconomic developments

L. 2008 2009 (chain index)
Descrlption xixt | 0 T [ v v v v v x| x [ x [xu
Industrial production (index) 91.0 965 103.0 987 804 843 889
Consumer prices (index) 101.0 99.8 100.7 1004 100.6 100.1 997
Industrial producer prices (index) 948 988 1000 984 1003 995 989
Source: Monstat
Table 2 - Industrial output
Contribution 22008 =100 LEVEL INDEX
in 2008 2009 VI 2009 | VI2009 | 1-VI2009
2008. v [ v [i-wi| v [ v [r-vi| V2009 | Vizoos | i-Vi2008
Industry-total 1000 858 956 1003 64.1 57 80 88.9 59.6 79.8
Mining and quarrying 75 80.7 103.5 90.5 271 53 43 19.6 51 47.5
Mining and quarrying of en. producting mat. 2.6 56 1046 85.2 44 4 89.6 9.7 3.8 105.2
Mining of pit coal, lignite and peat 2.6 56  104.6 85.2 414 4 89.6 9.7 3.8 105.2
Mining and quarrying exept energy produc. mat. 49 939 1029 934 19.5 6 18.1 30.8 58 194
Mining of metal ores 3.2 1059 1169 1083 104 - 13.6 - - 12.6
Other mining and quarrying 1.7 71 76.3 65 36.7 174 26.7 474 22.8 4.1
Manufacturing 69.2 1002 969 1003 642 680 66.2 1059 70.2 66.0
inanufacture offood products beverages,and 93 1037 1219 863 915 935 867 1022 76.7 1005
Manufacture of food products baverages A 975 1227 84.0 92.8 959 843 103.3 78.2 100.4
Manufacture of tobaco products 0.2 3439 91.2 1766 421 - 1789 - - 101.3
Manufacture of textiles and textiles products 1.0 949 2037 1731 11.0 154 15.0 140.0 76 8.7
Manufacture of textile fabrics 01 2393 79.8 100.3 - - 233 - - 23.2
Manufacture of wearing apparel and fur 09 899 2080 1757 14 16.0 14.7 140.4 77 84
Manufacture of leather and leather products 0.1 323 2930 718 - - 61.0 - - 85.0
Manufacture of wood and wood products 1.7 773 111.6 95.5 62.9 59.3 484 94.3 53.1 50.7
Manufacture of paper, publishing, and printing 1.0 849 975 85.8 969 1016 93.5 104.9 104.2 109.0
Manufacture of celulose paper and paper products 04 88.8 1198 90.5 93.7 1054 839 1125 88.0 92.7
Publishing, printing and reproduction 0.6 82.5 84.3 83.1 98.8 994 99.2 100.6 179 1194
Manufacture of chemical products and fibres 42 1046 299 1077 115 1601 1359 143.6 5355 126.2
Manufacture of rubber and plastic products 0.1 406 1563 1201 82.6 31.6 649 38.3 20.2 54.0
Manufacture of other non-metal minerals 6.1 92.6 89.4 95.5 595 515 56.5 86.6 57.6 59.2
Manufacture of metal and metal products 434 1023 944 1019 54.1 55.1 56.5 101.8 584 554
Manufacture of basic metals 413 102.2 94.1 1020 53.2 53.6 56.3 100.8 570 55.2
Manufacture of metals products, exept machinery 21 1053 1013 99.8 70.7 83.6 59.0 118.2 82.5 59.1
Manufacture of other machinery and equipment 1.6 813 1318 96.4 752 1044 96.1 138.8 79.2 99.7
Manufacture of other machinery and household 0 . . } . . ) . . .
appliances
Manufacture of transport equipment 0.5 88.9 778 1068 1222 1222 95.1 100.0 1571 89.0
Manufacturing N.E.C. 01 1269 882 1248 477 489 454 102.5 554 36.4
Electricity, gas, water supply 23.3 449 89.1 1039 759 412 1331 543 46.2 128.1

