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Review of macroeconomic developments

2011 V12012 %

REAL SECTOR DEVELOPMENTS

GDP (in current prices in EUR million)* 3.273,0
Industrial output (compared to the same period the year before) -10,3 -7.5
Forestry (compared to the same period the year before) 14,6 -479
Construction (compared to the same period the year before-measured by effective working 194 85
hours) ' !

Employment
Number of employed people 162450 162.567
Number of unemployed people 30.552 29411

Inflation rate (compared to December the year before)

Consumer prices compared to the year-end** 2,8 32
Average salary (without taxes and contributions)*** 484 492 1,7
MONETARY DEVELOPMENTS (EUR million)

Total deposits 1.817,1 1.8434 1,5
Deposits by economy 4778 480,7 0,6
Government deposits 81,8 83,7 23

Central government 36,0 34,9 -3,1
Institutions and agencies of central government 16,3 18,8 154
Funds and municipalities 29,5 30,0 1,6

Deposits by financial institutions 85,0 85,3 03

Deposits by households 1.033,5 1.051 1,7

Deposits - other 139,0 1423 2,4
Total loans 19558 19584 0,1

Loans to economy 9447 942,6 -0,2

Loans to government 1059 1104 43

Central government 41,0 473 15,5
Institutions and agencies of central government 50 40 -197
Funds and municipalities 59,8 59,0 -14

Loans to banks and financial institutions 10,7 10,3 -39

Loans to private citizens 833,7 831,7 -0,2

Other loans 60,8 63,5 4,5
MONEY AND CAPITAL MARKET
Turnover in stock exchanges (EUR million)**** 59,0 10,0
Stock exchange indices (end of period)

MONEX20 032490 881486 -55

MONEX PIF 426529 322628 -244

Average interest rates on 28-day T-bills, last recorded

Average interest rates on 56-day T-bills, last recorded

Average interest rates on 91-day T-bills, last recorded

Average interest rates on 182-day T-bills, last recorded 3,94% 4,72%

FISCAL DEVELOPMENTS (EUR million)****

Current incomes***** (| - [[| 2012) 1.274,2 2132

Expenditures®*** (| - (Il 2012) 14039 250,8

Surplus/deficit (| - Il 2012) -129.8 -37,7

Foreign debt without debt of public enterprises (in EUR million, end of period) 1063,7 1205,5 133

Public debt without debt of public enterprises (in EUR million, end of period) 4198 4241 1,0

EXTERNAL DEVELOPMENTS#**#*

Current account balance (EUR million) -634,5 -479,0
Trade balance -1.306,2 -650,8
Balance of services 5282 943
% of trade deficit/other balances coverage 51,4 26,4

Current account balance in % of GDP -194

* Monstat data for 2010; 2011 data are estimates of the Ministry of Finance

**The only inflation measure as of January 2009
*** Data for 2012 are first six months average
**%* Data for the periods I-XI1 2011 and I-VI 2012

**¥%¥% Current revenues and expenditures of the Budget, State Funds and local governments






MACROECONOMIC ENVIRONMENT IN MONTENEGRO JUNE 2012

Although the official data on GDP trending in the first six months of 2012 were not available, it can
be concluded that Montenegro recorded unfavourable economic trends at end-Q2 2012. This situation
arises from the same circumstances recorded in the previous period. Uncertainties on the global eco-
nomic scene and the deepening of Euro area debt crisis have led to reduced financial flows outside of
the EU, causing a decline in export demand and the stagnation of economic activities in the countries
firmly tied to them by goods and financial flows. Similar happened to Montenegro where domestic de-
mand, which is the main driving force of economic growth and development, cannot be stimulated
against the background of increased foreign borrowing, primarily for budget stabilisation and regular
matured obligation servicing.

Recognised weaknesses and limiting factors of economic growth in the domestic market are: insuf-
ficient fiscal revenues, limited possibilities of additional expenditure consolidation and the alarming
level of public debt, a high risk of calling of state guarantees, the absence of restructuring, illiquidity in
the real sector, decelerated lending activity of banks and high interest rates. Therefore the recent Stand-
ard and Poor’s downgrade of Montenegro’s credit rating from BB to BB- came as no surprise.

Conducting extensive and radical internal structural reforms and engaging all the available resources to
attract creditworthy investors and stimulate FDI inflow, where Montenegro is recognised as a leader in
the region, is a precondition for bringing dynamics into economic growth and long-term development.

In Q2 2012, the entire industrial output, forestry, construction, as well as the railway transport and
turnover in ports continued to trend down. Tourism remains the mainstay of development, recording
anincrease in the number of tourist arrivals and overnights, which led to an increase in the road and air
passenger transport and an increase in retail turnover. In parallel, the labour market recorded recovery,
mainly as a result of seasonal employment.

The entry of Turkish capital into the sluggish steel industry, the European Investment Bank's granting
aloan in the amount of EUR 50 million to the Investment Development Fund for the purpose of financ-
ing micro, small and medium sized enterprises, as well as the World Bank's approving guaranties for
credit indebtedness of Montenegro in the amount of EUR 100 million, are some of the events that can
be stated as positive trends. It can be expected that the publishing of the list of companies with frozen
accounts in the amount exceeding EUR 10,000 for over 30 days on the CBCG’s website will help the pre-



vention of further deterioration of the real sector's illiquidity and thereby a more adequate credit risk
management in banks.

The annual inflation rate amounted to 3.9% in June 2012, while in relation to end-2011 it amounted to
3.2%. The biggest generators of annual inflation growth were the growth of the prices of excise products
(alcoholic beverages and tobacco) as well as the prices in the categories “dwelling, water, electricity, gas
and other fuels”, ,hotels and restaurants” and “food and non-alcoholic beverages”.

In HI 2012 total industrial output declined 7.5% y-o-y. Regardless of 4.3% growth in manufacturing
industry, declines recorded in the mining and quarrying and electricity, gas and steam supply sectors
(25.8% and 23%, respectively), have affected a decline in total industrial output.

Tourism continues to be a sound sector. Over the first six months, 318.2 thousand tourists visited Mon-
tenegro, which is 6.9% more than in the same period of 2011. The number of domestic tourist arrivals
declined 7.3%, while the arrivals of foreign tourists increased 9.9%. Tourist overnights recorded a 7%
y-0-y increase, reaching 1,678.2 thousand overnights. The number of domestic tourist overnights de-
clined 8.4%, while foreign tourist overnights increased 9.7% in relation to the same period of 2011.

According to Monstat data, in the first six months of 2012, road and air transport recorded y-o-y in-
crease in the number of passengers and a decline in the amount of transported goods. Transport of pas-
senger and goods in the railway transport in the observed period declined as well as the total turnover
in ports. Forestry recorded y-o-y output decline of 47.9%. Bad weather conditions, especially in Febru-
ary 2012, were the main cause of the decline in activity and a weaker output of this sector which has
been facing serious difficulties for a longer period of time. As per preliminary Monstat data, in the first
six months of 2012, construction recorded a y-o-y decline of 15%, measured by the value of executed
construction works, and a y-o-y decline of 8.5%, measured by effective working hours.

The banking system is stable, which is evident from the liquidity and solvency parameters significantly
above the prescribed minimum. In the first six months of 2012, loans increased slightly, while they de-
clined at the annual level. Non-performing loans significantly declined at the annual level; however, over
the first six months of 2012 they recorded increase. Considering that the same trend is characteristic of
past due loans, it can be expected that the solution to the problem of assets quality deterioration in some
banks will result in recapitalisations in the upcoming period. The fact that deposits with banks are re-
cording increases in relation to end-2011 as well as in relation to Q2 2011 is encouraging.

Even though the interest rate on total banking loans has not suffered significant changes for a longer pe-
riod of time, the level of interest rates remains high. Interest rate on newly granted loans is trending up.
Thereby at end-June (10.41%) it was 0.77 percentage points higher compared to end-2012 (9.64%). Inter-
est rates on newly granted retail loans (11.75%) are significantly higher than the rates on those granted
to legal persons, as well as than total weighted average rates on newly granted loans. Different factors
influenced the level of lending interest rates including the bank’s/MFI’s perception of client’s creditwor-
thiness, the level of risk the bank/MFI is ready to take, the quality of business project for which funds
are sought, the quality of collateral, country risk, price of sources of funds and their availability at the
domestic and foreign markets, macroeconomic conditions, etc.



Following a longer period of the current account deficit downtrend (from 2009 to 2011), it was on an
increase again in the first six months 2012. In HI 2012, the deficit amounted to EUR 479 million, re-
cording a y-o0-y increase of 8.7%. The main reason for such a current account trend was the deepening of
foreign trade deficit, as a result of a decrease in the export and simultaneous increase of the import of
goods. As per preliminary Monstat data, the foreign trade deficit increased 8.4%.

As per preliminary Monstat data, in the period January-June 2012, visible trade declined. Visible export
recorded a 14.6% decline, while at the same time visible import increased 2.6%. Distinctive low cover-
age of import by export recorded further y-o-y decline of 4.2 percentage points. Share of export in total
visible trade declined 3 percentage points, accounting for mere 17.4% in total visible trade. Significant
decline of exports was mostly a result of a decline in the volume of manufacturing industry output, as
well as a decline in the export prices. For the purpose of resolving the problem of a high trade deficit,
Montenegro must reinforce its exports in parallel with reducing its dependence on imports. Signifi-
cant investments in export production and the increase of quality and competitiveness of Montenegrin
products will be necessary in the following period.

Growing uncertainties in the international financial market and especially problems that the European
Union has been facing have influenced a decrease of the FDI inflow. Total FDI inflow in the first six
months amounted to EUR 210.4 million, which is a y-o-y decline of 9.2%. In the inflow structure, 20.5%
referred to the investments in banks and companies, 27.4% to intercompany debt and 50.6% to invest-
ments in real estates. A net FDI inflow amounted to EUR 144.9 million, showing a 21.1% y-o-y decline,
however, it should be noted that FDI inflow has been on an uptrend as of the beginning of 2012. With
respect to the economic background of the country and the region, it can still be concluded that Monte-
negro, regardless of the decline, recorded a rather high FDI inflow in this period.

The labour market shows a mild recovery. The number of persons in employment averaged at 162.929
in the first six months of 2012, recording the y-o-y increase of 1.3%, while the number of persons in em-
ployment in June recorded a 0.1% increase in relation to December 2011. The majority of sectors (four-
teen of the total of nineteen) recorded increases in the number of employed persons; therefore, observed
by individual sectors, professional, scientific and technical activities along with electricity, gas, steam
and air conditioning sector recorded the highest increase. The most significant decline in the number
of persons in employment was recorded in manufacturing industry and in the mining and quarrying
sector. In the employment structure, as shown through nineteen sectors as per the new methodology of
the classification of industries, the following sectors accounted for the main share: trade, public admin-
istration and defence and compulsory social insurance. Seasonal employment, especially during the
summer tourist season, is an important contributor to the mitigating the consequences of open unem-
ployment. The above is confirmed by the number of registered unemployed persons in H1 2012, which
amounted to 30,876, being 3.3% lower than in the same period of 2011. As per the Employment Agency
records, the number of unemployed persons in June 2012 was 1.4% lower compared to June 2012 or 3.7%
lower compared to end-2011.

In the first six months of 2012, average gross and net salaries recorded moderate annual increases of
0.7% and 0.6%, respectively. An average salary with contributions and taxes amounted to 734 euros,
while average net salary amounted to 492 euros. Compared to the neighbouring countries, Montenegro



ranked third in both categories of average salaries behind Slovenia and Croatia, and ahead of Bosnia
and Herzegovina, Serbia and Macedonia.

Nikola Fabris, PhD, Chief Economist
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REAL SECTOR
DEVELOPMENTS






1.1. Gross Domestic Product

Official data on GDP trends in the first six months of 2012 were not available at the time of compiling this
report; however, it can be concluded that most of indicators determining economic movements trended simi-
larly to QL. Positive statistical indicators were recorded in the hotels and restaurants sector, with evident in-
crease in tourist arrivals and overnights, and also in the retail trade which recorded an increase in turnover.
At the same time, the labour market recorded recovery, whereas the number of unemployed persons trended
downward since March, and especially in June, mostly as a result of seasonal employment. In parallel with
the movements in the number of unemployed persons, a decline was recorded in the unemployment rate'
which peaked in March (13.6%) to reach 12.7% in June. Negative trends continued in total industrial out-
put, whereas only manufacturing industry, forestry, construction and certain segments of transport recorded
output increase.

Overall economic environment and decelerating trends in the region were also obvious through the indica-
tors of Montenegrin economy. Combined with the bad weather at the beginning of the year, it is expected that
the real GDP growth will range between a slight decline and a slight increase.

Box 1.1 — GDP trends in selected countries with emphasis on South-East Europe

In its latest July 2012 report, the EBRD corrected its forecasts on economic growth in certain regions
and countries in relation to forecasts given in April 2012. The EBRD estimated that South-East Europe
economies will remain particularly sensitive to the events in the Euro area. Simultaneously, the report
states that the investments remain below the pre-crisis level in most of the countries, which is an ad-
ditional strain on economic growth in the future.

The forecast of an average 2012growth rate in the region was corrected from 1% to 0.7%, with a slight
increase of growth to 1.7% expected in 2013. The 2012 GDP forecast for Montenegro remained the
same, however, growth estimate for 2013 was halved from 1.6% to 0.8%.

With the forecasted growth rate of 0.1% in 2012, Serbia holds the last place in the region. The high-
est growth rate in the region is expected in Albania and Bulgaria (1.2%), followed by Romania (0.8%),
Macedonia (0.5%) and Bosnia and Herzegovina (0.3%). As per the EBRD estimates, in 2012, GDPs of
Slovenia and Croatia are expected to decline by 2% and 1.2%, respectively. Forecasted deceleration of
economic growth, especially in 2013, will primarily depend on the developments in the Euro area and
the resolving of the debt crisis in certain Euro area countries.

! Since March 2012, the unemployment rate increased partly owing to incorporating a new data on the number of active popula-
tion in the calculation of unemployment rate (as per 2011 census, active population amounts to 232 thousand)



Graph 1.1

Table 1
GDP in 2012 and 2013 (%)

2013. 2012. 2013.
Selected countries

Estimate for July 2012 Estimate for May 2012
Slovenia 20 -14 2.0 -1.1
Bulgaria 12 17 12 2.5
Romania 0.8 1.8 12 2.6
Croatia -1.2 1.5 -0.6 1.7
Macedonia 0.5 20 1.3 26
Albania 1.2 14 1.2 1.8
Bosnia and Herzegovina 0.3 0.6 04 0.6
Montenegro 0.4 0.8 0.4 1.6
Serbia 0.1 1.7 0.1 26
South-East Europe 0.7 1.7 1.0 24

Source: EBRD Estimates for 2012

1.2. Industries

1.2.1. Industrial output

In H1 2012, total industrial output declined 7.5% y-o-y. Manufacturing sector grew 4.3%, while declines re-
corded in the mining and quarrying and electricity, gas and steam supplies sectors (of 25.8% and 23%, re-
spectively) induced a decline of total industrial output.

Industrial output, annual rate
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Over the first six months of 2012, the y-o-y
growth was recorded in four areas of manufac-
turing industry that accounted for 17.4% of total
industrial output. Observed by sectors, the high-
est growth was recorded in the basic pharmaceu-
tical products and medications production sub-
sector (49.6%), followed by metal products, except
machines and devices (25%), the manufacturing
of machines and equipment otherwise unmen-
tioned (15.5%), with the least growth recorded in
the manufacturing of beverages (1.5%).

Twelve sectors of manufacturing industry record-
ed output decline. The most notable decline was
recorded in the manufacturing of paper and pa-
per products (-45.1%), followed by repair and in-
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stallation of machines and equipment (-45%) and the manufacturing of tobacco products (-35.9%). Negative
indicators in the manufacturing of wood, cork etc. (-34.3%) are the result of operational problems of our larg-
est wood processing plant Vektra Jaki¢ which declared bankruptcy at the end of May. Decline was recorded in
the following sectors: printing and reproduction of audio and video data (-11.1%), rubber and plastic products
(-10.3%), furniture (-9.1%), other non-metal minerals products (-8.2%), the manufacturing of clothes (-4.1%),

and chemicals and chemical products (-34.1%). The lowest decline of -1.2% was recorded in the subsector of

basic metals which accounts for 25.9% of total industrial output. The manufacturing of food products, which
accounted for 6.6% of total industrial output, also declined 1.2%.

The mining and quarrying sector recorded a 25.8% output decline, mostly due to an 18.1% production decline
in the coal mining subsector that was a result of lower requirement for this material due to the annual repair
of TPP “Pljevlja”. Other mining recorded a decline of 22.5% and metal ore extraction recorded no production.

In the first six months of 2012, the production of electricity, gas and water supply declined 23% y-o-y, partly
due to the annual repair of TPP “Pljevlja” from mid-April to end-June.

Graph 1.2
Industrial output by sectors @ 2010 = 100
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Graph 1.3
Industrial output - linear trends

INEEE Chief Economist Report - Il quarter 2012

-

N

160.0
140.0
120.0
100.0
80.0
60.0
40.0
200

Industrial output 2010=100 ~ —Trend

0.0 T T T
s | oo |

2008. 2000. 2010. 2011 2012.

Source: Monstat and CBCG calculations

Graph 1.4
Tourist arrivals in the period January- June

1.2.2. Tourism

Declining trend was evident in the industrial
output over the last three years, especially in Q4
2008 and throughout the entire crisis year 2009.
Despite some signs of recovery in 2010, total in-
dustrial output trended downward, especially in
Q4 2011. Regardless of the signs of recovery in
certain segments of production in 2011 and H1
2012, total industrial trend has been on a decline.

Over the first six months of the current year 318.2 thousand tourists visited Montenegro, which is 6.9% more
than in the same period of 2011. Increase in the number of visitors was recorded in coastal resorts (8.4%) and
other tourist resorts (10.9%), while the capital and mountain resorts recorded a decline in the number of visi-
tors of 3% and 2.6%, respectively. The number of domestic tourist arrivals declined 7.3%, while the arrivals of
foreign tourists increased 9.9%. In the structure of foreign tourist arrivals, tourists from Serbia accounted for
the main share (17.2%), followed by tourists from Russia (16.2%), Bosnia and Herzegovina (5.7%), Italy (3.9%),

France (3.8%) and Albania (3.5%).
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Tourist overnights recorded a 7% y-o-y increase
to reach 1,678.2 thousand overnights. Of this
number, domestic tourists recorded 213.1 thou-
sand overnights or 8.4% less than in the same
period of 2011. Foreign tourists recorded 1,465.2
thousand overnights recording a 9.7% increase.
The number of overnights in coastal resorts in-
creased 7.8%, while the number of overnights in
mountain resorts declined 1.2%, in the capital 4%
and in other tourist resorts 5.3%.