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 1142 13.3 -27.0 61.5 93 -63.0 101.1 19.0 -27.8 1306 5.1 -16.3
Feb 101.9 -5.5 -8.7 42.8 -40.4 -304 104.2 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 12.6 129.2 244 58
April  105.8 -124 -10.3 61.6 57 -26.5 114.6 2.2 29 953 -36.6 -26.1
May m4 -5.7 54 70.3 30.8 14.3 119.2 52 43 1295 -32.1 75
2005 Jun 15.7 -3.2 23 108.4 7.0 534 122.0 3.7 0.2 100.3 226 -19
Jul 125.0 10.1 4. 106.0 6.0 -19 1371 149 139 79.0 2.7 211
Aug 116.7 16.5 -1.5 1294 431 220 133.0 16.7 10.1 67.8 4.0 1.7
Sep 133.2 93 3.8 146.1 -1 131 1291 9.2 -3.1 921 236 353
Oct  110.2 -19 -90 1012 -09 -30.7 1201 2.7 -69 1754 12 -11.5
Nov 1209 24 9.3 74.3 -15.9 -26.7 118.1 29 -6.9 142.3 14 65.0
Dec 1234 -21.2 2.2 116.1 -30.4 55.5 1114 -13.0 3.3 1294 -34.8 -9.0
Jan 120.7 57 2.1 93.0 513 -195 100.5 -0.6 -17.6 1449 11.0 425
Feb 106.7 4.7 -9.5 91.8 114.8 -1.3 96.0 -79 -4.1 139.8 22.6 -19.0
Mar 121.2 3.0 n3 90.5 8.0 -1.4 118.8 1.0 233 138.7 73 -74
Apr  105.0 -0.8 -13.7 70.8 14.9 218 1142 -0.3 -4 89.8 -5.8 -35.1
May 114.3 2.6 9.0 90.0 279 271 118.7 -04 4.1 138.3 6.8 21.8
2006 Jun 179 19 1.6 96.3 -11.2 6.6 124.4 2.0 2.6 106.2 59 29
Jul 1380 104 -0.2 96.8 -8.7 08 1403 24 17 1292 63.5 -6.3
Aug 122 -39 -6.2 108.0 -16.5 1.7 120.8 -9.2 2.5 753 1M1 24.2
Sep 126.2 -53 55 124.3 -14.9 15.3 129.2 0.1 6.9 721 217 -4.4
Oct 1049 -4.8 -8.5 82.8 -18.2 -333 1207 0.5 -6.5 139.1 -20.7 -5.2
Nov 121.5 0.5 15.5 884 19.0 6.5 128.7 9.0 6.7 110.6 223 61.7
Dec 126.2 2.3 4.0 100.3 -13.6 129 116.8 4.8 -0.7 129.8 0.3 175
Jan 97.6 -19.1 2231 69.6 -25.2 -30.2 112.0 1.5 -13.0 52.2 -64.0 -489
Feb 109.2 24 15.0 85.2 -7.2 224 107.2 n7 -3.3 122.5 -12.4 973
Mar 1231 1.6 10.5 92.2 1.8 8.1 1214 2.2 12.8 139.1 0.3 6.0
Apr 110.6 54 -10.5 90.0 271 24 116.7 22 -4.0 100.1 n5 -27.8
May 107.2 -6.2 29 86.2 -4.2 -4.2 1269 6.9 89 75.0 -45.8 -40.8
2007 Jun 103.5 -12.2 -4.9 65.5 -32.0 24.2 140.1 12.6 8.1 15.6 -85.3 -73.6
Jul 121.2 -12.2 -0.1 94.1 2.7 439 146.9 4.7 -55 358 -72.3 759
Aug 1175 4.8 1.8 105.4 24 12.1 142.7 18.1 10.0 369 -51.0 34.3
Sep 1239 -1.8 -11 171 -5.8 1.3 139.8 8.2 -2.2 36.6 -49.3 -1.2
Oct 1341 27.8 19.1 1249 509 6.7 1516 256 86 1802 29.6 142.2
nov 128.5 5.8 -4.4 1594 80.3 274 126.6 -1.6 -16.4 1233 1n5 39.1
dec 1359 7.7 6.1 60.4 -39.8 -62.3 129.0 10.5 11.6 144.4 1.3 17.2
Jan 1104 13.1 -19.3 994 429 66.0 1217 8.6 -14.5 65.1 24.8 -42.6
Feb 1299 189 209 132.5 555 33.2 107.0 -0.2 -1 190.1 55.2 145.2
Mar 126.1 24 -4.8 104.6 13.5 211 124.8 2.8 16.1 1384 -0.5 -32.0
Apr 1048 -5.3 -17.3 68.2 -24.2 -34.8 11.7 -4.3 -10.7 96.9 -3.2 -29.8
May 96.6 -99 =77 91.0 56 333 115.0 94 33 60.4 -19.5 -50.7
2008 Jun 1093 5.6 1.4 17.2 789 283 113.6 -189 33 94.1 502.6 98.5
Jul 1254 35 2.1 87.8 -6.7 249 1356 -7.7 76 926 158.7 -24.9
Aug 119 -4.8 29 1737 64.8 98.3 13.7 -20.3 -5.0 73.8 99.8 4.0
Sep 1388 12.0 163 1689 44.2 2.7 1230 -12.0 80 1221 234.0 65.0
Oct 105.8 211 -16.1 139.5 1.7 -173 175 225 -4.3 1281 -289 -484
Nov 119.3 -7.2 12.6 119.2 252 -14.7 1154 -89 -1.8 129.7 52 105.6
Dec 1083 -20.3 -9.0 51.5 -147 -57.1 89.6 -30.6 -149 1542 6.8 189
Jan 105.2 -4.7 -3.5 45.7 -54.0 -10.6 71.8 -41.0 274 168.6 1589 39.1
Feb 105.5 -18.8 3.0 64.0 -51.7 399 71.0 -33.7 -0.2 207.6 9.2 34
2009 Mar  106.0 -15.9 -13 76.2 -27.2 19.0 90.7 -27.3 273 159.7 154 -28.1
Apr 85.7 -18.2 -19.6 68.7 0.7 -10.1 71.5 -36.0 213 1300 34.2 -184
May 72.2 253 -15.7 30.6 -66.4 -554 737 -359 34 102.0 69.0 -37.8
Jun 65.2 -404 111 6.0 -94.9 -80.4 79.8 -29.8 59 435 -53.8 -45.7