In the first six months, increase in overnights was
recorded by tourists from Russia (14.5%), Italy
(58%), France (94%), Poland (4%) and Germa-
ny (3.9%). The number of overnights of tourists
from the region increased, namely from: Bosnia
and Herzegovina (13.1%), Serbia (8.3%), Croatia
(22.8%), Macedonia (17%), and Albania (14.2%).



The promotion of national tourist offer at the in-
ternational fairs continued, and the promotion of
summer tourist offer was intensified in Q2 2012.
Regional promotion of tourist offer was successfully
launched at end-April in Belgrade. In May, promo-
tions continued in Nis, Kragujevac, Novi Sad, Indija,
as well as in Tirana, and early in June in Sarajevo.

The promotion also continued at the global fairs.
In the period 18-20 April, representatives of the
National Tourism Organisation of Montenegro
participated in the “COTTM” fair in Beijing for
the first time, where they gave a joint presenta-
tion with representatives of the National Tourism
Organisation of Serbia. In the period 20-22 April,
the National Tourism Organisation of Montene-
gro and certain tourism organisations of coastal
towns participated in “LATO 2012” fair in War-
saw with the aim of attracting tourists from Po-
land which have been recording positive arrival
trends over the last several years.

Representatives of the National Tourism Organi-
sation of Montenegro participated in the World
Travel and Tourism Council (WTTC) annual
Global Summit which took place between 16 and
19 April in Japanese cities Tokyo and Sendai.
Guidelines for further development, perspectives
and trends in tourism, as well as guiding this dy-
namic sector through the ,turbulent” period of
economic crises were discussed at the Summit.

Graph 1.5
Structure of tourist arrivals by resorts
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Graph 1.6
Tourist overnights in the period January — June
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In the aim of promoting Montenegro in France and Turkey, in April, TV station ,France 3” and the national
Turkish television ,, TRT Avaz” made special broadcasts about Montenegro which is at the same time the con-

tinuation of promotion on global TV networks.

Box 1.2 - Tourism — main actuator of economic growth and development

Continuation of the tourism sector strengthening is of key importance in the context of current eco-
nomic instability. At the G20 meeting in June, tourism was identified as one of the sectors which could
induce global economic recovery, leading the growth and creating new jobs.

According to the UNWTO Barometer from July 2012, international tourist arrivals in the first four months
of 2012 recorded a y-0-y increase of 5%, despite the economic uncertainties in certain destinations.
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1.2.3. Forestry

In the first half of 2012, the production of wood products amounted to 51 m?, which was a y-o-y decline of 47.9%.
Bad weather conditions, especially in February 2012, were the main cause of a decline in activity and weaker
output of this sector.



In mid-May, the second module for training on
systems and methods of fighting against illegal
activities in forestry was organised within the
project “Support for Capacity Building in the For-
estry Sector”, mainly financed by the EU via the
IPA financial instrument and in cooperation with
the Human Resources Management Agency.

In mid-May, the Government adopted the annual
Forest Management Program for 2012 which, in-
ter alia, determines the dynamics and deadlines
for using contracted concessions, as well as the
assignment of additional amount of wood raw
material for the repair of caved in facilities of in-
habitants in rural areas that had been damaged
by natural disasters.

1.2.4. Construction

Graph 1.7
Production of forests assortments, in m*
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As per preliminary Monstat data, executed construction works amounted to EUR 103.1 million in the first
six months of 2012, recording a 15% decline y-o-y. In the observed period, construction activity measured by
effective working hours declined 8.5%. Monstat records show that the value of new construction contracts for
buildings amounted to EUR 9.1 million, which is a 47.2% y-o-y decline and the value of other new construc-
tion contracts amounted to EUR 12.5 million, which is a y-0-y decline of 21.8%. Observed by quarters, the
value of new contracts on buildings in Q2 shows a 25.7% decline in relation to Q1 2012, while the value of new
contracts on other constructions increased 82.2% in relation to Q1 2012.

Graph 1.8
Construction activities

-
100,000 3,000
80,0001 2,500
2,000+
60,0001
1,500
40,000 1,000
20,0001 500 4
Value of performed construction works, in thousand Efective working hours, in 000
0
1Q'10. IHQ']O. IIHO']O_I\\/Q'WO.I \O'H.IIIQH IH|Q'114IIVQ‘H.IIQ'WZ,IIIQ'WZ. 1Q'10. 11Q'10, 111Q'10.1vVQ"10. 1Q"11. IQ11. MQ'T1. IVQ'11. 1Q"12. 1IQ"12.
\

J

Source: Monstat




1.2.5. Transport

According to Monstat data, in the first six months of 2012, road passenger transport recorded 26.7% in rela-
tion to the same period of 2011. Road cargo transport recorded a decline of 33%.

Early in April, the governments of Montenegro and Greece harmonised and signed an agreement on interna-
tional road passenger and cargo transport at the meeting of the Joint Commission for cooperation in the area
of international road transport of passengers and cargo. The Agreement promotes new trends in the area of
transport policy, and a contingent of permits to suite both parties was also agreed with a view to abolishing

administrative limitations.

Graph 1.9
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Graph 1.10
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In mid-April, the Government adopted a Propos-
al of the Law on Amendments to the Law on Law
Transport which, inter alia, prescribes an average
30% reduction of compensations for receiving
licences for passenger and cargo transport. This
will provide better preconditions for the estab-
lishment of new carriers and their registration.

In the observed period, railway passenger and
cargo transport declined 22.7% and 46.1%, re-
spectively.

In June 2012, the Government agreed on the Pro-
posal of the Law on Railways, which determines
the conditions and the manner of railway infra-
structure management and railway transport.
The Government agreed on the Proposal of the
Law on Amendments to the Law on Ports which,
inter alia, divides port infrastructure on basic and
operational, and prescribes that the operational
infrastructure may be subject to concession.

Total turnover in ports amounted to 743.9 thou-
sand tonnes, recording a 14.7% y-o-y decrease,
whereby exports accounted for 34.9% and im-
ports accounted for 64.1%. In the observed pe-
riod, exports declined 48.5%, and imports in-
creased 37.8%.

The Montenegro Port Authority was admitted
as a regular member of the Tunisia based “Med
Cruise” organisation which promotes the Medi-
terranean as a cruise line destination. The main
goal is to promote the Port of Bar as a port for



cruise ships. It is expected that this membership will contribute to an increase of cruise ships arrivals to

Montenegro.

In HI 2012, air passenger transport recorded 500.5 thousand passengers, or 8.7% more than in H1 2011,

while air cargo transport declined 45%.

1.3. Prices

In June 2012, consumer prices recorded an in-
crease of 3.2% in relation to end-2011. Prices in
the ,food and non-alcoholic beverages”, with the
largest weight in the total consumer prices bas-
ket, recorded a 5.2% increase over this period.
Increase was also recorded in the following cat-
egories: “alcoholic beverages and tobacco” 10.4%,
“hotels and restaurants” 7.4%, “dwelling, water,
electricity, gas and other fuels” 6% and “recrea-
tion and culture” 3.8%. Annual inflation in June
2012 amounted to 3.9%, recording a 1.2 percent-
age points increase in relation to March 2012.

In the first six months of 2012, significant price
increases were recorded in certain food prod-
ucts, namely the prices of: fruits 42%, vegetables
15.5%, fish 7.7%, milk, cheese and eggs 3.7% and
non-alcoholic beverages 7.5%. Decline was re-
corded in the prices of meat 0.9% and oil and fats
3.1 %. The increase in the prices of the majority
of products in the “food and non-alcoholic bev-
erages” resulted in this category being the main
contributor to inflation with the share of 1.9%.
The share of 0.8% in total inflation was recorded
by “dwelling, water, electricity, gas and other fu-
els” category, mainly owing to the 7.1% increase
in the prices of electricity. In the “alcoholic bever-
ages and tobacco” category, the highest increase
was recorded by the prices of tobacco (16.5%) and
alcoholic beverages (2%), as a result of excise du-
ties changes in H1 2012. The 23.5% increase in
the prices of accommodation have induced the
increase in the “hotels and restaurants” category
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(74%), while 8.9% prices increase in the newspapers, books and stationery sub-category induced an increase
in the “recreation and culture” category (3.8%). In this period, prices declined in the following categories:
“other products and services” 2.9%, “clothing and footwear” 0.5%, and “health™ and “transport™ of 0.3% each.
In June 2012, prices in the three remaining categories (“furnishing, household equipment and routine house-
hold maintenance”, ,communications” and ,,education”) remained unchanged in relation to December 2011.




Annual consumer prices growth in June amounted to 3.9%, with the highest annual growth recorded in the
prices of following categories: “alcoholic beverages and tobacco™ (11.9%), “dwelling, water, electricity, gas and
other fuels” (9.6%), “hotels and restaurants” (6.2%),

Graph 1.13 “food and non-alcoholic beverages™ (4.8%), “recre-
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Table 1.1
Share of selected categories in total inflation?
Weights )\(/III 22%1121 Grrz\:éth Contribution Sh?;;ai?i;ital
TOTAL 10000 103.2 32 32 100.0
Food and non-alcoholic beverages 3755 105.2 52 19 60.0
Alcoholic beverages and tobacco 372 1104 104 04 11.9
Clothing and footwear 761 99.5 -05 0.0 -1.2
Dwelling, water, electricity, gas and other fuels 1287 106.0 6.0 0.8 236
Health 280 99.7 -03 0.0 -0.3
Transport 1216 99.8 -02 0.0 -0.7
Communications 558 100.0 0.0 0.0 0.0
Recreation and culture 321 103.8 38 0.1 38
Education 218 100.0 0.0 0.0 0.0
Hotels and restaurants 296 1074 74 02 6.8
Other goods and services 442 97.1 29 -0.1 -4.0

Source: Monstat and CBCG calculations

2 Regardless of the index changes, due to the weight structure, the contribution of the share of certain categories is not recorded
before the second, i.e. third decimal.
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The annual inflation in the Euro area amounted to 2.4%, whereby the highest prices growth was recorded in
the categories “alcohol and tobacco” (4.9%), “dwelling” (3.7%) and “transport” (3.1%), while the prices in the
category “‘communications” recorded the annual decline of -2.8%.

InH1 2012, the oil prices were somewhat higher in relation to H1 2011. An average price of the OPEC reference
basket in the first six months of 2012 amounted to 112.1 USD/barrel, which is a 5.1% y-o-y increase. Average
price of Brent in the first six months of 2012 amounted to 113.4 USD/barrel, which is a 2% y-o-y increase.

The highest average price of Brent of 125.33 USD/
barrel had been recorded in March and it was de-
clining since then, reaching the amount of 95.19
USD/barrel in June. At the same time, this was
the lowest price of Brent recorded since Decem-
ber 2010, when it amounted to 91.53 USD/barrel.
According to analysts, a decline in the oil prices at
the global market was caused by unsettling data
on the global economy trends, as well as by a de-
cline in the demand for this product.

The producers' prices of manufactured products
recorded a 3.1% growth in June 2012 as compared
to end-2011.

The prices in manufacturing industry rose 4.4%,
the prices of electricity, gas and steam supply rose
0.9%, while the prices in the mining and quarry-
ing sector declined 2%.

The producers' prices of manufactured products
recorded an annual growth of 1.8%.

1.4. Labour Market

The number of persons in employment averaged
162.929 in the first six months of 2012, record-
ing a y-o0-y increase of 1.3%, while the number of
persons in employment recorded a 0.1% increase
in June in relation to December 2011. The major-
ity of sectors (fourteen of the total of nineteen)
recorded an increase in the number of employed
persons; therefore, observed by individual sec-
tors®, professional, scientific and technical activi-
ties sector recorded a 9.3% increase and electric-
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3 Asof 1 January 2012, a new Classification of Activities (NACE Rev.2) is being applied, therefore the persons in employment as

well as salaries are shown according to the new CA.
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ity, gas, steam and air conditioning sector record-
ed a 9% increase. A decline in employment was
recorded in manufacturing industry (12.6%) and
the mining and quarrying sector (2.3%).

Observing the structure of persons in employ-
ment, the highest number of persons is employed
in the trade sector (23.1%) and public adminis-
tration and defence (12%), while the least number
of persons is employed in real estate businesses
sector (0.8%) and mining and quarrying sector
(1.2%).

A mild decline in the number of unemployed
persons is recorded at the labour market. The
number of registered unemployed persons in H1
2012 amounted to 30.876, on average, or 3.3%
less as compared to H1 2011. A gradually declin-
ing trend was recorded since April 2012 so that
in June, as per the Employment Agency records,
there were 29411 persons seeking employment
or 1.4% les than in June 2011, i.e. 3.7% less than
in December 2011.

Seasonal employment is an important contribu-
tor to the mitigation of consequences of open
unemployment, especially during the summer
tourist season. As per Employment Agency data,
4,661 seasonal workers were hired from the
Agency’s records by 30 June 2012. Thereby, 78%
of the plan for seasonal employment for the first
six months was realised. Similarly to 2011, de-
mand was highest for workers in tourism and ac-
commodation and food services (2,787 workers),
followed by trade (655 workers), construction (72
workers), agriculture (186 workers) and other ac-
tivities (961 workers).

Over the first six months of 2012, the number of
issued permits for work and employment of non-
residents amounted to 11,055, which is 13.73%
more than in the same period of 2011. Observed

by industries, the highest number of permits was issued in tourism and accommodation and food services
(24.92%), construction (21.03%), wholesale and retail trade; repair of motor vehicles and motorcycles (15.45%).



As per the Employment Agency data,
the unemployment rate in June 2012
amounted to 12.68% (the number of
registered unemployed persons in re-
lation to active population). Another
unemployment rate is published by
Monstat quarterly and based on the
Labour Force Survey which is in com-
pliance with the EUROSTAT recom-
mendations. These two rates’ trends
are shown in Graph 1.18. According
to this methodology, as per the last
published data from March 2012,
the unemployment rate amounted to
20.7%.

Wages and Salaries

In the first six months of the current year, an average gross salary in Montenegro amounted to EUR 734,
recording a 0.7% y-o-y increase. An average salary without taxes and contributions amounted to EUR 492,
which is a 0.6% y-o-y increase. The highest salary without taxes and contributions were recorded in the elec-
tricity supply sector (EUR 897), followed by financial activities and insurance (EUR 867), real estate busi-
nesses (EUR 839), while the sectors of retail and wholesale trade recorded the lowest salaries (EUR 334). The
most significant increase of 36.9% in salaries without taxes and contributions was recorded in the real estate
businesses sector, while the lowest increase of 0.8% was recorded in the public administration and defence,
compulsory social insurance sector. Growth of gross and net salaries was recorded in fifteen of the total of
nineteen sectors. Decline in the salaries without taxes and contributions was recorded in four sectors, namely
2.9 in the electricity supply sector, 0.9% in professional, scientific and technical activities sector, 6.9% in ad-
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ministrative and support services sector and 1.7% in other services sector.




Table 1.2

Average salaries without taxes and contributions by sectors

Salaries without taxes

and contributions ades
21-VI11  @1-VI12  @I-VI12/@1-VI 11
TOTAL 489 492 100.6
Agriculture, forestry and fishery 613 622 101.5
Mining and quarrying 627 728 116.1
Manufacturing industry 492 525 106.7
Electricity supply 924 897 97.1
Water supply, water management 433 460 106.2
Construction 390 393 100.8
Wholesale and retail trade 316 334 105.7
Transport and warehousing 551 559 101.5
Accommodation and nutrition services 383 389 101.6
Information and communication 718 744 103.6
Financial and insurance activities 838 867 103.5
Real estate businesses 613 839 136.9
Professional, scientific and technical activities 435 437 99.1
Administrative and support service activities 378 352 93.1
iPnuslko‘llri;rilcdeministration and defence, compulsory social 491 495 1008
Education 445 451 101.3
Health and social welfare 474 481 101.5
Art, entertainment and recreation 349 381 109.2
Other service activities 534 443 83.0

Source: Monstat

Box 1.3 — Average salaries in the former Yugoslav republics, May 2012

Data on average salaries showed the difference in the amount of income by individual countries of
the former Yugoslavia. In May 2012, salaries without taxes and contributions recorded a nominal y-
0-y growth in almost all the observed countries. Growth was recorded in Serbia 14.4%, Croatia 1.9%,
Bosnia and Herzegovina 1.8%, Montenegro 1.7%, Slovenia 1.4%, while Macedonia recorded a 0.3%
nominal decline in salaries. Slovenia is still the leader with regard to the net amount of average salaries,
followed by Croatia, while the average for Montenegro is above the average for Bosnia and Herzego-

vina, Serbia and Macedonia.
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Over the first two quarters of 2012, banks’ liquidity was satisfactory. At the same time, loans recorded a
slight increase, while they declined at the annual level. Loans for liquidity accounted for the main share. Non-
performing loans significantly declined at the annual level; however, over the first six months of 2012 they
recorded increase. Past due loans followed the same trend. On the other hand, deposits with banks recorded
an increase in relation to end-2011 as well as in relation to Q2 2011.

Even though the interest rate on total loans has not recorded significant changes over an extensive time pe-
riod, interest rate on newly granted loans is showing an uptrend. Thereby, at end-June (10.41%) it was 0.77
percentage points higher compared to end-2011 (9.64%). Interest rates on newly granted retail loans (11.75%)
are significantly higher than the rates on corporate loans and total weighted average rates on newly granted
loans. At the same time, interest rates on newly granted loans of microcredit financial institutions are also
high (29.69% at end-June). In addition, MFIs interest rates on newly granted retail loans (29.72% at end-June)
are higher than the interest rates on corporate loans (19.11%).

2.1. Banks

2.1.1. Banks' liquidity

According to the key liquidity indicators, in the first six months of 2012, banks in Montenegro regularly
met their current liabilities and maintained their daily and ten-day liquidity indicators above the prescribed

minimum.!

Table 2.1
Aggregate daily liquidity indicator

2012

Description/Period
31January 28 February 31 March 30 April 31 May 30 June

Liquidity indicator* 1.51 1.52 137 141 1.50 1.53

* The ratio between banks' liquid funds and due payables in line with the Decision

Source: Banks' daily reports

* The Decision on Minimum Standards for Liquidity Risk Management in Banks (OGM 60/68) prescribing the obligation of
banks to maintain the minimum daily (0.9) and ten-day (1.0%) liquidity ratios is in force.
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The structure of banks’ liquid assets
at end-June 2012 showed the highest
share of liquid assets in the country
(66.1%) while the share of liquid as-
sets abroad was 33.9% of liquid as-
sets.

At the end of Q2 2012, banks’ liquid
assets6 amounted to EUR 542.8 mil-
lion. Banks™ liquid assets declined
3.0% in relation to end-2011 and 5.7%
in relation to end-June 2011 (Graph
2.3).

The share of liquid assets in total
assets amounted to 19.5% at end-
June 2012. Loans to deposits ra-
tio amounted to 1.06 at end-March
2012, slightly improving in relation
to end-2011 (1.08) as well as in rela-
tion to June 2011 (Table2.2).

> The ten-day liquidity ratio significantly declined in the third ten-day period of March 2011, as a result of adjustment of calcula-

tion of liquid funds with one bank.

¢ Liquid assets include cash and deposits with depository institutions reduced by 50% of allocated reserve requirements.
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Graph 2.3
Liquid assets of banks, EUR million

Table 2.2
Selected banks’ liquidity indicators

2011 2012

June December June
Liquid assets/total assets 19.92% 19.93% 19.51%
Liquid assets / Short-term liabilities 33.93% 32.78% 31.14%
Short-term loans / Short-term liabilities 44.57% 40.58% 42.16%
Liquid assets / Total liabilities 22.27% 22.36% 21.79%
Loans / Deposits 117 1.08 1.06

Reserve requirement has not been used for liquidity purposes in H1 2012.

2.1.2. Aggregate balance sheet of banks

Atend-Q2 2012, banks’ total assets amounted to EUR 2.782.3 million, recording a 1.0% decline in relation to
end-2011, i.e. 3.7% y-o-y decline (Table 2.3).

The decline in total assets of banks in relation to end-2011 was mainly a result of the 3.6% decline in cash and
deposits with depositary institutions and a 3.8% decline in investing in securities. Banks’ assets declined also
due to an increase in loan loss provisions as a deduction item, while lending activity of banks increased 0.1%.
At the same time, borrowings declined 6.6%, total capital 4.5%, while the deposits increased 1.4%.



Table 2.3
Aggregate balance sheet of banks

Status, EUR million Change
June 2012 June 2012
Description/ Period June  December June . o ber2011  June 2011
2011 2012 mEiIlIJizn % mF;IlIJicRm %
ASSETS
1. ﬁ\asstnjggndseposns held with depository 6373 6244 6018 226 36 355 56
2.Loans 2,0454 19558 19584 26 0.1 -870 43
2.1. Loan loss provisions 1243 996 1086 9.0 9.0 -15.7 -126
2.2. Net loans 1,921.1 1,856.1 1,849.8 -6.3 -0.3 -713 37
3. Securities 126.9 1380 1327 -53 -3.8 58 46
4, Other assets 2100 2032 2191 15.9 7.8 9.1 43
5. Provisions for losses on other asset items 6,4 12.1 21.2 9.1 752 148 2313
6.TOTAL ASSETS 2,888.9 2,809.7 2,7823 -274 -1.0 -106.6 -3.7
LIABILITIES AND CAPITAL
1. Deposits 1,837.3 1,817.1 11,8434 26.3 14 6.1 03
Demand deposits 7345 7086  706.7 -1.9 -0.3 -278 -38
1.2. Time deposits 1,102.9 1,1084 1,136.6 282 25 337 31
2. Borrowings 590.7 5282 4935 -34.7 -6.6 972 -165
3. Other liabilities 155.7 1592 1538 54 -34 -19 -12
4. Total capital 305.1 3052 2916 -136 -4.5 -135 44
4.1. Capital and reserves 3145 3085 3094 0.9 03 5.1 -6
4.2. Current year profit / loss (+.-) -94 32 -178 -146 4563 -84 894
5. TOTAL LIABILITIES 2,888.9 2,809.7 2,782.3 -27.4 -1.0 -106.6 -3.7

Observed by banks, at end-Q2 2012 in relation to end-2011, five banks reported assets growth (ranging from
2.5% to 13.9%), while six banks reported assets decline (in the range of 0.1% to 5.6%).
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Return on average assets, ROAA,
amounted to -1.3% at end-Q2 2012
and it showed deterioration in rela-
tion to December 2011 (-0.1) as well
as at the annual level (-0.6%), (Graph
24). In the observing period, the
return on average earning assets,
amounted to -1.5% and it showed de-
terioration in relation to December
2011 (-0.1%) as well as at the annual
level (-0.8%). Earning assets made up
79.7% of total assets which is an im-
provement of this ratio in relation to
end-2011 (79.5%), as well as at the an-
nual level (78.8%).



Performing assets (A) made up 55.7% of total assets (53.8% at end-2011) recording the annual increase
(51.5%). The share of non-performing assets in total assets declined from 19.6% to 13.6% y-o-y (Table 2.4).

Table 2.4
Asset quality, share in total assets, aggregate, %

2011 2012

June December June
Pass (A) 515 538 55.7
Watched (special mention) (B) 20.0 20.2 185
Non performing assets (C + D + E) 19.6 11.8 136
Criticised assets (B+ C+ D + E) 395 320 32.1

In addition, non-performing assets made up 88.2% of capital increased by loan loss provisions at end-Q2
2012, which is an increase in relation to end-2011 (78.4%), and a significant annual decline (127.9%).

2.1.2.1. Banks’ balance sheet structure

Banks balance sheet structure in the observed period changed in relation to end-2011, as well as at the annual
level.

Table 2.5
Banks’ balance sheet structure, in %

2011 2012 Difference, p.p.

Description/ Period I D b ) June 2012- June 2012-
une  December U becember2011  June 2011

ASSETS
1. ﬁ\iinjggnieposits held with depository 1 27 216 06 04
2. Loans 70.8 696 704 0.8 -04
2.1. Loan loss provisions 43 35 39 04 -04
2.2. Net loans 66.5 66.1  66.5 04 0.0
3. Securities 44 49 48 -0.1 04
4. Other assets 73 7.2 79 06 06
5. Provisions for losses on other asset items 0.2 04 0.8 03 05
6. TOTAL ASSETS 100.0 100.0 100.0 0.0 0.0
LIABILITIES AND CAPITAL
1. Deposits 63.6 64.7 663 1.6 27
2. Borrowings 204 188 177 -1.1 -2.7
3. Other liabilities 54 57 55 -0.1 0.1
4, Total capital 10.6 109 105 -04 -0.1
5.TOTAL LIABILITIES 100.0 100.0 100.0 0.0 0.0

In relation to end-2011, the share of cash and deposits held with depositary institutions in the assets structure
declined 0.6 percentage points, the share of securities declined 0.1 percentage point, while the share of other



assets positions recorded increase. With respect to liabilities, the share of borrowings declined 1.1 percent-
age points; the share of other liabilities declined 0.1 percentage points, the share of total capital declined 0.4
percentage points while the share of deposits increased 1.6 percentage points (Table 2.5).

Observed annually, the share of cash and deposits held with depositary institutions declined 0.4 percentage
points in the assets structure; the share of loans declined 0.4 percentage points, while the share of other assets
positions increased. With respect to liabilities, the annual growth of the share is obvious with deposits (2.7
percentage points) and other liabilities (0.1 percentage points), while a decrease in the share was recorded
with borrowings (2.7 percentage points) and total capital (0.1 percentage points),

2.1.3. Banks’ lending activity

Atend-Q2 2012, total loans granted amounted to EUR 1,958.4 million, recording the annual decline of EUR
87 million (4.3%) and an increase of EUR 2.7 million (0.1%) in relation to end-2011.

The most important loan beneficiaries were corporate and household sectors that accounted for 90.6% of total
loans at end-Q2 2012 (Table 2.6).

Table 2.6
Loan structure by sectors, end-period, EUR million and changes, %

2011 2012 June 2012 June 2012
June December June December2011 June 2011

Description/ Period

Financial institutions 84 10.7 103 -39 227
Corporate sector 1.060.9 944.7 942.6 -0.2 -11.1
Households 855.8 833.7 831.7 -0.2 -2.8
(Government, municipalite, funds) 471059 1104 43 07
Other 65.6 60.8 63.5 14.5 -3.2
Total 2,045.4 1,955.8 1,958.4 0.1 -4.3

Atend-Q2 2012, the maturity structure of total loans was predominated by long-term loans with 78.4% (Ta-
ble 2.7).

Observed by industries, the largest loan beneficiaries were the following: household sector (42.2%), trade
(20.5%), other (9.0%), construction (6.6%), services, tourism and accommodation and food services (5.8%),
and administration and other public services (4.9%). The remainder of loans granted (11.0%) referred to:
transport, warehousing, telecommunications, finance, real estate trading, and the mining, agriculture, hunt-
ing, fishing and energy sectors.

Observed by purpose, the majority of loans were granted for: liquidity (18.9%), housing loans (17.5%), con-
struction and remodelling of buildings (11.8%), purchase of fixed assets (12.4%) and cash loans (11.7%). In
addition, banks’ funds were used via: consumer loans, credit cards, overdrafts, loans for refinancing of obliga-
tions to other banks, loans for the preparation of tourist season, purchase of cars, purchase of securities and
other purposes.



Table 2.7
Maturity structure of total loans, %

2011 2012
Description/ Period

JUNE DECEMBER JUNE
Up to three months 56 4.1 47
From three months up to one year 14.6 16.2 16.9
From one year up to three years 204 19.9 19.1
Over three years 594 598 593
Total 100.0 100.0 100.0

With regard to the currency structure, foreign currency loans’ accounted for 2.2% of total loans. FX risk of
Montenegrin banks was insignificant since deposits in foreign currency made up 4.5% of total deposits, and
banks’ borrowings in foreign currency made up 8.7% of total borrowings.

The crisis in the real sector influenced the regularity of the corporate and household sectors’ meeting obliga-
tions to banks, which reflected on the increase in the share of non-performing loans, past due loans and re-
structured loans in total loans during the one-year period. At end-Q2 2012, non-performing loans (C, D and
E) accounted for 17.1% of total loans, recording an increase in relation to end-2011, and a significant decline
over the one-year period. However, the share of past due loans increased to 22.5% in relation to end-2011
(19.3%), even though they recorded a decline in relation to June 2011. Restructured loans made up 17.3% of
total loans. Allocated loan loss provisions made up 5.6% of total loans (Table 2.8).

Table 2.8
Basic indicators of banks’ lending activities, %

2011 2012
Description/ Period
JUNE DECEMBER JUNE
Non-performing loans (C, D, E)/Total loans 253 15.5 17.1
Past due loans/ Total loans 27.7 193 225
Loan loss provisions/ Total loans 6.1 5.1 56
Restructured loans/ Total loans 1.8 14.2 173

2.1.4. Deposits

At end-June 2012, total deposits with banks amounted to EUR 1,843.4 million, being 1.5% higher compared
to end-2011 and 0.3% higher compared to June 2011. In H1 2012, deposits with banks recorded an average
monthly increase at the rate of 0.2%, whereby in Q1 they recorded average monthly decline of 0.4%, while in
Q2 they recorded an average monthly increase at the rate of 0.9%.

In total deposits structure, household and corporate sectors” deposits accounted for the main share of 83.1%
(Graph 2.5). Both sectors recorded increases, in relation to end-2011 (1.7% and 0.6%, respectively), as well as
at the annual level (7% and 3.7%, respectively). Deposits of all other sectors increased in relation to end-2011,

7 All currencies except euro
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and declined at the annual level whereby financial institutions’ deposits recorded the most notable annual

decline (EUR 41.4 million or 32.7%), (Table 2.9).

Table 2.9
Deposits by sectors, changes, %

Financial institutions 03 -32.7
Corporate sector 06 37
Households 1.7 7.0
General Government (Government, municipalities, funds) 23 -21.9
Other 24 9.8
Total 1.5 0.3
Graph 2.5 In the structure of deposits by sectors, household
Deposits of households, corporate sector and total deposits, deposits were dominant (57.%), followed by de-
EUR thousand posits of finance sector (7.1%), energy (6.%), trade
~ (5.8%), transport, warehousing and telecommu-
== Households == Corporate sector — Total nications (5.5%), services, tourism and accommo-
2,000,000 . . .. .
18000000 m—4m0 ———™——17 dation and food business (4.2%) administration,
1:600:000- other public services (3.7%), while the remaining
1/400,0001 10.7% referred to deposits of other sectors (agri-
138%83 ‘ ‘ culture, hunting, fishing etc. and “other”).
800,000
600,000 The maturity structure of deposits was still un-
400,0001 satisfactory considering that the main share of
200'008: total deposits (82.7%) referred to short-term de-
FLAE V]V VIPVIVIIEIC] X XEEXI T vy v p()sits) of which demand deposits made up 38.3%
L 2011 2012 and deposits with maturity up to one year 44.4%,
while time deposits with maturity over one year
made up 17.3% of total deposits (Graph 2.6).
Graph 2.6
Maturity structure of deposits, EUR thousand 2.1.5. Household and corporate sectors
-~
2,000,0007 m Demand deposits m Short-term deposits = Long-term deposits The household and corporate sectors were the
1288888 biggest funds depositors, as well as the biggest
]: 400:000_ loan beneficiaries. In Q2 2012, deposits by both
1,200,000 households and corporates increased. As opposed
1,000,000 to deposits, loans recorded a decline in the corpo-
288888 rate sector and an increase in the household sec-
400,001 tor. Maturity mismatch between the funds and
200,000 the sources of funds is still present, because the

01

deposits of both sectors are mainly short-term,
while in the structure of total loans long-term
loans prevail in both sectors.



2.1.5.1. Households

At end-Q2 2012, the household sector remains the main depositor in the Montenegrin banking system,
(57.0% of total deposits), and the second most important loan beneficiary (42.5% of total loans).

At end-Q2 2012, deposits of this sector amounted to EUR 1,051.5 million, being 1.7% higher in relation to

end-2011, i.e. 70% higher y-o-y.

Household sector deposits are for the
most part short-term (80.0%), which
is deemed undesirable considering
that loans used by this sector are
mainly long-term (90.5%), (Graph
2.7).

In Q2 2012, loans of the household
sector grew at an average monthly
rate of 0.1%, amounting to EUR 831.7
million at end-June, which is 0.2%
lower in relation to end-2011 and
2.8% lower y-o-y. Compared to end-
2011, the increase of loans to this sec-
tor was recorded in seven banks.

With regard to the purpose of loans,
earmarked loans accounted for the

Graph 2.7

Deposits of the household sector and deposit interest rates by
maturity, %
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main share of 48.8%, namely housing and refurbishing loans (a total of 77.8% of earmarked loans). A signifi-
cant share of loans to the household sector referred to cash non-earmarked loans (31.4%) and mortgage loans
(19.3%). The remaining amount referred to leasing.

Per capita debt, measured by total loans to households to population® ratio, amounted to EUR 1,341, while at
the same time, debt per employee, measured by total loans to households to number of persons in employ-

ment, amounted to EUR 5,116.

Deposits uptrending recorded over the past period has significantly influenced the increase in the net savings
of this sector which amounted to EUR 219.8 million at end-Q2 and which was 10.1% higher than at end-2011.
In Q1 2011, household sectors’ net savings amounted to EUR 126.5 million. However, regardless of the in-
crease in net savings, the problem of loan collection remains a significant problem in the households sector.
Past due households loans accounted for 15.5% of total loans granted to this sector, which is lower than at
end-2011 (15.7%) and in Q2 2011 (17.9%).

8 According to the results of the 2011 census (source: MONSTAT), population of Montenegro is 620.029.
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2.1.5.2. Corporate sector

As the most important loan beneficiary in the Montenegrin banking sector at end-Q2 2012, the corporate
sector was credit-indebted in the total amount of EUR 942.6 million, making up 48.1% of total loans granted.

In the first six months of 2012, this sector’s loans declined slightly, at an average monthly rate of 0.03%, which
is a positive trend in relation to the same period of 2011 when loans granted to this sector declined at a con-
siderably higher average monthly rate of 2.1%.

The maturity structure of the corporate sector’s
debt showed the prevailing share of long-term
loans (72%), with the main share of loans with
maturity over three years (47%).

Graph 2.8
Loans and deposits of the corporate sector, EUR thousand

e N
1,400,000 , Corporate sector’s deposits amounted to EUR
mmm Deosits Loans a1 .
1,200,000 480.7 million at the end of the observed period,
1,000,001 accounting for 26.1% of total funds deposited with
800.000- banks. Compared to end-2011, deposits of this
600,000 sector were 0.6% higher, and in relation to end-
/ Q2 2011 they increased 3.7%. Average monthly
400,000 , .
growth of corporate sector’s deposits amounted
200,001 to 0.1% in H1 2012, which indicates deceleration
0] of growth in comparison with the same period of
201 2012 2011 (1%).
\ J
The maturity structure of the corporate sector’s
deposits shows the highest share of demand de-
Graph 2.9 posits (about 56%), which is indicative of the ma-
Net corporate debt, monthly change, in EUR thousand turity mismatch between the loans and deposits
of this sector.
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60,000 Regardless of the evident declining trend in loans
40000 2010 w201 =201 granted to this sector and, on the other hand, an
increase in deposits, the corporate sector remains

20’002_ the most important net debtor to Montenegro’s
220,000 banking system. Thus, the net debt of the corpo-

,40’ 000 rate sector amounted to EUR 462 million at end-
—60,000 June 2012, being 1.1% lower than at end-2011,
—80,000 and 22.7% lower in relation to end-June 2011
_100:000 (Graph 2.9). Loans to deposits ratio for this sector
amounted to 1.96 at end-June 2012, improving in

N _/ relation to end-2011 (1.98) as well as in relation to

June 2011 (2.29).



Box 2.1 - Enforced collection

Graph 1 At end-June 2012, the CBCG's
Total number of legal and natural persons with frozen accounts Central Registry of Accounts
recorded 50,450 accounts
( "\ of legal and natural persons
18,000 that performed some activ-
16,000 ity. In relation to the previ-
14,000 ous month, this number was
12,000 10,925 lower, as a result of the
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8,000 Registry of Accounts records
6,000 with the Central Registry of
' the Commercial Court records.
4,000 .. .
2000 To wit, in Ceptral Registry of
' the Commercial Court records
Ll buf v Pl o xcDabal T vl v v these 10,925 legal persons are
2011 2012 registered as deleted.
e > Of total number of recorded
accounts, 11,923 or 23.7%
were frozen, which is 21.5%
Graph 2 lower in relation to end-2011
Total debt arising from frozen accounts, EUR 000 as a result of the abovemen-
tioned harmonisation of the
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450,000 counts records with the Cen-
400,000 — tral Registry of the Commer-
350,000 cial Court records.
300,000 —
250,000 The value of debt based on
200,000 which the freezing was per-
150,000 formed amounted to EUR
100,000 393.6 million, or EUR 16 million
50000 (4.2%) more than at end-2011.
' Top 10 debtors (0.08% of total
LT ey T vl [ cDaal 1 Fafmfw] vl debtors recorded), accounted
2011 2012 for 25.5% or EUR 100.5 mil-
\ ) lions of total frozen accounts.

2.1.6. Banks’ foreign assets and liabilities

Banks’ foreign assets’ amounted to EUR 460.5 million at end-June 2012, recording a 1.1% increase in rela-
tion to end-2011 and a 1.2% annual decline (Table 2.10). In the structure of foreign assets, foreign deposits
accounted for the main share of 72.6%, followed by cash with 16.8% and loans to non-residents with 10.6%.