Source: Monstat and CBM calculations




Table 4 - Industrial output

2009 o Jw v v ]wvifvn|vm| x| x| x|xu
Chain index 965 103.0 987 804 843 889
© 2007 =100 929 957 945 760 641 570
Same month in the previous year 953 812 841 818 747 596
The same period in the previous year 875 864 854 835 798

Table br. 5 - Consumer prices

o v v v fvn v x| x [ x| oxi
Chain index 99.8 100.7 1004 1006 100.1 997
2007 =100 1020 1027 103.2 103.8 1039 1035
Same month in the previous year 1049 1054 1055 1054 104.8 102.8
The same period in the previous year 105.1 105.3 1053 1052 104.8
December 2007 = 100 99.8 1004 100.8 101.5 1016 101.2

Table 6 — Producers’ prices of manufactured products

Cloon v v v v v x| x [ x| xu

Chain index 98.8 100.0 984 1003 995 989
22007 =100 981 981 966 96.8 963 953
Same month in the previous year 105.7 1047 1006 100.1 981 92.2
The same period in the previous year 105.2 103.6 102.7 101.8 100.1
December 2007 = 100 98.8 987 968 970 964 952

Source: Monstat




Table 7 - Prices

Producer’s prices of

Retail prices Cost of living manuf. products
Total Goods Services Total Total
Annual | Monthly | Annual [Monthly| Annual | Monthly | Annual | Monthly | Annual |Monthly
growth | growth | growth | growth | growth | growth | growth | growth | growth | growth
rate rate rate rate rate rate rate rate rate rate