° (laims on non-residents
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Table 2.10
Banks’ foreign assets, period end, EUR 000

o _ 2011 2012
Description/ Period
March June September December  March June
Deposits 347137 335313 440,596 347,492 331,610 334,539
Cash 71,203 86,311 68,741 63,090 59,612 77,383
Loans 44,159 44,596 34,504 45,028 45,480 48,592
Securities, except shares 0 0 0 0 0 0
Foreign assets, total 462,499 466,220 543,841 455,610 436,702 460,514

Foreign liabilities' amounted to EUR 803.7 million at the end of the observed period, recording a slight in-
crease in relation to end-2011 (0.2%) and a y-o-y decline of 10% (Table 2.11).

Graph 2.10
Foreign liabilities structure, %
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Foreign borrowings from non-resi-
dents accounted for the main share
(57.3%) in banks’ foreign liabilities
structure, followed by non-residents’
deposits (40.6%), and securities with-
out shares (2.1%) (Graph 2.10). For-
eign liabilities” structure indicates a
downtrend in banks” borrowings, ev-
ident since H2 2010 and, on the other
side, an uptrend in the non-residents’
deposits share.

Banks’ foreign borrowings continued
to trend down in Q2 2012. At end-
June, they amounted to EUR 460.6
million, which is 6.55 lower than at

end-2011, 1.e.a 16% y-o0-y decline. Other foreign liabilities’ positions trended up in relation to end-2011 as well
as at the annual level, with non-residents” deposits increasing 10.8% and 0.5%, respectively, and securities
without shares recording just a slight growth of 0.03% and 0.1%, respectively.

Table 2.11

Banks' foreign liabilities, period end, EUR thousand

2011 2012
Description/ Period
March June September December  March June
Loans 614,228 550,987 529,407 492,458 481,222 460,631
Deposits 275,849 325128 296,420 294,699 304,266 326,628
Securities, without shares 16,456 16,458 16,460 16,462 16,465 16,467
Foreign liabilities, total 906,533 892,573 842,287 803,619 801,953 803,726

10" Liabilities to non residents



During H1 2012, all banks used foreign borrow-
ings. The largest amount of borrowings referred
to Hypo Alpe Adria Bank AG, EIB, Societe Gen-
erale Group KFW and EFSE.

Long-term borrowings (90.7%) prevailed in the
maturity structure of foreign borrowings. The
currency structure of foreign borrowings showed
that the banks largely borrowed in euros (90.4%)

Net foreign assets of banks amounted to EUR
-343.2 million at end-H1 2012 (EUR -426.4 mil-
lion at end-H1 2011).

Foreign liabilities to total assets & liabilities of
banks ratio showed that 28.9% of total banks’ as-
sets were financed by non-residents. On the other
hand, claims on non-residents made up 16.6% of
banks’ assets. Foreign assets and liabilities gap
amounted to 12.3 percentage points (Graph 2.12).
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Graph 2.11

Banks’ foreign assets/liabilities and net foreign assets,
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Graph 2.12
Foreign assets/liabilities share in banks’ total assets and liabilities, %
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Allocated reserve requirements amounted to 250
EUR 173.0 million as at 30 June 2012, and it re- 2001
corded a 1.3% increase in relation to end-2011, 150
and a 6.4% y-o-y increase (Table 2.12). 1004
) Foreign assets/total assets
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Effective reserve requirements, measured by the 0.0
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ratio, amounted to 9.4% at end-June 2012 (Table 200, 201, 2012
o J
2.13).
Table 2.12
Reserve requirements, deposits, borrowings, in EUR million
2011 2012
Description/ Period
March June September December  March June
Allocated reserve requirements 163,968 162,557 161,258 170,793 169,609 172,978
Total deposits 1,783,577 1,837,345 1,877,849 1,817,000 1,792,598 1,843,403
Total borrowings 650,733 590,727 566,421 528,161 514,801 493,473
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Table 2.13
Reserve requirements to total deposits and borrowings ratio, %

o , 2011 2012
Description/ Period
March June September December  March June
Reserve regunrements/t 92 83 86 94 95 94
otal deposits
Reserve requirement/ 67 67 66 73 74 74

(total deposits +borrowings)

Reserve requirements to total deposits ratio and reserve requirements to banks’ assets in Montenegro was
amongst the lowest in the region (Table 2.14).

Table 2.14
Reserve requirements to total deposits and assets, end-June 2012, %

Reserve requirements Reserve requirements
Deposits Assets
Bosnia and Herzegovina 18.6% 11.1%
Montenegro 9.4% 6.2%
Croatia 10.7% 7.4%
Macedonia 12.7% 7.6%

The structure of reserve requirement shows that at end-June 2012, 62.2% of reserve requirements were al-
located to the reserve requirement account in the country, 31.8% was in the form of T-bills and 6.0% to the
Central Bank's accounts held abroad.

Over the first two quarters of 2012, none of the banks used their reserve requirements for liquidity purposes,
and in two months two banks allocated reserve requirements below the prescribed level.

Graph 2.13 2.1.8. Banks’ capital

Aggregate solvency ratio, %
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Regardless of the fact that the solvency ratio was above the legally prescribed minimum, it was the lowest
relative to the regional countries (Table 2.15).

Table 2.15
Solvency ratio, %

Country Solvency ratio
Croatia*® 19.9
Serbia* 17.3
Macedonia* 17.5
Montenegro 14.5

*Q12012

Atend-Q22012 thereturnonaverage ~ Graph 2.14
equity of the banking system (ROAE)  Aggregate ROE, %
was negative (-11.9%). However, this
ratio was positive in six banks.

4 N
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6.2
The majority of banks were recapi-

talised during 2010 and 2011. Re- 00 ; : : : : :
capitalisation of one bank in the total 80 11
amount of EUR 12 million was also -100 69

performed in H1 2012. Moreover, the 19
Montenegrin banks had lower capi- -200
talisation levels than banks in the ROE
region. The capitalization index rela- 300
tive to both assets and loans was the
lowest in the region (Tables 216 and - =
2.17).

073
2007 2008 2009 2010, 2011 N12012. VI2012.

Table 2.16
Total capital to assets ratio, %

Country/Period December 2010 December 2011 June 2012
Montenegro 10.6 109 10.5
Serbia 19.6 19.9 19.5
Croatia 139 137 14.0
Macedonia 16.1 16.7 17.1

Bosnia and Herzegovina 11.9 14.2 14.5
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Table 2.17
Total capital to loans ratio, %

Country/Period December 2010 December 2011 June 2012
Montenegro 14.1 156 14.9
Serbia 29.5 306 311
Croatia 203 20.0 20.2
Macedonia 28.5 294 295
Bosnia and Herzegovina 17.3 20.2 20.2

Graph 2.15
Aggregate financial result, in EUR thousand

At end-Q2 2012, in the ownership
structure of banks’ capital, foreign
capital accounted for the main share
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Graph 2.16 2.2.1. Lending interest rates
Annual lending interest rates, system level, %
On total loans granted
' N
1000 213 Although a slight decline in lendin
963 & & g
950 5 967 o515, interest raFes was recorded in 2012,
they remain high. Some banks con-
900 505 906 590 tinued to record losses in 2012 due
850 8.85 i to their clients” increased delay in
—Nominal settling of liabilities caused by illi-
8.00 Hiectve quidity still present in the economy,
which reflected on high interest rates
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N /At end-Q2 2011, weighted average

lending effective interest rates (WA-

LEIR) amounted to 9.53%. In relation to end-2011, the WALEIR declined 0.16 percentage points, as well as
0.19 percentage points at the annual level (Graph 2.16).



Observed by maturity (Graph 2.17)
at end-Q2 2012, the interest rate on
short-term loans amounted to 9.84%,
and it was 0.48 percentage points be-
low the end-2011 level. The interest
rate on long-term loans amounted
to 9.51%, recording a 0.13 percent-
age points decline in relation to end-
2011. At the annual level, short-term
interest rates declined 1.55 percent-
age points, while the interest rates
on long-term loans declined 0.10 per-
centage points.

On newly granted loans

Graph 2.17
Annual WALEIR, by maturity, %
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Atend-Q2 2012, weighted average lending nominal interest rate (WALNIR) on banks’ newly granted loans
amounted to 9.23% and the corresponding weighted average lending effective interest rate (WALEIR) was
10.41%. In that respect, WALEIR on retail loans was 11.75%. Observed by maturity, the WALEIR on newly
granted short-term loans was 10.78%, while on newly granted long-term loans it was 10.25% (Table 2.18).

Table 2.18

Interest rates on newly granted loans, end-Q1 2012, %

Short-term Long-term Total

WALNIR 8.12 11.01 10.66
Retail

WALEIR 10.36 11.94 11.75

WALNIR - 12.00 12.00
Financial institutions

WALEIR - 14.18 14.18

WALNIR 8.83 8.63 8.71
Corporate sector

WALEIR 11.46 9.26 10.14

WALNIR - 9.00 9.00
Other non-financing institutions

WALEIR - 9.29 9.29

WALNIR 6.22 8.85 8.18
General Government

WALEIR 6.71 9.13 8.51

WALNIR 11.17 1242 11.67
Other

WALEIR 13.72 1443 14.00

WALNIR 844 9.56 9.23
Total loans

WALEIR 10.78 10.25 10.41

Increased level of interest rates on newly granted loans in relation to interest rates on total loans is evident,
namely by 0.88 percentage points in the observed period. In addition, there is an evident increase in the in-
terest rates on newly granted loans over the period December 2011 — June 2012; therefore, the WALEIR on
newly granted loans was 0.77 percentage points higher at end-Q2 2012 in relation to end-2011 (Table 2.19).
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Table 2.19
Interest rates on newly granted loans, %

Total
Up to 1 year Over 1 year Total
WALNIR: 7:40 9.13 8.55
December 2011
WALEIR: 9.22 9.86 9.64
WALNIR: 9.57 1031 9.96
January 2012
WALEIR: 11.95 11.14 11.52
WALNIR: 817 9.31 8.90
February 2012
WALEIR: 1001 1027 10.18
WALNIR: 7.99 10.19 9.17
March 2012
WALEIR: 9.51 11.07 10.35
WALNIR: 8.24 9.28 8.82
April 2012
WALEIR: 10.77 10.16 10.43
WALNIR: 9.36 9.53 9.49
May 2012
WALEIR: 1161 10.28 10.57
WALNIR: 8.44 9.56 9.23
June 2012
WALEIR: 1078 1025 10.41
Graph 2.18 2.2.2. Deposit interest rates
WADEIR, annual level, %
Atend-Q2 2011, the WADEIR amounted to 3.04%
g ) which was 0.2 percentage points higher com-
420 pared to end-2011, and 0.02 percentage points
400 \\,\/\ /\\ higher compared to end-Q2 2011 (Graph 2.18).
350 v v Observed by maturity, at end-Q2 2012, the WA-
100 \‘_\,_J\_.\/_,\ DEIR was as follows: 0.28% on demand deposits,
' 4.19% on deposits with maturity up to 3 months;
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2009 2010 2011 2012 to 5 years, and 3.50% on deposits with maturity
- ~/ over 5 years. Annual growth of interest rates was

recorded in deposits with maturity up to three

months (0.36 percentage points) and in deposits with maturity over 5 years (0.17 percentage points), while
the following categories recorded declines: demand deposits (0.12 percentage points), deposits from 3 months
to 1 year (0.35 percentage points), deposits from 1 to 3 years (0.17 percentage points) and deposits with ma-

turity up to 5 years(0.38 percentage points).

The WADEIR on household deposits amounted to 3.43% and the WADEIR on corporate deposits amounted
t0 2.52%. The WADEIR on natural persons’ deposits declined 0.05 percentage points in relation to end-2011,
while the WADEIR on corporate deposits declined 0.04 percentage points over the same observed period.
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At the annual level, the WADEIR on household deposits declined 0.04 percentage points, while the WADEIR
on legal corporate deposits declined 0.08 percentage point.

At end-Q2 2012, the difference between lending ~ Graph 2.19

and deposit interest rates (interest rate spread) on  Interest rate spread™ of banks in the regional countries, end of
total loans was 6.49 percentage points, while at ~ month, %

end-2011, it was 6.71 percentage points (6.66 per- ~

centage points at end-June 2011). Due to a decline 90
in the clients’ credit worthiness, both corporate 50
and household clients, the interest rate spread re- ' /‘\/\
mains rather high. 0 j\—f o ~
60 -
Montenegro records the highest spread in the 50
region. The interest rate spread of Montenegrin 40
banks was lower than that of Croatian and Ser- 30]_ —Serbia  —Macedonia
bian" banks up to H1 2011, while H2 2011 data yp| et Montenegro
ShOW an increase in the interest rate Spread Of XllLl [TV VEVIEVIEDCK XEXIE L0V Y VEVIEVIFXX XEXIDE I vevi
Montenegrin banks due to an increase in lending, 10p9 2010 201 201

and a decline in deposit, interest rates. The inter- -
est spread remained at its highest level in 2012 as

well. The interest rate spread of Macedonian banks was the lowest in the group of observed countries (Graph
2.19).

2.3. Microcredit financial institutions

Total assets and liabilities of micro-credit financial institutions (MFIs) amounted to EUR 37.0 million at
end-Q2 2012, and it showed a decline of EUR 7.3 million or 16.6% in relation to end-2011. The year-on-year
comparison shows a decline of EUR 10.5 million or 22.1% (Table 2.20).

Table 2.20
Total assets and liabilities of MFIs, period end, EUR thousand

2011 2012
March June September December March June
MFls assets 51,092 47,536 44,309 44,371 42,132 37,026

Description/ Period

The concentration in the MFIs sector was rather notable. In that respect, one MFI made up 42.0% of total as-
sets, 38.7% of total loans and 39.0% of total borrowings.

Gross loans (87.3%) accounted for the main share in MFIs assets at end-Q2 2012, while borrowings (40.0%)
accounted for the main share on the liabilities side.

""" A new methodology for the calculation of interest rates on loans and deposits of banks became effective as of 1 February 2012

2 The difference between the weighted average effective lending and the corresponding deposit interest rates on total loans and
deposits in the system; the latest available data.
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Total loans amounted to EUR 32.3 million at end-Q2 2012, showing a decline of EUR 1.2 million (3.6%) in
relation to end-2011. The y-o-y comparison shows that total loans declined EUR 4.5 million or 12.2% (Table
2.21). Loan loss provisions made up 6.7% of total loans.

Table 2.21
Total loans of MFIs, period end, EUR thousand

2011 2012
March June  September December March June

MFIs loans 39,513 36,813 34,329 33,501 32,203 32,324

Description/ Period

Some 95.3% of loans were granted
to natural persons. In the MFI loan
portfolio structure by industries,
- ~, loans to services, accommodation
and tourism sector accounted for
the main share of 33.8%, followed by
agricultural loans with the share of
32.8% (Graph 2.20).

Graph 2.20
MFI loans by industries, Q1 2012, %

16% )
m Agriculture

Services, accommodation and tourism With 834%, long-term loans ac-

Trade counted for the main share in the
= Other maturity structure of loans. Past due
loans made up 8.1% of total loans at
\_ ) end-Q2 2012, which was below the
banking system level (22.47%).

34%

Total MFIs liabilities" made up 45.2% of liabilities. The largest source of financing MFls was borrowings,
with 76.7% of funds taken from non-residents.

Total MFIs" capital amounted to EUR 20.3 million or 54.8% of total liabilities and capital at end-Q2 2012. Capital
from donations accounted for 69.5% of total capital, while retained earnings accounted for 20.9% and capital is-
sued accounted for 9.6%. Observed on aggregate level, MFIs reported a profit of EUR 1.2 million at end-Q2 2012.

2.3.1. MFls interest rates
On total loans granted

Atend-Q2 2012, the weighted average lending nominal interest rate (WALNIR) on MFIs total loans amount-
ed to 19.58% and the corresponding weighted average lending effective interest rate (WALEIR) was 28.80%.
The WALNIR increased 0.37 percentage points in relation to end-2011, and the WALEIR increased 0.26 per-
centage points over the same period. At the annual level, the WALNIR on total MFIs loans declined 0.08
percentage points, while the WALEIR increased 0.24 percentage points (Graph 2.21).

1 Liabilities on loans taken and borrowings, conditional grants, subordinated debts and other liabilities
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At end-Q2 2012, the WALEIR on  Graph 2.21
total short-term loans amounted to  WALNIR and WALEIR on total MFIs loans, %

32.30%, while on long-term loans it

-

amounted to 28.31%. = WANIR = WAEIR A
35

was 18.03% and the WALEIR was 25

2703%. The WALEIR on short-term 50 | 177 187 18618919219 197 196 192 192 192193 194 9% 1%

loans and long-term loans amounted 151140

t0 28.36% and 23.67%, respectively. 0]

The WALNIR on corporate loans 2

was 1963% and the WALEIR was Dl xal i xSl vl T v

28.85%. The WALEIR on short-term 20081200p 2010 2011 2012

loans and long-term loans amounted
to 33.11% and 28.35%, respectively.

On newly granted loans

At end-Q2 2012, the weighted average lending nominal interest rate (WALNIR) on MFIs newly granted
loans amounted to 19.89% and the corresponding weighted average lending effective interest rate (WALEIR)
amounted to 29.69%. Observed by maturity, the WALEIR on newly granted short-term loans was 32.41%,
while on newly granted loans with maturity over 1 year it was 28.80% (Table 2.22).

Table 2.22
Interest rates on newly granted loans, end-Q2 2012, %

Short-term Long-term Total

WALNIR 21.14 19.58 19.93
Retail

WALEIR 32.82 28.83 29.72

WALNIR 19.00 19.00 19.00
Corporate sector

WALEIR 29.75 23.95 19.11

WALNIR 20.86 19.58 19.89
Total loans

WALEIR 32.41 28.80 29.69

Atend-Q2 2012, there was a 0.89 percentage points increase in the level of interest rates on newly granted
loans in relation to interest rates on total MFIs loans. In addition, there is an evident increase in the interest
rates on newly granted MFIs loans over the period December 2011 — June 2012, so at end-Q2 2012, the WA-
LEIR on newly granted loans was 0.31 percentage points higher in relation to end-2011 (Table 2.23).
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Table 2.23
Interest rates on newly granted MFIs loans, %

I Retail Total
Year Month sector
Total Total Up to 1 year Over 1 year Total
WALNIR: 18.89 18.49 20.53 17.93 18.51
2011 December
WALEIR": 29.69 29.36 3335 28.24 29.38
WALNIR: 18.96 20.72 21.24 20.37 20.61
January
WALEIR: 32.07 31.30 33.53 30.54 31.35
WALNIR: 18.17 20.21 20.10 19.98 20.01
February
WALEIR: 27.93 32.14 32.84 31.33 31.75
March WALNIR: 18.66 20.55 2035 2047 20.43
arc
P WALEIR: 29.98 31.36 32.29 30.84 31.28
Aoril WALNIR: 17.21 20.21 19.91 19.78 19.82
ri
P WALEIR: 27.28 3149 3246 30.18 30.94
M WALNIR: 18.79 2048 20.08 2045 20.33
a
y WALEIR: 33.05 31.30 3235 31.02 31.45
J WALNIR: 19.00 19.93 20.86 19.58 19.89
une
WALEIR: 19.11 29.72 3241 28.80 29.69

Comparison of lending interest rates of banks and MFIs

Interest rates at which banks and MFIs granted loans differed significantly. Specifically, weighted average
nominal interest rate on total loans with banks amounted to 8.89%; the corresponding effective interest rate
amounted to 9.53%, while the same rates in MFIs amounted to 19.58% and 28.80% respectively.

Banks granted short-term loans at the WALEIR of 9.84% and MFIs at the rate of 32.30%. The WALEIR on
long-term loans in banks amounted to 9.51%, while it was 28.31% in MFIs (Table 2.24 and Graph 2.22).

Table 2.24
Interest rates of banks and MFls, end-Q2 2012, %

Short-term Long-term Total
Banks MFls Banks MFls Banks MFls
Retail WALNIR 10.11 21.02 9.39 19.46 9.40 19.63
etai
WALEIR 1224 3311 10.08 28.35 10.11 28.85
WALNIR 9.03 18.74 8.54 16.24 8.60 18.03
Corporate sector
WALEIR 10.25 2836 9.06 2367 9.21 27.03
WALNIR 8.64 20.63 891 1943 8.89 19.58

Total loans
WALEIR 9.84 32.30 9.51 2831 9.53 28.80
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Graph 2.22
Interest rates of banks and MFls, %
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3.1. Money market

Three 182-day T-Bills auctions were ~ Graph 3.1
held in Q2 2012. The total value of is-  T-Bills sold and the interest rate, H1 2012
sued T-Bills was EUR 29.6 million. Of

total issued T-bills, EUR 21.1 million 4 h
or 71.2% were sold. Buyers of T-Bills T-bills sold in thousands Weighted average interest rate, %
were Montenegrin banks and the De- 45.000 70
posit Protection Fund. 40000 - 60
35000 +—m—
30000 . o0
The total amount of sold T-bills in 95,000 L 40
HI1 2012 was EUR 65.8 million. The 20,000 - m 182-day Tbillssold | 3
weighted average interest rate on T- 15.000 4 Averageinteresy rates 0
bills issued over the first two quarters | 10.000 on 182-day T-bils 1’0
0, _:. Y
g-fl)Z-O12 e A (e S'OOO' 19012012 28.02.2012. 25@)12' 12%}12 7062012
\_ J

The total Government debt arising
from T-bills sold amounted to EUR
65.8 million as at 30 June 2012.

Source: CBCG

3.2. Capital market

In H1 2012, the Montenegro Stock Exchange recorded a turnover of only EUR 10.0 million, which is a 62.9%
y-0-y decline. Turnover at the Montenegro Stock Exchange recorded the most notable decline in the region
(Box 1). It was also lower in comparison to earlier years. An average monthly turnover amounted to a mere
EUR 1.7 million, which is below the average monthly turnover recorded in 2011 (EUR 4.9 million). The de-
cline in turnover was followed by a drop in the number of transactions, therefore in relation to Q2 2011, 55.1%
less transactions were executed. Over the first six months of 2012, the entire turnover was recorded through
secondary trade.

Table 3.2
Comparison of SE turnover, %

1-V1 2012 1-V1 2012 1-V1 2012
Comparison of turnover in H1 I-V12011 1-VI2010 I-V1 2009
-62.9 -69.3 -94.2

Source: CBCG Calculations
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Graph 3.2
Turnover at the stock exchange
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Graph 3.3
Structure of SE turnover, H1 2012
e \  Turnover structure
124% 57%
In the structure of the turnover re-
corded in the first six months of
2012, company shares accounted
for the main share (81.9%), followed
= Shares by mutual investment funds’ shares
" élF S:ares (12.4%), while the turnover of various
m Bonds
819% types of bonds accounted for 5.7% of
\_ ) total recorded turnover.
Source: Montenegro Stock Exchange
Table 3.2
Total turnover and turnover structure
I-VI 2009 1-VI 2010 1-VI 2011 I-VI 2012
Turnover
structure Absolute % of total Absolute % of total Absolute % of total Absolute % of total
amount turnover amount turnover amount turnover amount turnover
Shares 158,615,402 926% 21,154,997 65.1% 23,817,096 885% 8,180,328 81.9%
Mutual
investment 2,961,659 17% 1,799,634 55% 1,721,635 64% 1,237,133 124%
funds’shares
Bonds 9,645,755 56% 9,547,994 294% 1,370,185 5.1% 571,142 5.7%
Total 171,222,816 100.0% 32,502,624 100.0% 26,908,916 100.0% 9,988,603  100.0%

Source: Montenegro Stock Exchange
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Graph 3.4
Turnover and the number of transactions of companies’ shares
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Graph 3.5
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Source: Montenegro Stock Exchange



60 N

IINEENE Chief Economist Report - Il quarter 2012

Graph 3.6
Bonds' turnover and number of transactions
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Graph 3.7

Various types of bonds’ turnover
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Stock exchange indices

Following the positive trend recorded over the first three months of 2012, throughout the entire Q2, the
Monex20 recorded monthly decline. On the other hand, the investments funds” index Monex PIF continued
recording the negative trend in H1 2012 started at the beginning of 2011, though with mild oscillations.

Compared to end-2011, the Monex20 index recorded an absolute decline of 510.04 index points or 5.5% at
end-June, while the Monex PIF declined 1,039.01 index points or 24.4%.
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Graph 3.8
Montenegro Stock Exchange indices trend
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Source: Montenegro Stock Exchange
Table 3.3
General data on indices

MONEX 20 MONEX PIF

Value as at 30 June 2012 8,814.86 3,226.28
Absolute change of index in 2012 -510.04 -1,039.01
Initial index value 1000.00  March 2003 1000.00  March 2003
Maximum value in 2012 9,807.33 23032012 4,272.97 12022012
Maximum historical value 48617.88 0705 2007 50,780.54 1708 2007
Minimum historical value 91857 14042003 959.53 02042003
Growth (decline) in 2012 -5.5% -24.4%

Source: Montenegro Stock Exchange

Block trade

In H1 2012, four block trades in the total value of EUR 4.4 million occurred, which made up 43.6% of total
turnover. The highest turnover through block transactions was made with shares of the Aluminium Plant
(91.6%).

Capitalization

Stock exchange capitalisation at the Montenegro Stock Exchange amounted to EUR 2.7 billion at end-June
2012.
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Graph 3.9
Capitalisation™
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Graph 3.10
Turnover ratio
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Conclusion

Liquidity measured by turnover ra-
tio at Montenegro Stock Exchange
amounted to 0.000523 in June 2012.

The first semester of 2012 at Montenegro's capital market was marked by a significant y-o-y decline in turno-
ver, as well as by a continuous monthly decline in investment funds’ indices.

" The Securities and Exchange Commission provided the information on capitalisation until December 2010, and capitalisa-
tion represented a monthly average of capitalisation on both Montenegrin stock exchanges (Montenegro Stock Exchange and
Nex Montenegro Stock Exchange), while as of January 2011 Montenegro Stock Exchange provides the data on Stock Exchange
capitalisation.



The current situation and stock exchange indicators clearly indicate that investors do not have too much confi-
dence in Montenegro’s capital market. Recovery of Montenegro's capital market could be induced by a higher
cash inflow from the real estate market, as well as by investments by large international funds and individual
portfolio investors which, viewed over a short-term, does not seem realistic at this point.

As of the second half of June 2012, three brokerage firms at Montenegro Stock Exchange have been using
Broker Office software, the use of which has implemented on-line trade at the capital market in Montenegro.
With the use of this programme, all interested participants in the capital market can execute their orders for
trading in securities via the internet and by virtue of three members of the Stock Exchange: CG Broker Diler,
Market Broker Diler and VIP Broker Diler. In addition, end users are given the opportunity to access balances
of their own portfolios, as well as to all the information from the market, in the form of total market depth
overview - supply and demand.

Box 3.1 - Regional stock exchanges, selected operating indicators

Turnover at all exchanges in the region, except Sarajevo Stock Exchange, recorded the y-o-y decline in
H1 2012 (Table 1). The most significant turnover decline occurred at the Montenegro Stock Exchange
(62.8%) and the Macedonian Stock Exchange (60.1%)

Table 1
Changes in turnover and recorded transactions at regional stock exchanges

Stock exchange Turnover No. of transactions

I-VI2012/1-V1 2011 I-VI 2012/ 1-V1 2011
Belgrade Stock Exchange -493 -733
Zagreb Stock Exchange -40.5 -17.9
Sarajevo Stock Exchange 142.7 -37.9
Macedonian Stock Exchange -60.1 -314
Ljubljana Stock Exchange -36.4 -46.3
Montenegro Stock Exchange -62.8 -54.7

Source: Reports of regional stock exchanges

Over the same period, indices of all regional stock exchanges declined in relation to end-2011, as well
as in relation to the same period of 2011 (Table 2).

Table 2

Changes in selected regional stock exchange indices

% of change
Stock exchange Index
June 2012 / December 2011 June 2012/June 2011
Belgrade Stock Exchange BELEX15 -12.6 -234
Zagreb Stock Exchange CROBEX -2.7 -24.1
Sarajevo Stock Exchange SASX-10 -154 -353
Macedonian Stock Exchange MBI10 59 -284
Ljubljana Stock Exchange SBITOP -11.8 -29.9
Montenegro Stock Exchange MONEX20 -5.5 -24.7

Source: Reports of regional stock exchanges
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The year-on-year analysis shows that SE capitalisation declined at all regional exchanges.

Table 3

Comparison of market capitalisation of the regional stock exchanges

Stock exchange JUNE 2012 JUNE 2012
DECEMBER 2011 JUNE 2011
Belgrade Stock Exchange -11.0 -19.1
Zagreb Stock Exchange -29 -12.9
Sarajevo Stock Exchange -7.9 -47.1
Macedonian Stock Exchange -83 -144
Ljubljana Stock Exchange -9.2 -183
Montenegro Stock Exchange 0.1 -9.1

Source: Reports of regional stock exchanges
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Fiscal data were not available at the moment of compiling the report.






PUBLIC
DEBT







In H1 2012, according to the Ministry of Finance
data, Montenegro’s public debt amounted to EUR
1,620.4 million or 47.6% of the estimated GDP for
2012. It showed an increase of EUR 136.9 million
relative to 2011 year-end.

Table 5.1
Structure of public debt, in million EUR

16204
Total public debt
47.6% of GDP
4149
Domestic debt
12.2% of GDP
1,205.5
External debt
35.4% of GDP

Source: Ministry of Finance

Government guarantees were EUR 372.3 mil-
lion or 10.9% of GDP, i.e. 23.0% of the public debt.
With the inclusion of guarantees, the Montene-
grin public debt would amount to 58.5% of GDP,
which strongly suggests that the public debt s
uptrend must be stopped.

In 2011, the public debt amounted to 143.5% of
total recorded budget revenues'™

The currency structure of the public debt is fa-
vourable. The entire domestic debt is in euros, as
is the major portion of the external debt (around
89.8%), whereas a part of the obligations toward
the Paris Club, as well as the obligations for the
IDA credits and the debt to EUROFIMA are in
other currencies.

** Excluding revenues from privatisation, loans and donations
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The interest rate structure on total debt was also favourable. Of total amount of external debt, some 59.7%
were at the fixed interest rate, while the remaining 40.3% were at a variable interest rate. Compared to QI
2012, interest structure of external debt significantly changed, and the share of loans at the fixed interest rate
declined in relation to end-March when it amounted to 72.5%.

As at 30 June 2012, deposits of the Ministry of Finance amounted to EUR 53.9 million, including 38477
ounces of gold.

5.1. Domestic debt

Domestic debt declined in HI 2012, being EUR 4.9 million (1.2%) lower than in relation to end-2011. A de-
cline in domestic debt was a result of a decrease in the loans with non-financial institutions of EUR 11.0 mil-
lion, and the liabilities for frozen foreign currency deposits payout in the amount of EUR 2.4 million. On the
other hand, growth of domestic debt was a result of an increase in the debt for commercial loans of EUR 36.8
million, liabilities for indemnification by EUR 2.5 million, a debt for T-bills of EUR 1.2 million, and a debt of
local self-governments of EUR 1.0 million.

In the public debt structure, the highest share was of debt for frozen foreign currency deposits, 20.9%, fol-
lowed by local self-governments’ debt of 20.4%, indemnification, 19.2%, and T-bills of 15.9% (Table 5.2, Graph
5.3).

Table 5.2
Domestic public debt structure as at 30 June 2012

Creditor Share in estimated  Share in domestic Share in
Debt status GDP debt public debt
EUR million
%
Frozen foreign currency deposits 86.6 2.5 209 53
Local self-government debt 84.8 2.5 204 52
Liabilities for indemnification 79.8 23 19.2 49
Loans with commercial banks 58.2 1.7 14.0 36
.Loa.ns VYIth non-financial 379 . 91 73
institutions
Accrued pensions* 1.8 0.1 04 0.1
T-bills 65.8 19 15.9 4.1
TOTAL 414.9 12.2% 100.0% 25.6%

*0n 15 September 2008, bonds acquired pursuant to the Law on Indemnification of Pension and Disability Insurance
Beneficiaries were issued in the amount of EUR 105.0 million.

Source: Ministry of Finance
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Graph 5.3
Structure of domestic debt, in EUR million
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5.2. External debt

The external debtin H1 2012 amounted to EUR 1,205.5 million or 35.4% of GDP. It increased EUR 141.8 mil-
lion or 13.3% relative to end-2011, while relative to Q1 2012, it rose EUR 97.2 million.

The growth of external debt in H1 2012 relative to end-2011 is a result of:

« Loan from Credit Suisse amounting to EUR 150.0 million,

« Loan from the IBRD amounting to EUR 65.4 million, of which EUR 59.1 million was for signing
new credit arrangement with the World Bank (First Financial Sector Development Policy Loan
IBRD-DPLI)

« Withdrawn funds from the EIB for the project “Waste Water C” amounting to EUR 5.0 million,

« And other loans with the EBRD, IDA, KfW, Government of Spain and Exim bank in the total amount
of EUR 2.5 million.

On the other hand, according to the Ministry of Finance data, the external debt decreased as the result of
regular repayment of principal and interest amounting to some EUR 57.2 million.



Table 5.3
Structure of external debt, as at 30 June 2012

Creditor R External debt Share in She.ure in
o e GDP external debt  public debt
%
g;?,ggg;l?:ﬁ?;;g?r Reconstruction and 2337 6.9 194 144
International Financial Corporation (IFC) 34 0.1 03 0.2
Member countries of the Paris Club 108.2 32 9.0 6.7
International Development Association (IDA) 66.5 20 55 4.1
European Investment Bank (EIB)’ 794 23 6.6 49
EBRD 223 0.7 18 14
Council of Europe Development Bank 9.1 03 0.8 0.6
European Union 55 0.2 05 03
:(Krﬁ\(/i\;';?nstalt fur Wiederaufbau — Germany 107 03 09 07
Hungarian loan 124 04 1.0 0.8
Polish loan 10.1 03 0.8 06
Societe Generale - Education IT 0.2 00 0.0 0.0
French loan- Natixis® 8.5 0.2 0.7 0.5
EUROFIMA - Railways of Montenegro debt 25 0.7 2.1 1.5
Czech EXIM - Railways of Montenegro debt 274 0.8 23 1.7
Steiermarkische Bank und Sparkassen AG* 19.8 0.6 1.6 1.2
Erste Bank 15.0 04 12 0.9
Credit Suisse Bank 150.0 44 124 93
t}‘c;a;ﬁﬁom Spain for the construction of 50 01 04 03
Exim Bank Hungary 32 0.1 03 0.2
Loan from Austria 10.1 03 0.8 0.6
EUROBOND 380 11.2 315 235
TOTAL 1,205.5 354 100.0 744

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

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

* Merchandise loan - EPCG

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

Source: Ministry of Finance

The external debt does not cover outstanding debt liabilities to Libya, Kuwait, Czech Republic, Slovakia and
UBS Bank on the basis of bonds issued within the London club (API bonds). The debt to the governments of
these four countries was assigned to Montenegro based on the distribution of non-allocated debt and it was
resolved based on the Agreement on Succession Issues16. As for the API bonds, the Government of Mon-

o Allocation of non-allocated debt (5.88% out of 38% for Serbia and Montenegro) Pursuant to the Agreement on Succession [s-
sues from Vienna from 29 June 2001, it is resolved with harmonized views within the Committee for the Division of Financial
Assets and Liabilities of the former SFRY.



tenegro and representatives of UBS ~ Graph 5.4
Bank signed an agreement on 29 Au-  External debt, 2007 - Q2 2012, million EUR
gust 2011 which defines the amount

-

of debt and repayment methods, thus 1400.00
resolving one of the remaining debt 1200,004
issues. 1000.00-
The previous analysis of the exter- .
nal debt involved the amounts of as- 500004
sets withdrawn per individual credit 400,001
lines. It should be noted that there are 200.00 1
granted credit line funds which have -]
not been withdrawn yet. The total %%%%%%%%%%%%%%%%%%%%%%
amount of available, non-withdrawn ===FF == R =SS5 =SSR =27
assets amounts to EUR 145.8 million q 2007 2008 2009 2010 - o
(Table 5.4).
Table 5.4
External debt and the amount of non-withdrawn assets, million EUR
Creditor Debt status Non-withdrawn assets
International Bank for Reconstruction and Development (IBRD) 2337 353
International Financial Corporation (IFC) 34 0.0
Member countries of the Paris Club 108.2 0.0
International Development Association (IDA) 66.5 3.0
European Investment Bank (EIB) 794 405
European Bank for Reconstruction and Development (EBRD) 223 9.8
Council of Europe Development Bank 9.1 0.0
European Union 55 0.0
Kreditanstalt fir Wiederaufbau — Germany (KFW) 10.7 57.2
Hungarian loan 124 0.0
Polish loan 10.1 0.0
Societe Generale - Education IT 0.2 0.0
French loan - Natixis 8.5 0.0
EUROFIMA - Railways of Montenegro debt 249 0.0
Czech EXIM - Railways of Montenegro debt 274 00
Steiermarkische Bank und Sparkassen AG 19.8 0.0
Erste Bank 15.0 0.0
Credit Suisse Bank 150.0 0.0
Exim Bank Hungary 3.1 0.0
Loan from Spain for the construction of landfill 50 0.0
Loan from Austria 10.1 00
EUROBOND 380.0 0.0
TOTAL 1,205.5 145.8

Source: Ministry of Finance
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Graph 5.5

Public debt of Montenegro, with and without guarantees, as % of
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Graph 5.6
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5.3. Issued guarantees

Total guarantees of Montenegro
amounted to EUR 372.3 million
or 10.9% of the estimated GDP, i.e.
23.0% of public debt as at 30 June
2012.