Jan 52 0.1 4.2 0.1 10.3 0.2 52 0.1 6.3 -0.2
Feb 57 0.5 4.5 0.2 1 2.3 54 0.2 6.9 0.5
Mar 55 0.1 49 0.1 8.4 0.2 5.8 0.1 8.7 3.3
Apr 2.3 0.1 1.7 0.2 5.0 0.0 26 0.0 6.3 0.6
May 2.7 0.6 1.7 0.2 74 2.6 2.8 04 6.7 0.3
2004 Jun 24 0.0 13 0.0 75 0.1 09 -0.6 55 -04
Jul 2.1 0.0 1.5 -0.1 50 0.1 09 -0.7 5.7 0.2
Aug 2.1 0.1 14 0.1 50 0.0 0.8 0.1 6.0 0.3
Sep 2.0 0.2 1.2 0.1 52 0.3 0.3 0.0 49 -0.6
Oct 24 0.5 13 0.2 71 1.8 0.3 0.3 4.6 -0.1
Nov 2.5 0.1 1.2 0.1 7.8 0.0 -0.1 0.1 4.0 0.0
Dec 4.3 1.8 11 -0 18.1 9.5 1.5 1.6 36 -04
Jan 3.7 0.1 09 0.1 16.5 0.0 1.2 0.1 3.6 0.1
Feb 3.5 0.1 09 0.1 15.0 0.0 1.2 0.1 3.3 0.2
Mar 3.6 0.2 1.0 0.2 15.2 0.2 1.3 0.2 2.5 2.2
April 39 0.4 1.3 0.4 15.6 0.3 1.8 0.5 0.4 -1.5
May 3.6 0.2 14 0.3 12.8 0.1 2.0 0.6 0.5 0.5
2005 Jun 3.8 0.2 1.6 0.2 13.2 0.4 29 0.3 1.7 0.8
Jul 35 -0.2 1.3 -0.3 13.1 0.0 27 -1.0 1.5 0.0
Aug 35 0.1 1.3 0.1 13.1 0.0 27 0.2 1.3 0.1
Sep 3.7 0.3 14 0.3 13.2 0.3 3.2 0.4 21 0.2
Oct 33 0.2 14 0.2 n4 0.3 3.2 0.3 21 -0.1
Nov 34 0.1 1.5 0.1 n4 0.0 3.8 0.6 2.2 0.1
Dec 1.8 0.1 1.8 0.1 1.8 0.0 24 0.2 35 0.8
Jan 26 0.2 2.8 0.3 1.6 0.0 29 0.3 31 0.1
Feb 2.3 0.1 2.5 0.2 1.6 0.0 29 0.3 -2.8 0.4
Mar 2.0 0.1 2.2 0.1 1.5 0.1 2.8 0.2 2.3 1.0
Apr 2.1 0.6 2.3 0.7 1.0 0.1 31 0.7 3.8 0.4
May 2.2 0.3 2.5 0.4 09 0.0 33 0.7 39 0.2
2006 Jun 2.3 0.2 26 0.2 0.8 0.1 31 0.1 3.6 0.5
Jul 2.3 -0.2 2.6 -0.2 09 0.0 33 -11 3.6 0.0
Aug 2.3 0.2 24 0.1 1.6 0.7 33 03 3.8 0.2
Sep 1.7 0.1 1.7 0.0 1.8 0.3 27 03 43 0.7
Oct 1.7 0.0 1.6 -0.1 2.0 0.5 2.8 04 4.1 -04
Nov 1.9 0.1 19 0.1 2.0 0.0 2.7 0.3 4.1 0.2
Dec 2.0 0.2 2.0 0.2 2.0 0.0 2.8 0.3 29 -04
Jan 1.8 0.2 1.8 0.3 2.0 0.0 2.6 0.3 1.7 0.6
Feb 1.8 0.0 1.7 0.0 2.2 0.3 24 0.1 31 1.0
Mar 2.0 0.3 2.0 04 2.2 0.0 24 0.2 5.6 2.5
Apr 2.1 0.7 2.2 0.8 2.0 0.0 2.3 04 72 1.6
May 2.2 0.3 2.2 0.4 2.1 0.0 2.3 0.6 6.7 -0.1
2007 Jun 2.2 0.2 2.2 0.1 24 04 1.6 -0.6 6.6 0.2
Jul 4.7 2.3 5.0 2.6 3.1 0.8 4.2 1.7 1.1 4.8
Aug 4.5 0.1 5.0 0.1 24 0.0 4.6 0.6 10.7 -04
Sep 6.4 19 59 0.8 8.6 6.3 6.5 2.1 99 0.2
Oct 70 0.6 6.7 0.7 8.0 0.0 69 0.7 10.7 0.3
nov 8.0 1.0 8.0 1.3 8.0 0.0 76 1.0 13.7 29
dec 8.0 0.2 8.0 0.2 8.0 0.0 0.3 14.5 0.2
Jan 83 14 75 0.8 1.3 39 79 14 11.6 2.1
Feb 8.8 0.4 77 0.1 133 2.0 8.0 0.1 1.6 0.8
Mar 8.8 0.4 77 0.5 134 0.0 8.2 0.4 12.7 2.8
Apr 9.0 08 79 09 13.6 0.2 9.1 1.2 1.5 0.5
May 9.6 09 8.4 0.8 14.7 1.0 9.5 1.0 13.2 1.1
2008 Jun 124 2.8 1.2 2.8 17.5 2.8 114 1.2 19.1 55
Jul 10.8 0.1 94 0.2 16.8 0.1 9.7 -04 16.7 0.1
Aug 10.8 0.0 9.1 -0.3 18.1 1.1 9.5 0.3 18.6 1.2
Sep 9.8 0.8 9.0 0.7 13.0 1.2 8.5 1.0 17. -1.0
Oct 89 -0.2 79 -0.3 13.2 0.2 7.8 0.0 14.2 0.0
Nov 7.0 -0.8 54 -11 13.3 0.2 6.5 -0.2 14.4 -0.8
Dec 3 0.4 5.8 0.5 134 0.0 2 1.0 1 5.2
Jan* 49 -0.2 57 -1.2
Feb 54 0.7 4.7 0.0
Mar 55 04 0.6 -1.6
2000 Apr 54 0.6 0.1 0.3
May 4.8 0.1 -1.9 -0.5
Jun 2.8 -0.3 -/.8 -1