Foreign guarantees of Montenegro
amounted to EUR 340.5 million
or 10.0% of GDP, i.e. 21.0% of the
public debt at end-June 2012. If for-
eign guarantees were to be included
into the amount of external debt,
the external debt of Montenegro
would amount to 45.4% of GDP. This
amount is still acceptable; however,
its upward trend in the past few years
is the reason for concern. It should
be noted that the aforesaid amount
of foreign guarantees refers to non-
withdrawn credit assets. Considering
the total underwritten amount, for-
eign guarantees reached the amount
of EUR 4974 million.

The amount of foreign guarantees de-
clined relative to Q1 2012, since guar-
antees for loan contract concluded
between Aluminium Plant (KAP)
and the Deutche Bank, amounting to
EUR 22.0 million, were activated in
Q2 2012. The Government of Monte-
negro paid the amount of EUR 234
million, of which EUR 22.0 million
referred to the principal and EUR 14
million referred to accrued interest
and other liabilities.

At end-April 2012, total domestic
guarantees amounted to EUR 31.8
million. Domestic debt with the guar-
antees amounted to 13.1% of GDP.



As the CBCG repeatedly stressed out
in its reports (even before certain
guarantees were called), prudence
and caution are necessary in the up-
coming period with regard to issuing
guarantees because they represent a

potential public debt.

5.4. Debt repayment

In the first six months of 2012, debt
repayment amounted to EUR 134.2
million or 3.9% of estimated GDP
for 2012. Debt repayment (princi-
pal) was financed through foreign
and domestic borrowings, donations,
privatisation revenues and the use of
Government deposits.

5.5. Projection and
sustainability of public
debt

In line with the projected GDP trends
in the following period, a mild growth
of overall public debt is expected, pri-
marily due to a growing external
debt. In addition, the necessity of
further borrowing is expected in the
years of maturity of Eurobonds, be-
cause regular revenues will not cover
their total amount.

PublicDebt HEEEII

Graph 5.7
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Graph 5.8
Debt repayment in Q2 2012
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Table 5.5
Projected amount and structure of public debt of Montenegro, 2012-2015

2012. 2013. 2014. 2015.
GDP in EUR million 3,405 3,542 3,758 4,006
External debt in EUR million 1,306.5 1,441.0 1,533.1 1,578.1
External debt (% of GDP) 384 40.7 40.8 394
Domestic debt in EUR million 399.0 3531 3206 2855
Domestic debt (% of GDP) 11.7 10.0 8.5 7.1
Public debt in EUR million 1,705.50 1,794.1 1,853.7 1,8763.6
Public debt (% of GDP) 50.1 50.7 493 46.5

Source: Ministry of Finance
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Increasing foreign trade imbalance recorded in H1 2012 resulted in an 8.7% y-o-y growth of current account
deficit. The observed period was marked by a declining trend in visible exports along with an increase in
imports, which resulted in growth of the foreign trade deficit. Surpluses in the services and current transfers’
accounts continued trending up, whereas an increase in the outflow arising from interests and dividends in-
duced a surplus decline in the factor incomes account. Even though monthly increase in FDI inflow as well as
in investments in real estate is evident since the beginning of the year, FDI declining trend still continues. In
the observed period banks and corporate sector borrowed less, while the state sector’s debt increased.

Deterioration of the current account balance was a result of a decrease in visible export and an increase in
visible import, leading to the foreign trade deficit in the amount of EUR 650.8 million'” or 8.7% more than in
the same period of 2011. Low competitiveness of domestic producers, a high import of electricity, oil and oil
products remains a problem which, against the backdrop of the declining exports, affects a further deepening
of the foreign trade imbalance. The coverage of the foreign trade deficit with surpluses recorded in other cur-
rent account sub-accounts amounted to 26.4%, maintaining the 2011 levels.

The volume of invisible trade in H1 2012 amounted to EUR 430.7 million recording the y-o-y increase of
20.9%. The increase in the volume of visible trade was affected mostly by the developments in travel-tourism
and transport sub-accounts. The fact that arrivals and overnights of foreign tourists trended up in H1 2012 is
encouraging, and it can be expected that Montenegro shall also record significant revenues from tourism in
2012. In the reporting period, the services account surplus amounted to EUR 94.3 million, recording a 21.6%
y-0-y increase.

The factor income account recorded a surplus of EUR 14.6 million, while the surplus at the current transfers
account amounted to EUR 62.9 million or 15.8% more than in H1 2011.

The first six months of 2012 were marked by a lower inflow of capital to the country both due to external and
internal factors. Net FDI inflow in H1 2012 amounted to EUR 144.9 million or 21.1% less than in H1 2011.
The downward trend of FDI characteristic for the last two years points to the need for taking certain measures
aimed at the improvement of the investment climate and changing the investment policy, i.e. policy for attrac-
tion of foreign investments.

7 Monstat data with adjustments that the CBCG performs for the purpose of compiling the balance of payments in line with the
IMF methodology (Balance of Payments Manual, Fifth edition, IMF, 1993)



In HI 2012, the portfolio investments account recorded a net outflow in the amount of EUR 851 thousand,
while the other investments account recorded a net inflow of EUR 109.6 million as a result of the increased
public sector’s borrowing,

Table 6.1
Balance of Payments of Montenegro, EUR thousand

January - June 2011 January - June 2012
A. CURRENT ACCOUNT -440,715 -478,994
GOODS -598,627 -650,780
1. Export f.o.b. 225,636 193,679
2. Import f.o.b. 824,263 844,459
SERVICES 77,529 94,285
1. Revenues 216,874 262,495
2. Expenditures 139,344 168,210
INCOME 26,078 14,627
1. Revenues 93,582 96,860
2. Expenditures 67,503 82,233
CURRENT TRANSFERS 54,304 62,875
1. Transfers to Montenegro 73,212 83,193
2. Transfers from Montenegro 18,908 20,318
B. CAPITAL AND FINANCIAL ACCOUNTS 297,807 269,966
1. CAPITAL ACCOUNT -259 -50
2. FINANCIAL ACCOUNT 298,066 270,016
1. Direct investments-net 183,586 144,924
1.1. Abroad -1,445 -31,288
1.2.To Montenegro 185,030 176,211
2. Portfolio investments-net 175,602 -851
2.1. Assets -7,146 2,495
2.2. Liabilities 182,748 -3,345
3. Other investments-net -66,193 109,568
3.1. Assets -71,295 9,366
3.2. Liabilities 5,102 100,202
4. Change of CBCG reserves 5,071 16,374
C. NET ERRORS AND OMISSIONS (-A-B) 142,908 209,028

Source: CBCG

6.1. Current account

The current account trends in H1 2012 were influenced mostly by developments in the goods account which
recorded a growth of foreign trade deficit. The declining trend in exports and an increase in visible imports
negatively affected the balance of visible trade.



Table 6.2

Balance of payment current account, in thousand EUR

External Sector INIEEI

January  January  January January January  January Change in %

-June -June - June -June -June -June 2012/2011

2007 2008 2009 2010 2011 2012
A. CURRENT ACCOUNT (1+2+3+4) -558,465 -909,188 -544,518 -504,082 -440,715 -478,994 8.7
1. GOODS -651,981 -983,171 -616,239  -585,286  -598,627  -650,780 8.7
1.1. Export f.o.b. 239,133 236,634 134,413 155,181 225,636 193,679 -14.2
1.2. Import f.o.b. 891,114 1,219,805 750,651 740,468 824,263 844,459 25
2. SERVICES 50,752 6,029 24,386 26,924 77,529 94,285 216
2.1.Revenues 168,005 196,078 180,674 188806 216874 262,495 210
2.2. Expenditures 117,253 190,049 156,288 161,882 139,344 168,210 20.7
3.INCOME 16,740 35,585 9,361 2,035 26,078 14,627 -43.9
3.1. Revenues 47,738 78,110 81,902 78,384 93,582 96,860 35
3.2. Expenditures 30,997 42,526 72,541 76,349 67,503 82,233 218
4. CURRENT TRANSFERS 26,023 32,369 37,973 52,246 54,304 62,875 15.8
4.1.Transfers to Montenegro 48,012 51,394 54,584 66,598 73,212 83,193 136
4.2. Transfers from Montenegro 21,989 19,025 16,611 14,352 18,908 20,318 75
Source: CBCG
Graph 6.1

The other current account sub-accounts recorded
surpluses, but they were not sufficient to com-
pensate for the deficit in the goods account. The
services account, influenced mainly by the tour-
ism and travel trends, recorded a surplus in the
amount of EUR 94.3 million, which is a 21.6%
increase. Goods and services balance (compo-
nents of GDP) was negative amounting to EUR
556.5 million and being 6.8% higher, y-o-y. The
income and current transfer’s accounts recorded
a surplus in the amount of EUR 77.5 million as
a result of an increase in the inflow arising from
foreign remittances.

6.1.1. Visible trade'

Current account structure, EUR thousand
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In H1 2012, the foreign trade deficit increased at the annual level, as a result of the double-digit decline re-
corded in visible exports, while visible import recorded increase. As per preliminary Monstat data, export
declined at a rate of 14.6% in the reporting period. Such export trend was affected mainly by a decline in the
export of aluminium and aluminium products and energy generating products.

'8 Methodological remarks: Data on the foreign trade and balance of payments of Montenegro are shown according to the special

trading system. The CBCG performs adjustments of data furnished by Monstat for the purposes of compiling the balance of
payments in line with the IMF methodology (Balance of Payments Manual, Fifth edition, IMF, 1993). Import and export data

are shown in line with fob.



Graph 6.2

Trends in the goods account in the period 2008 - June 2012, in
thousand EUR
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Alow share of exports in total visible trade (17.4%)
and a considerable share of imports (82.6%) prove
that domestic production and spending are high-
ly dependent on import. Bearing in mind that the
basis of Montenegro's export consists of raw and
reproduction materials, as well as its extremely
low diversification, it is necessary to conduct the
reform and restructuring of domestic economy as
soon as possible. The key assumption for the im-
provement of Montenegros export in the follow-
ing period is to invest in the modernisation of the
technological process, which is difficult to achieve
without the share of foreign capital. Consequent-
ly, it is necessary to make a precise concept strate-
gy for the stimulation of export by identifying key
export sectors and promoting and attracting FDI
into those sectors. The coverage of imports by ex-
ports in H1 2012 was 21%, which is 4 percentage
points lower compared to H1 2011 and is a sign of
avery low coverage.

As per preliminary Monstat data, the value of vis-
ible export in H1 2012 amounted to EUR 182.3
million" or EUR 31 million less than in H1 2011.
A decline in visible export was mainly a result
of a decline in the export of aluminium and alu-
minium products and electricity. Simultaneously,
export of food, machines and transport vehicles
increased.

¥ Monstat data without the scope adjustment performed in the balance of payment in line with the IMF methodology (see Table

6.1)



As per the SITC? classification, products classi-
fied by materials accounted for the main share of
50.6% in the export structure, followed by raw
materials except fuels with the share of 14.2%.

External Sector INIEEI

Graph 6.4

Products with the greatest impact on the decline of visible export

in the period January - June 2012, thousand EUR

~

In H1 2012 export of aluminium, iron and steel 120,000
accounted for the main share of the products 100000 WVI200 Vi 20T
classified by materials sector’s export. Export of
raw aluminium in the first six months of 2012 800001
amounted to EUR 75.5 million which is a y-o-y 60.0001
decrease of 22.6%. Therefore, after the recovery 40.000-
recorded in 2010 and 2011, in H1 2012, the export
of aluminium recorded double-digit decline rates, 200001
?S aresult of the Governmen‘F’s. and the Alumin- Mineral fuels, "Manufactured goodsI Crude materials, ~ Commodities and
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moment when the cost price exceeded the selling -
price. The export of iron and steel amounted to  source: Monstat
EUR 12.3 million, which is considerably more
than in 2011 (EUR 4.5 million).
Table 6.3
Visible export structure in the period January - June 2011/2012, in thousand EUR
Sector Sector I-VI2011 |-VI2012 Change Share

0 Food and live animals 8,706.6 9,350.9 7.4% 5.1%

1 Beverages and tobacco 8,1474 7,979.8 -2.1% 44%

2 Raw materials, except fuels 30,057.0 25,9093 -13.8% 14.2%

3 Mineral fuels and lubricants 36,8045 21,4297 -41.8% 11.8%

4 Animal and vegetable oils and fats 2335 1,226.9 425.5% 0.7%

5 Chemical products 6,252.1 6,043.3 -3.3% 33%

6 Products classified by materials 105861.7 92,2816 -12.8% 50.6%

7 Machines and transport vehicles 11,021.7 12,0909 9.7% 6.6%

8 Various final products 3,5829 3,865.0 7.9% 2.1%

9 Products and transactions, otherwise not mentioned 2,800.0 2,156.3 -23.0% 1.2%

TOTAL: 213,467.3 182,333.6 -14.6% 100.0%

Source: Monstat

The export of the raw materials except fuels sector’s products takes the second place with EUR 25.9 mil-
lion. The export of mineral ores and waste metals and of cork and wood accounted for the main share of this
sector’s export with EUR 16.2 million and EUR 5.5 million, respectively. The export of mineral fuels and
lubricants sector amounted to EUR 21.4 million or 41.8% less compared to the same period of 2011. Within
this category, electricity accounted for the main share of export with EUR 16.8 million or 46% less than in
H1 2011, followed by the export of oil and oil products with EUR 3.7 million or 20.2% less than in H1 2011.

% Standard International Trade Classification.



In H1 2012, visible import amounted to EUR 864.9 million, which is a 2.6% y-o-y increase, mainly as a result
of increase in the prices of food products and energy generating products. As per the SITC classification, the
main share in the import structure was of mineral fuels and lubricants sector 19.7%, food and live animals
(18.5%) and machines and transport vehicles (18.1%).

The import of products from mineral fuels and lubricants category amounted to EUR 170.2 million, record-
ing a 22.6% y-o0-y increase as a result of increased import of energy generating products and the growth of
their price in the global market. The import of oil and oil and oil products in the amount of EUR 100.8 million
accounted for the main share in the import of this category, recording an 11.2% y-o-y increase. The import of
electricity amounted to EUR 62.7 million or 48.7% more than in the same period of 2011.

In the first six months of 2012, the import of products from the food and live animals sector amounted to
EUR 160.3 million, maintaining the level recorded in 2011. Compared to 2011, the import of meat and pro-
cessed meat recorded a 15.6% increase (EUR 37.3 million), while the import of cereals and cereal products
declined 9.4% (EUR 24.9 million).

A 2.2% year-on-year increase was recorded in the import of machines and transport vehicles. The import of
road vehicles in the amount of EUR 52.2 million accounted for the main share of imports within this sector,
recording a 10.4% increase in relation to 2011. In addition, a 4.7% (EUR 31 million) increase was recorded in
the import of electric machinery and equipment.

Table 6.4
Visible import structure in the period January - June 2011/2012, in thousand EUR

Sector Sector I-VI2011 1-VI2012 Change Share
0 Food and live animals 159,868.5 160,328.9 0.3% 18.5%
1 Beverages and tobacco 26,3546 26,0775 -1.1% 3.0%
2 Raw materials, except fuels 40,8344 34,4504 -15.6% 4.0%
3 Mineral fuels and lubricants 138,794.8 170,172.5 22.6% 19.7%
4 Animal and vegetable oils and fats 6,684.4 6,328.8 2.2% 0.8%
5 Chemical products 82,686.5 80,5256 -2.6% 9.3%
6 Products classified by materials 124,4309 122,8340 -1.3% 14.2%
7 Machines and transport vehicles 153,594.9 156,979.9 2.2% 18.1%
8 Various final products 109,361.6  106,56.6 -2.7% 12.3%
9 Products and transactions, otherwise not mentioned 7173 396.0 -44.8% 0.0%
TOTAL: 843,328.1 864,950.2 2.6% 100.0%

Source: Monstat

The import of product classified by materials sector was also significant, in the amount of EUR 122.8 million
or 1.3% less than in 2011. The main share in the import of this sector refers to the import of non-metal miner-
als (lime, cement, construction materials, etc.), in the amount of EUR 33.3 million or 7.5% less than in 2011.

Total visible trade of Montenegro with certain groups of countries is trending up, while the visible trade with
EU countries is declining. Visible trade with the EU countries in H1 2012 shows that exports declined 54.5%,
while imports increased 1% in relation to H1 2011, which caused an increase in the visible trade with EU defi-



cit of 36.4% (EUR 279.3 million). Montenegro re-
corded the biggest volume of trade with countries
with which it signed free trade agreements (CEF-
TA). Increase in visible trade with the CEFTA
countries of 11.8% was recorded in the observed
period. Trade with the EFTA group and other
countries increased 11.1% and 3.2%, respectively.

As per the export structure by groups of coun-
tries, the biggest share of Montenegro's export in
H1 2012 referred to the CEFTA countries, namely
59.8% of total export (EUR 109 million). Exports
to the EU countries amounted to EUR 59.3 mil-
lion (32.5%). Most goods were exported to Croa-
tia (EUR 47.2 million), Serbia (EUR 36.8 million),
Bosnia and Herzegovina (EUR 12.7 million) and
Hungary (EUR 12.6 million).

Table 6.5

Graph 6.5
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Montenegro’s export structure in the period January — June 2012,

by countries
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Structure of visible export and import in the period January-June 2011-2012, thousand EUR

Export Import Balance
I-VI 2011 I-VI 2012 -V 2011 1-V1 2012 I-VI 2011 I-VI 2012
EU (27) 130,302 59,338 335,102 338,618 -204,800 -279,280
Greece 33,760 3,282 68,118 73,013 -34,358 -69,731
Germany 2,353 10,814 52,227 55,254 -49,873 44,440
Italy 20,629 5914 52,810 56,126 -32,181 -50,212
Slovenia 12,450 11,782 36,837 35,279 -24,388 -23,497
Hungary 44,572 12,652 8,407 7,924 36,164 4,729
Austria 3,534 1,744 19,611 17,355 -16,076 -15,612
Romania 30 2,148 16,543 14,954 -16,513 -12,806
CEFTA 70,937 109,051 369,635 383,537 -298,698 -274,486
Albania 6,598 2,646 6,438 6,850 160 -4,204
E':igézgma 9,014 12,668 64,793 59,790 -55,779 47,122
Croatia 4,369 47,167 41,492 53,425 -37,123 -6,258
Moldova 0 0 75 60 -75 -60
Serbia 42,677 36,795 243,833 249,247 -201,156 -212,453
Macedonia 419 958 12,101 12,361 -11,682 -11,403
Kosovo 7,860 8,818 903 1,804 6,958 7,013
EFTA 4,378 1,491 9,011 13,378 -4,634 -11,887
Other 7,850 12,454 129,579 129,417 -121,729 -116,963
Brazil 1 0 10,772 8,183 -10,771 -8,183
China 68 1,898 49,859 51,139 -49,791 -49,241
Japan 508 697 9,033 7,605 -8,525 -6,909
Russia 949 3,259 2,318 8273 -1,369 -5,015
USA 229 360 6,764 6,708 -6,535 -6,348
TOTAL: 213,467 182,334 843,328 864,950 -629,861 -682,617

Source: Monstat



Observed by groups of countries, the highest import was recorded from CEFTA countries, namely in the
amount of EUR 383.5 million (44.3%). Goods imported from the EU countries amounted to EUR 338.6 mil-
lion or 39.1% of total imports. Observed by the country, most goods were imported from Serbia (EUR 249.2
million), Greece (EUR 73 million) and Bosnia and Herzegovina (EUR 59.8 million). Montenegro recorded the
highest deficit in the visible trade with Serbia, Greece and Italy, and the highest surplus in trade with Kosovo
and Hungary.

Box 6.1 — Global visible trade trends in Q1 2012

According to the World Trade Organisation data, the volume of visible trade in the world in Q1 2012
increased 5% in relation to Q1 2011. The uptrend started in 2010 continued after a plunge in 2009. The
highest growth rates were recorded in: South and Central America 11%, North America 8%, USA 9%,
Brazil 8% and Canada 6%. Europe recorded a growth rate of 1%. Visible trade among EU countries
was negative (-2%), while in the visible trade of the EU countries with the rest of the world export and
import increased 6% and 2%, respectively. The Commonwealth of Independent States (CIS) recorded
unexpected double-digit growth rates of exports (19%) and imports (12%), while the Russian Federa-
tion recorded an 18% increase in exports and 13% increase in imports.

As per preliminary data, coun-

Graph 1 tries in the region recorded
Global visible trade trends in the period 2005 — Q1 2012, decline in exports in Q1 2012.
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Source: World Trade Organisation same as in 2011.

6.1.2. Services

Total volume of invisible trade in H1 2012 amounted to EUR 430.7 million which is a y-o-y increase of 20.9%
and the highest increase recorded since 2009. In the international invisible trade in the observed period Mon-
tenegro recorded a surplus in the amount of EUR 94.3 million, which is a 20.9% increase in relation to 2011.
Increased revenues from tourism, transport and other business services contributed to the positive balance



in this account. Services revenues amounted to
EUR 262.5 million. The highest revenues were
recorded from travel (EUR 1054 million), trans-
port (EUR 74.7 million), other business services
(EUR 41.3 million), and construction services
(EUR 16.5 million).

In H1 2012, expenditures from services amount-
ed to EUR 168.2 million, which is a y-o-y increase
of 20.7%. As for the expenditure structure, trans-
port expenditures accounted for the main share
of EUR 55.8 million, while their share in total
expenditures amounted to 33.2%. Expenditures
arising from other business services amounted to
EUR 49.3 million, with the highest expenditures
recorded for various business, professional and
technical services (EUR 27 million). In the above
mentioned category, the highest expenditures
were for domestic products and services promo-
tion at international fairs, the purchase of adver-
tising material, other technical services, market
research and other types of media placement in
the amount of EUR 13.2 million, followed by pay-
ments for legal, accounting and consulting servic-
es in the amount of EUR 12.3 million.

In H1 2012, the transport services account re-
corded a surplus in the amount of EUR 18.9 mil-
lion, as a result of an increase in transport rev-
enues of 17.5% in relation to H1 2011 (EUR 74.7
million). Maritime and air transport accounted
for the main share of total transport revenues
with 36% and 27.4%, respectively.

Maritime transport recorded a significant in-
crease in revenues of 21.1% (EUR 26.9 million)
as a result of the increased turnover in ports. Air
transport revenues amounted to EUR 20.4 mil-
lion or 2.5% less than in 2011. Road transport
recorded revenues in the amount of EUR 8 mil-
lion which is a 10.6% increase in relation to H1
2011. Significant investments in the repair of
road infrastructure, safety and quality of trans-
port (reconstruction and construction of customs
transits) recorded in previous years contributed

External Sector INIEEI
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Graph 6.9 to an increase in the transport revenues. Railway
Transport expenditures in the period January-June 2011 and 2012, transport revenues amounted to EUR 8.2 million,
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In H1 2012, the estimated travel-tourism revenues amounted to EUR 105.4 million, recording a 7.9% y-o-y
increase as a result of an increase in the number of arrivals and overnights of foreign tourists. Foreign tourist
overnights structure shows the highest share of tourists from Russia 27.4%, Serbia 22%, Bosnia and Herzego-
vina 9%, and France 4.4%. A surplus recorded in travel area amounted to EUR 94.1 million, which is a 7.7%
y-0-y increase. However, the true results of the 2012 tourist season cannot be fully seen before the end of Q3
owing to the pronounced seasonal character of tourism, where the third quarter has the biggest influence on
total revenues.

In H1 2012, the communication services account recorded a surplus in the amount of EUR 4.7 million or
approximately the same as in 2011. Revenues from other business services amounted to EUR 41.3 million,
which is 74% more than in 2011, with the main portion of revenues recorded from intermediation services
(trade and other services) in the amount of EUR 25.2 million, followed by the provision of various business,
professional and technical services (legal and accounting services, consulting, engineer services etc.) in the
amount of EUR 14.3 million. Expenditures arising from other business services amounted to EUR 49.3 mil-
lion, resulting in a deficit in this account of EUR 8 million or 22% less than in HI 2011.

Total revenues from construction services amounted to EUR 16.5 million, while the corresponding expendi-
tures amounted to EUR 12 million, which is 34.3% more than in 2011. In the observed period, this services
sub-account recorded a surplus in the amount of EUR 4.5 million, which is a 36% y-o-y increase. Introduc-
tion of investments in the energy sector, as well as the reconstruction and building of new hotel-tourist ca-
pacities were a great contribution leading to the surplus recorded in this account. In the observed period, a
deficit in the amount of EUR 1.3 million was recorded in the area of insurance services.

6.1.3. Income

In H1 2012, the income account recorded a surplus of EUR 14.6 million, which is a 44% y-o-y decline. Such
a trend is a result of an increase in expenditures arising from interest repayments and payments of div-
idends. In the observed period, revenues arising from factor incomes were 3.5% higher than in 2011 and
they amounted to EUR 96.9 million. Similarly to 2011, the highest revenues were recorded from employees’



compensations in the amount of EUR 88 million.
Revenues arising from international investments
income amounted to EUR 8.9 million.

The outflow arising from factor income increased
21.8% in relation to 2011. Total outflow arising
from factor income amounted to EUR 82.2 mil-
lion, of which the main share referred to interest
repayments, EUR 57.9 million or 7.4% more than
in 2011, mostly as a result of interest repayments
arising from Eurobonds issued in 2011. The
outflow arising from the payment of dividends
amounted to EUR 18.7 million or nearly twice the
amount recorded in 2011 (EUR 9 million).

6.1.4. Current transfers

External Sector INIEEI

Graph 6.10
Factor income revenues structure in the period January- June 2012
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Current transfers to Montenegro inflow growth trend continued into 2012, resulting in this account’s surplus
of EUR 62.9 million or 15.8% higher than in 2011. Similar to 2011, the highest inflow was recorded from re-
mittances and gifts and assistance in favour of natural persons.

In the observed period, the inflow of current
transfers amounted to EUR 83.2 million or 13.6%
more than in 2011. In the inflow structure, EUR
74.6 million referred to other sectors, while EUR
8.6 million referred to the government sector. Of
total inflow of other sectors transfers, EUR 33.6
million was from remittances, while the inflow
from other transfers (inheritance, alimony, gifts
and assistance) amounted to EUR 41 million.

In H1 2012, transfers from Montenegro amount-
ed to EUR 20.3 million or 75% more than in
2011. In the outflow structure, the government
sector accounted for EUR 2.9 million, with EUR
174 million referring to other sectors. Outflow
of cash arising from remittances amounted to
EUR 8.2 million, while the outflow arising from
inheritance, gifts and various types of assistance
amounted to EUR 9.2 million or 20.9% more than
in H1 2011.

Graph 6.11

Current transfers trends in the period January - June 2012,
thousand EUR
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6.2. Capital and financial account

In H1 2012, the capital and financial account recorded a net inflow of EUR 270 million. Net inflow was re-
corded in direct and other investments sub-accounts, while the portfolio investments account recorded a net
outflow. Similar to 2011, there is an evident downtrend in the inflow of FDI and, at the same time, an increase
in the inflow of arising from foreign borrowings, primarily of the government sector, while banks and the

corporate sector borrowed less in H1 2012.

Graph 6.12

Structure of financial account by investment categories, in the
period January — June 2012, thousand EUR
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Graph 6.13
Net FDI inflow in the period 2011 - June 2012, in thousand EUR
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Preliminary data shows that net FDI
inflow amounted to EUR 144.9 mil-
lion in the first six months of 2012,
which is a 21.1% y-o-y decline. Total
FDI inflow in the observed period
amounted to EUR 2104 million,
while the outflow amounted to EUR
65.5 million. The main share of in-
vestments was of equity investments.
The fact that monthly FDI inflow was
trending up in the reporting period,
reaching this year’s highest level of
EUR 49.6 million in June, is encour-

aging,.

FDI inflow in the form of equity in-
vestments amounted to EUR 149.7
million, accounting for 71.1% of to-
tal FDI inflow in the observed peri-
od. The highest inflow was recorded
from investments in real estates in
the amount of EUR 106.5 million or
45% more than in 2011. Investments
in companies and banks amounted
to EUR 43.2 million, while the inflow
in the form of intercompany debt
amounted to EUR 577 million. The
inflow based on withdrawal of cash
invested by residents abroad amount-
ed to EUR 3 million.



Graph 6.14
Structure of total FDI inflow in the period January - June 2012
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Box 6.2 — New generation investment policies in the world

With a view to successful attraction of FDI at the global level, new investment policies were developed
with sustainable growth and development as the main goals. According to a new generation of invest-
ment policies, liberalisation needs to be followed by the establishment of adequate regulatory and
investment framework. The main goals of “new generation” investment policies are:

« Creating a synergy with wider goals of economic development and integrating the goals within
the development strategy;

. Stimulating responsible investors’ behaviour, including compliance with the principles of CSR
— Corporate Social Responsibility;

« Securing the efficiency of investment policies in their planning, implementation and institu-
tional environment within which they function.

Three wider aspects of “new generation” investment policies are categorised in two levels, namely:
national and international challenges of investment policies.

National investment policies

Challenges Solutions
1. Direction of investments towards the key development areas
1. Integration of investment aimed at advancing the production capacities and international
policy into development competitiveness.
strategy. 2. Securing harmonisation with other policies directed towards
general development goals.
2. Inclusion of sustainable 1. Maximising positive and minimising negative effects of
development goals in the investments.
investment policy. 2. Encouraging responsible behaviour of investors.

1. Reinforcing the institutions in charge of implementing the
investment policy.

2. Measuring the effects of investments on sustainable
development.

3. Securing relevance and
efficiency of investment

policy.

Source: UNCTAD, World Investment Report 2012



In addition to the challenges of investment policy at the national level, according to UNCTAD, three
main challenges of international investment policy are: strengthening the development dimension of
international investment agreements, balancing the rights and obligations between the states and the
investors, and managing the systematic complexity of international investment agreements regime.

International investment policies

Challenges Solutions

1. Strengthening the policy for the purpose of sustainable

1. Strengthening the development

development dimension of
international investment
agreements (l1As).

2. Adopting investment policy requirements which shall
be substantial and in line with the goals of sustainable
development.

1. Defining investors' obligations in international investment
agreements.

2. Learning and developing in line with corporate social
responsibility principles.

2. Balancing rights and
obligations between states
and the investors

3. Managing the systematic 1. Working on identification of the gap between international
complexity of international investment agreements and resolving moot institutional issues.
investment agreements (lIA) | 2. Securing the efficient IIA interaction and connectedness with
regime other public policies (e.g. climate change etc.)

Source: UNCTAD, World Investment Report 2012

In regards to the above stated challenges of investment policies at the national and international lev-
els, it is necessary to implement these changes in Montenegro as well. In order to improve the invest-
ment climate and stimulate the increase in the inflow of foreign capital, Montenegro must create a new
Strategy for stimulation and promotion of FDI which shall be in compliance with the new generation
investment policies, as stated in the CBCG recommendations for economic policy for 2012 communi-
cated to the Government of Montenegro.

In H1 2012, total inflow arising from portfolio investments amounted to EUR 12.3 million, which is a signifi-
cant decline in relation to H1 2011 (EUR 214.6 million). The main reason for the high inflow recorded in 2011
was the Government borrowing through Eurobond issue in the amount of EUR 180 million. In the observed
period, the portfolio investments account recorded a net outflow of EUR 850.6 thousand. Investments in do-
mestic equities amounted to EUR 3.7 million, while the inflow arising from the withdrawal of funds invested
in foreign securities amounted to EUR 6.6 million. Simultaneously, the outflow of funds based on portfolio
investments amounted to EUR 13.1 million, with the main share referring to residents’ investments in for-
eign equities (EUR 6.1 million). Outflow arising from the withdrawal of funds invested in domestic equities
amounted to EUR 3.7 million.

In H1 2012, the other investments account recorded a net inflow in the amount of EUR 109.6 million, while
in H1 2011 this account recorded a net outflow of EUR 66.2 million. Banks’ deposits abroad recorded a de-
crease of EUR 1.3 million, as well as banks’ liabilities arising from borrowings which recorded a EUR 31.8
million decrease. A decline in the corporate sector’s foreign borrowing as well as the increase of the public
debt was recorded. An inflow arising from the withdrawal of funds by the corporate sector amounted to EUR



71.8 million, which is significantly less than in the same period of 2011 (EUR 242 million), while the outflow
arising from the repayment of principal was somewhat lower, EUR 74.3 million (EUR 144.6 million in 2011).

Atend-June 2012, the CBCG cash in foreign accounts and in the vault decreased EUR 16.4 million compared
to 31 December 2011.
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Q1 2012 indicated more optimistic developments over the year. A significant factor which contributed to such
results recorded in QI was the return of confidence in the Euro area as a response to the European Central
Bank policy. World trade grew along with the growth of industrial output, which had a positive effect on
trade-oriented (export-oriented) economies — Germany and certain Asian countries. Industrial output of
Asian countries increased after the reestablishment of the supply chain after floods in Thailand at end-2011
and the record demand in Japan which exceeded expectations.

Table 7.1
Main global indicators overview, y-0-y, %

Differences in relation

Forecast to April 2012 forecast,
percentage points
2010 2011 2012 2013 2012 2013

GDP growth

World 53 3.9 3.5 3.9 -0.1 -0.2
Advanced economies 3.2 1.6 1.4 1.9 0.0 -0.2
Emerging/developing economies 7.5 6.2 5.6 5.9 -0.1 -0.2
USA 3.0 1.7 20 23 -0.1 -0.1
Euro area 1.9 1.5 -0.3 0.7 0.0 -0.2
Germany 3.6 3.1 1.0 14 04 0.1
France 1.7 1.7 0.3 0.8 -0.1 -0.2
Italy 1.8 04 -19 -03 0.0 0.0
Spain -0.1 0.7 -1.5 -06 04 -0.7
Japan 44 -0.7 24 15 04 -0.2
UK 2.1 0.7 02 14 -0.6 -0.6
Canada 32 24 2.1 2.2 0.1 0.0
Central and Eastern Europe 4.5 53 19 2.8 0.0 -0.1
Russia 43 43 40 39 0.0 -0.1
China 104 9.2 8.0 85 -0.2 -0.3
India 10.8 7.1 6.1 6.5 -0.7 -0.7
Brazil 7.5 2.7 2.5 46 -0.6 0.5
Mexico 56 39 39 3.6 03 0.0
Republic of South Africa 29 3.1 26 33 -0.1 -0.1
Volume of global trade (visible and invisible) 12.8 5.9 3.8 5.1 -0.3 -0.5
Consumer prices

Advanced economies 1.5 2.7 20 1.6 0.1 -0.1
Emerging/developing economies 6.1 7.2 6.3 5.56 0.1 0.0

Source: IMF World Economic Outlook (WEO), issue updated July 2012



However, events in Q2 have scaled down the expectations. Unemployment remained high in many advanced
economies, especially among the young in periphery Euro area countries which are essentially the main
cause of financial markets instability (political and financial instability in Greece, the banking sector in
Spain). Direct consequences of these events were considerable outflows of capital from certain countries and
an increase in the cost of borrowing in two major Euro area members — Italy and Spain. Weaker economic
activity caused the deepening of differences throughout the Euro area. Domestic demand declined as a result
of an erosion of consumers’ confidence. Economic activity is still affected by harder access to loans, due to
banks’ regulatory obligation to increase their capital by the end of the year.

Growth recorded in the USA was higher than in most comparative economies, but regardless of recording
GDP higher than projected, data indicates the loss of the momentum. Therefore, the Euro area crisis undoubt-
edly had its effect on the USA economy, which was, on the other hand, to a certain extend compensated for by
adecline in the yield on long-term bonds, generally considered by the market as being the safest.

Stability of the prices of cereals and a decline in the prices of oil in Q2 2012 had a positive effect on price stabil-
ity. Geopolitical tensions in the Middle East could prove to be a current threat to this situation.

Primarily due to Q2 developments, the IMF made slight corrections to its projections of global growth. After
the corrections, the IMF global growth projections amounted to 3.5% for 2012 and 3.9% for 2013 (corrections
of -0.1 percentage point and -0.2 percentage points, respectively).

7.1. International trends
7.1.1. Advanced countries
United States of America (USA)

The USA economy grew 1.5% in Q2 2012, slightly exceeding the expectations of 1.4%'. Compared to Q1 when
the growth amounted to 2%, data for Q2 show a deceleration of the economy. Growth recorded in this quarter
is mainly a result of a 1.5% real growth in personal consumption and a 5.3% growth of export, while a 6%
growth of import had an adverse effect. At the same time, deceleration of personal consumption real growth
(0f 0.9 percentage points) and the acceleration of growth of imports (of 2.9 percentage points) caused a decline
in the GDP growth rate in relation to Q1 2012, while the acceleration of growth of exports (of 0.9 percentage
points) had a positive effect?. The government spending continued to decline in Q2 followed by a decline of
spending at local levels.

1 1.5% was actually obtained by the so called annualization of the growth rate “quarter-on-quarter” which amounted to 0.4%
“Annualised” growth rate is a hypothetical growth rate which shows what would the annual growth be if the same quarterly
growth rate were to be kept throughout the following three quarters. The principle of complex calculation (“interest-on-inter-
est”) is applied in the calculation, therefore the “annualised” rate is always somewhat higher than the quarterly rate multiplied
by four. This is simply the American standard for publishing growth rates by the authority (Bureau of Economic Analysis
(BEA)) This must be taken into account when performing comparisons to e.g. economic growth rates of EMU (EU) published
by EUROSTAT. Furthermore, this is also underlined because of the differentiation of this term from the annual growth rate of
quarterly GDP (“quarter of this year in relation to the same quarter of the previous year”)

2 Source: Bureau of Economic Analysis



The annual price growth rate in June amounted to 1.7% which is in line with forecasts for 2012. The prices of
energy generating products continued declining (1.4%); however, the food products prices increased (0.2%).
In June 2012, the unemployment rate amounted to 8.2% and the latest data show that it did not record any
substantial changes™.