Source: Monstat

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



Table 8 - Tourism

2008 2009 Index
vi -V vi VI | am0e | Structure
Total 119,975 297,617 114,132 275,841 92.7 100.0
Arrivals domestic 16,897 61,801 13,659 49,307 79.8 179
foreign 103,078 235,816 100,473 226,534 96.1 82.1
Total 772,285 1,630,308 741,614 1,481,230 90.9 100.0
Overnights domestic 83,655 276,593 67,059 210,645 76.2 14.2
foreign 688,630 1,353,715 674,555 1,270,585 939 85.8
Source: Monstat
Table 9 - Number of employed and unemployed people
L [ m v [ v [ vt v [vim]|] ix | x [ xt [ xXn
Employed*
2001 114,536 113,500 113,542 113,663 113943 114,137 114,106 114,024 115,077 114,755 114170 113,744
2002 113,594 113,597 113,953 113,663 113943 114,137 114,422 113,684 113,526 113,676 113,679 113,425
2003 112,637 112,846 112,317 112132 111,738 112,648 112905 112,647 111,461 110911 110,387 109,639
2004 108,562 107,359 108,634 109,623 109642 109,863 110,886 111,158 110,049 109,696 110,055 108,228
2004%** 142,081 142,834 142,361 143,224 143,845 146696 145160 142,634 143,447 143113 143992 142,438
2005%** 142,145 142,072 141,298 140959 142,248 145,852 148,528 146,744 145739 145923 145528 145,261

2006*** 144978 145,753 146,554 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 157,739 159,223

2008 160,450 161,105 162,737 162,307 165955 170,146 168916 168488 167,722 168,583 169,079 169,160
2009 169,305 169,670 170,607 172,549 174,218 178,839

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 81510 81961 81,602 81,041 81,116 80,830 80,809 80,183 79894 76,293
2003 76,584 76,077 7665 74976 73520 69735 66951 66,277 67664 71,023 72544 68,625
2004 69573 71419 72,378 72,202 68993 64,572 60993 60,771 60447 59930 59387 58950
2005 59115 58,774 58,075 57557 56,772 55199 53,683 52494 51,843 51,266 49886 48,825
2006 48,639 48,0656 49388 48,651 45640 42,560 40,220 39093 38919 38,747 38,892 38,876
2007 39104 39155 38,714 37571 35356 33,393 32,205 31,271 31,156 31,569 31,787 31,469
2008 31,323 31,469 31,684 30,270 30,021 29088 28,660 27954 28276 28666 28645 28,366
2009 28921 29305 29170 28616 27785 27113

*Source: Monstat
** Source: Employment Agency
*** New methodology applied
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Annex Table 11 - Consolidated Public Consumption* in Montenegro

realized in the period 01.01-30.06.2009

PI;SOI;/I I- YI 20'09 y % I-\/I! 2098 " 20{;)09 .
realization o realization | I- in
DESEHIFTIOI EUR in EUR | realization ogoGngP in EUR relation to
million million million I-V1 2008
CURRENT REVENUES 759.01 586.51 77.27 16.58 692.37 84.71
Taxes 478.72 338.27 70.66 9.56 431.88 78.32
Personal income tax 63.39 46.58 7348 1.32 62.35 74.71
Tax on profits of legal persons 4173 3044 7295 0.86 38.04 80.02
Property taxes 23.30 8.22 35.28 0.23 20.33 4043
Value added tax 22811 160.17 70.22 453 199.62 80.24
Excise Tax 59.95 51.86 86.51 147 53.55 96.84
Tax on international trade and transactions 38.89 21.31 54.80 0.60 3591 59.34
Local Taxes 18.51 15.32 82.77 043 18.05 84.88
Other revenues of the Republic 4.84 437 90.29 0.12 4.03 108.44
Contributions 164.37 133.53 81.24 3.77 147.22 90.70
Pension and disability insurance contributions 93.16 86.33 92.67 244 91.69 94.15
Health insurance contributions 66.72 43.51 65.21 1.23 5143 84.60
Unemployment insurance contributions 449 3.69 8218 0.10 410 90.00
Other contributions 0.00 0.00 0.00 0.00 0.00
Duties 18.20 15.45 84.89 044 21.83 70.77
Fees 59.12 49.87 84.35 141 5749 86.75
Other revenues 32.09 26.07 81.24 0.74 2714 96.06
Receipts from the repayment of loans 6.51 23.32 358.22 0.66 6.81 34244
CONSOLIDATED EXPENDITURES 833.84 57210 68.61 16.17 610.96 93.64
CURENT PUBLIC EXPENDITURES 650.18 482.73 74.25 13.64 525.03 91.94
Current expenditures 28341 223.21 78.76 6.31 306.26 72.88
Gross salaries and contributions charged to employer 162.49 153.61 94.54 434 17290 88.84
Other personal earnings 13.77 8.12 5897 0.23 13.07 62.13
Expenses for supplies and services 65.05 39.23 60.31 1.11 81.12 48.36
Current maintenance 716 4.38 61.17 0.12 11.89 36.84
Interests 12.64 6.74 53.32 0.19 10.53 64.01
Rent 6.19 2.86 46.20 0.08 3.30 86.67
Subsidies 12.49 6.08 48.68 017 8.60 70.70
Other expenditures 3.62 2.19 60.50 0.06 4.85 4515
Transfers for social protection 203.24 160.15 78.80 453 154.17 103.88
;raacr;(s)frers to institutions, individ. NGO's and public 12405 8706 69.63 546 £0.80 17138
Total capital expenditures 183.66 89.37 48.66 253 85.93 104.00
Borrowings and loans 2040 3.87 18.97 0.11 6.97 55.52
Reserves 18.18 844 4642 0.24 0.02 42200.00
Payment of guarantees 0.00 0.00 0.00 0.00 6.81 0.00
DEFICIT/SURPLUS** -74.83 14.41 -19.26 041 81.41 17.70
Payment of debts to residents 17.04 30.11 176.70 0.85 3.68 818.21
Payment of debts to nonresidents 1246 9.80 78.65 0.28 0.00
Payment of liabilities from the previous period 56.28 45.37 80.61 1.28 6.63 684.31
Privatization revenues 36.01 707 19.63 0.20 13.88 5094
Donations 4.85 1.39 28.66 0.04 0.00
Bor‘rovvmgs and loans from foreign sources and 16.82 149 8.86 004 0.00
project loans
Borrowings and loans from domestic sources 2.28 4331 1899.56 1.22 0.00

Source: Ministry of Finance

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

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