Japan

In Q2 2012, Japanese economy recorded a 0.3% growth, which is less than expected and a deceleration in rela-
tion Q1 2012 when GDP increased 1.3% in relation to Q4 2011**. (The point is the annual (annualised) growth
of 1.4%, which is considerably lower than the annual growth assessment of 5.5% from the previous quarter).

The Japanese economy ran a record trade deficit in the first six months of 2012, as a result of increased de-
mand for energy generating products which had increased imports, while the Euro area crisis contributed to
a decline in the Japanese exports. Exports increased 1.5%, with strong Yen (i.e. weak euro) as an additional
drawback; and the import increased 7.4% as a result of the import of energy generating products, mostly due
to the fact that most of the nuclear reactors were closed. This resulted in a trade deficit of USD 37 billion re-
corded in this period. Lower GDP was also a result of deceleration in spending.

The annual inflation rate in June 2012 amounted to -0.2%. The annual increase in the prices of energy gener-
ating products and prices of food was 3.5% and 0.1%, respectively®.

7.2. European Union (EU)

Compared to Q1 2012, over the three months between April and June, the level of economic activity in the
Euro area declined 0.2%, identical to the GDP trend recorded in EU27. The y-o0-y comparison shows a 0.4%
decline. The biggest Euro area economy, Germany, recorded 0.3% growth in Q2, under the influence of the
growth of exports of the Euro area and the growth of domestic spending. The second economy in the Euro
area, France, recorded a zero growth in the same period, which was better than expected; however, it was the
third zero growth quarter in a row. In Spain and Italy, recession continued and they recorded respective third
and fourth negative results in a row, amounting to -0.4% and 0.7%, respectively. Recession also continued
in Great Britain, which recorded the third consecutive quarterly economic activity decline. Decline of GDP
amounted to 0.7% which is 0.2 percentage points above the expected.

Industrial output in June recorded a monthly decline of 0.6% while in EU27 this decline amounted to 0.9%.
This “annulled” the somewhat encouraging data recorded in May, which were positive in both groups of
countries. In respects to the annual decline (June-on-June) it is even more pronounced, 2.1% in the Euro area,
i.e.2.2% in the EU27.

Unemployment in the Euro area is worryingly high - in June, the unemployment rate amounted to 11.2%,
while data for EU27 shows unemployment rate of 10.4%, which are the highest levels recorded in the past 12
years. The highest unemployment rates were recorded in Spain (24.8%) and Greece (22.5%), while the rate of

3 Source: Bureau of Labor Statistics
2 Source: Cabinet Office, GOJ

# Source: Statistical bureau, Ministry of internal affairs and communications



unemployment among persons under 25 in these countries exceeded 50% (52.7% and 52.8%, respectively).
Italy also saw the unemployment rate increase that reached 10.8% in June (compared to 8.1% recorded in 2011).

The public debt remains a big problem in the Euro area (as well as in the EU). At end-Q1 2012 (latest available
data), the public debt to GDP ratio amounted to 88.2 in the Euro area and 83.4 in EU27. Although the public
debt did not increase considerably at the aggregated level over the one-year period, it remains worryingly
high, and it should be stated that such relatively low increase of debt was primarily a result of the haircut of a
portion of the Greek debt (through a plan with private investors) which caused a 20 percentage points decline
in the share of the Greek public debt in GDP. Nevertheless, the Greek debt remains extremely high (over 130%
of GDP), as well as the debts of Italy, Portugal and Ireland. On the other hand, Bulgaria with 16.7% or for ex-
ample Estonia with 6.6% share of public debt in GDP, seem virtually not indebted. Nevertheless, since those
are small economies, these data are just slightly good news.

The annual inflation rate in the Euro area amounted to 2.4% while in EU27 it amounted to 2.6%, which is per-
haps the best economic indicator of the Euro area, both regarding the level as well as the direction of its trend.

7.3. Developing countries

The majority of developing countries also recorded a rather decelerated growth, primarily as a result of exter-
nal influences and the decline in domestic demand. Industrial output declined in most development coun-
tries. As for the financial markets, while developing countries recorded investors™ activity in Q1 2012, in Q2
this trend ceased, resulting in a decline in the prices of shares, outflow of capital and depreciation of certain
currencies.

In general, it has been assessed that developing countries (primarily BRIC - Brazil, Russia, India and China),
could hardly continue recording growth rates from the previous decade and that forecasts are not very good
in that sense. As for foreign demand, current deceleration of growth and failure in relation to expectations
are mostly a result of external influences (problems in advanced economies), but also often caused by over-
restrictive moves of monetary authorities. Although these countries still have enough space for expansive
economic policy actions, many of them will have to seek higher growth rates in certain structural changes
over the following years.

China

In Q2 2012, the Chinese economy recorded the slowest growth in the past three years, with the y-o-y growth
of 7.6%. This is the sixth consecutive quarter of deceleration of GDP growth.

The annual inflation amounted to 2.2% in June, mostly as a result of the decline in the prices of food. Lower
(expected) inflation creates possibilities for new interest rate reductions, even though the People’s Bank of
China reduced the reference interest rate twice in June and July.

Russia

After recording a 4.9% growth in Q1 2012, the Russian economy recorded 4.0% growth in Q2 (y-0-y). Lower
prices of oil and uncertainties around the elections induced a decline and volatility in the capital market in



HI. The annual inflation rate amounted to 4.3% in July, in August 5.6%, and it is expected to exceed the Cen-
tral Bank target inflation of 6%. Growth of GDP could deteriorate further due to a decline in oil prices and a
drop to 3.1%, even though the latest IMF forecasts announce 4% growth for 2012.

South-East Europe

Table 7.2
Growth rate forecasts for selected South-East Europe countries, %

Wiiw (July 2012) IMF (April 2012)
Albania 23 0.5
Bosnia and Herzegovina -0.5 0.0
Montenegro 1.0 0.2
Croatia -1.5 -0.5
Macedonia 23 20
Serbia -1.0 05

Preliminary data show that, Serbian economy recorded a 0.6% y-o-y decline in Q2 2012. Data on the growth
rate in relation to Q1 2011 are not yet available, but it is highly likely that it will be negative and that recession
will continue.

Indirect exposure to the Euro area and the increase of inflation are the main risks in the economy. Inflation
declined significantly in April and May, only to increase again in June and July, so the annual prices growth
in those months amounted to 5.5% and 6.1%, respectively. This trend was primarily a result of an increase
in the prices of food, energy generating products, transport and communications. Foreign trade parameters
deteriorated (values vary depending on the observation currency, US dollar or euro). It is also important to
emphasise that the coverage of export by import deteriorated and that it amounted to 574% in relation to H1
2011 when it amounted to 60.5%. In Q2, dinar depreciated in relation to euro, which might carry some ad-
verse side effects, primarily through the financial position of population. However, in H1 2012, real salaries
recorded the y-o-y increase.

Croatia recorded a GDP decline in Q1 (1.3%), thus recording a decline in the volume of economic activity for
the second consecutive quarter (observed in relation to the same quarters of the previous years). Croatia ex-
pects negative growth in 2012; however in the medium term EU accession might be a new positive signal of
reliability and safety for the new investments. Recorded unemployment rate in June 2012 amounted to 17.3%,
while according to labour force survey it amounted to 16.4% in QI, which is a 2.5 percentage point increase
in relation to Q4 2011.

In June 2012, tourism recorded slightly weaker results in relation to June 2011, while the comparison of H1
2012 with H1 2011 shows uptrend (4.6% in tourist arrivals and 4% in overnights) .

Inflation is within normal — the annual inflation rate in June amounted to 3.9% while in July it declined to 3.4%.

2 Source: Statistical Office of the Republic of Serbia

¥ Source: Regional Economic Prospects — EBRD



The economy of Bosnia and Herzegovina is facing new pressures of global economic crisis due to lower capital
inflow and hampered export. In addition, the collection of budget revenues was hampered due to the weaken-
ing of economic activity. A zero growth rate for 2012 might be changed to negative®®.

In H1 2012, the industrial output volume index declined 6.7 points in relation to H1 2011. According to the
labour force survey conducted in April, the unemployment rate amounts to a very high 28%, which is 0.4
percentage points more than in April 2011. In the first seven months of 2012, visible import recorded a 0.3
percentage point y-o-y decline, while a decline of visible export was more prominent, 4.3 percentage points.

The good news is that the inflation is under control. In relation to June 2011, prices were 1.9% higher in June
2012.

Recovery of the economy of Macedonia might be delayed as a result of external developments, primarily in
the Euro area. Those events might cause a decline in exports and remittances as well as decelerate FDI in-
flows, which would then result in lower growth and the loss of foreign exchange reserves. Deterioration of the
Greek situation might have a negative effect on the clients confidence in Greek banks operating in Macedo-
nia. Nevertheless, the IMF is expecting a slight, however positive growth of the Macedonian economy after
the negative Q1, when a 1.4% y-o-y decline of economic activity was recorded”.

Annual inflation recorded at end-July amounted to 2.3%, while unemployment was extremely high at end
Q1, amounting to 31.6%. In the first six months of 2012, export and import declined in relation to the same
period of 2011, however, a decline of export was more prominent.

7.4. Interest rates
Reference interest rates of leading central banks retained their historic lows in Q2 2012 as well.

Over the entire Q2, ECB’s reference interest rate, i.e. the main refinancing rate, remained unchanged and
amounted to 1%. This level of ECB’s reference interest rate is in force since 14 December 2011.

The ECB's decision not to change the reference rate was to be expected since, in the meantime, the inflation
did not reach worrying levels, and there were news of an 0.3% GDP decline in Q4 2011 and a zero growth rate
recorded in Q1 2012 (nearly causing recession).

Since in the meantime the Euro area economic crisis continued (which was later confirmed by releasing of-
ficial data on an 0.2% GDP decline in Q2 2012), at the meeting held on 5 July, the ECB Council decided to
lower the reference interest rate by 0.25 percentage points (the change was became effective on 11 July). It is
interesting that the interest rate on the ECB deposit facility was also reduced to 0% (also a historic low), prob-
ably as aresult of efforts to discourage banks from depositing funds with the ECB. However, this measure was
subject to criticism (mainly in the sense that the introduction of the 0% nominal rate may destabilise move-
ments on the money market), therefore its final effects are very difficult to assess.

* Source: IMF
* Source: IMF, Country Report



In Q2 2012, the FED's reference interest rate, i.e. the Federal funds target rate remained unchanged, at the
level of 0-0.25% introduced at end-2008. Furthermore, over the course of Q2, the Federal Open Market Com-
mittee repeatedly said that the interest rates will remain low at least until the end of 2014, bearing in mind
that there are no greater risks of inducing inflation, and that the country’s capacity utilisation is far from
maximum.

Similarly, in Q2 2012, the Bank of England kept its reference interest rate at 0.5%, which is the level intro-
duced in March 2009. It should be noted that, at the meeting held on 5 July, the Monetary Policy Committee
increased the volume of the Bank of England’s asset purchase programme by GBP 50 billion to GBP 375 bil-
lion by electronically creating new money.

The Bank of Japan also maintained its reference interest rate, i.e. the uncollateralised overnight call rate®
steady at a range of 0 to 0.1%, which is the level in force since October 2010, i.e. December 2008. In the mean-
time, after falling into recession in H1 2011, the Japanese economy recorded growth for four consecutive
quarters. (As regards inflation, it has not been a problem of the Japanese economy for some time now; on the
contrary, it is the constant threat of deflation that is the problem).

Table 7.3
Interest rates of selected leading central banks

Bank Interest rate Level, % Date of the last change

ECB Main refinancing rate 0,75% 05 July 2012
FED Federal funds target rate 0-0,25% 16 December 2008
Bank of England Bank rate 0,5 05 March 2009

. . 5 October 2010, i.e.
Bank of Japan Uncollateralised overnight call rate 0-0,1 19 December 2008
Swiss National Bank Targetgd Sl S e 0-0,25% 12 March 2009

LIBOR interest rate

Source: Central banks

7.5. Exchange rate trends

Fluctuation of exchange rates of the leading global currencies continued in Q2 2012, with significant depre-
ciation recorded in May. Exchange rate trends were influenced by uncertainties regarding developments in
Europe, as well as by the leading European banks and the Japan's credit rating downgrades.

USD/EUR

In Q2 2012 the USD/EUR exchange rate trend was mostly affected by the uncertainty regarding Greece’s
survival in the Euro area, continuation of austerity measures aimed at crisis moderation, as well as by the
situation in Spain.

0 Referring to mutual bank borrowing which is a concept somewhat similar to the FED’s reference interest rate.
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Graph 7.1
USD/EUR and JPY/EUR exchange rates
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The USD/EUR exchange rate recorded consid-
erable change in May, when euro recorded sig-
nificant depreciation. The exchange rate declin-
ing trend was also characteristic of the first half
of June, since when the exchange rate started to
slightly recover, still with some oscillations. As at
30 June 2012, USD/EUR exchange rate amounted
to 1.26, which is 2.7% lower than at end-2011, i.e.
5.7% lower than at end-Q1 2012. Over the course
of Q2 2012, the USD/EUR exchange rate trended
in the range between 1.23 and 1.33, while the av-
erage exchange rateamounted to 1.28 (1.31in Ql).

The same trend was characteristic of JPY/EUR
exchange rate. At end-June 2012, the JPY/EUR
exchange rate amounted to 100.13, which is the
same as at end-2011, and 8.6% lower than at end-
QI 2012. Over the course of Q2 2012, the JPY/
EUR exchange rate trended in the range between
96.25 and 109.95, while the average nominal ex-
change rate in Q2 2012 amounted to 102.59. The
exchange rate declined significantly in May, when
the credit rating agency Fitch downgraded Ja-
pan’s rating from “AA” to “A+". The exchange rate
recovered in June, mostly as a result of the Bank
of Japan refraining from introducing additional
monetary stimuli aimed at crisis moderation.

In Q2 2012, GBP/EUR trended in the range be-
tween 0.79 and 0.83, recording a decline in April
and May, and stabilising in June, with mild oscil-
lations. At end-June 2012, GBP/EUR exchange
rate amounted to 0.81, being lower in relation to
end-2011 (by 3.41%) as well as in relation to end-
Q1 2012 (3.25%).

Over the course of Q2, the CHF/EUR exchange rate remained rather stable, with an average exchange rate
amounting to 1.20. At end-June 2012, the CHF/EUR exchange rate was 1.203, which is 1.03% less than at
end-2011, and slightly lower in relation to end-QI 2012 (0.12%).
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Most important events in Q2 2012
April

The Government paid EUR 23.4 million to the Deutsche Bank based on the guarantee for the Aluminium
Plant Podgorica.

The Government adopted a Proposal of Amendments to the National Payment System Law which will enable
the revealing of the names of companies, i.e., entrepreneurs with frozen accounts, when the amount of frozen
assets exceeds EUR 10,000 for more than 30 days consecutively.

Montenegro became full member of the World Trade Organisation.

The European Investment Bank granted a EUR 50 million loan to the Investment Development Fund. This
will be an additional source of funding micro, small and medium sized businesses.

As of 1 April the prices of coffee and aerated beverages with added sugar increased as prescribed by amend-
ments to the Excise Tax Law. Excise duties on coffee amount to 20% of its value, while the prices of aerated
beverages with added sugar increased EUR 0.10 per litre. The increase in the prices of coffee and aerated bev-
erages was planned for 1 January 2012, when excise duties on cigarettes were increased and those on diesel
fuels lowered, however, it was delayed for three months in order to give time to importers and manufacturers
to adapt to the new measures.

May

The Montenegrin Parliament adapted budget review for 2012 along with a set of laws prescribing new meas-
ures aimed at increasing the budget revenues. The budget review envisages expenditures lowering in the total
amount of EUR 16 million, as well as the introduction of new measures aimed at increasing revenues by EUR
23 million.

The Government adopted the 2012 — 2015 Macroeconomic and Fiscal Policy Guidelines.

A Turkish company “Toscelik” bought the “Steal mill Niksi¢”.

June

The Central Bank of Montenegro published the list of companies with frozen accounts which are unable to
discharge their liabilities regularly.



The World Bank’s Board of Directors adopted a decision on issuing guarantees for Montenegros EUR 100
million worth loan, of which EUR 60 million will be secured by World Bank guarantees.

The Montenegrin Foreign Investors Council rated Montenegro’s business environment with 5.8, which in-
dicates that the current situation is relatively good, but that there is room for advancement in the areas of

importance for business environment.

The Government adopted a decree to allow the commencement of payment of foreign currency deposits and
assets deposited with Dafiment Bank and Jugoskandik.

Standard & Poor’s rating agency downgraded Montenegro’s credit rating from BB to BB-.

The Government adopted the Strategy for Sustainable Economic Growth of Montenegro.
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Annexes HEENI

Annex A: Real sector developments

Table 1 - Overview of macroeconomic developments

Description 2011 2012
XI/XE | I m v v v v v X X X Xl
Industrial production (index) 926 954 1069 1095 1068 74.1 89.7
Consumer prices (index) 99.8 100.8 101.0 1004 100.5 1004 100.2
Industrial producer prices (index) 984 101.0 1004 99.7 100.1 99.8 101.8
Source: Monstat
Table 2 — Industrial output
Contribution 2012. LEVEL INDEX
DESCRIPTION 2011, VI V12012 V12012 I-VI 2012
22011 V 2011 V12011 I-VI 2011
INDUSTRY TOTAL 100.0 73.8 89.7 80.4 925
MINING AND QUARRYING 6.2 364 2638 46.3 74.2
Mining of coal and lignite 4.2 425 7589 422 81.9
Mining of metal ores 1.1 - - - -
Other mining and quarrying 0.9 509 753 724 77.5
MANUFACTURING 61.5 89.1 88.0 81.5 104.3
Manufacture of food products 6.6 105.8 109.6 102.2 98.8
Manufacture of beverages 34 130.7 146.5 91.1 101.5
Manufacture of tobacco products 0.3 - - - 64.1
Manufacture of wearing apparel 0.2 63.1 68.1 48.7 959
gil)earEufacture of wood and of products of wood and P 770 1003 60.2 65.7
Manufacture of paper and paper products 0.7 51.1 884 443 549
Printing and reproduction of recorded media 04 99.9 1115 833 88.9
Manufacture of chemical and chemical products 0.2 96.6 76.2 68.5 96.9
Manufacture of basic pharmaceutical products 6.8 147.2 108.2 142.8 149.6
Manufacture of rubber and plastic products 0.1 89.0 80.8 75.0 89.7
Manufacture of other non-metallic mineral products 7.1 81.8 86.5 79.3 91.8
Manufacture of basic metals 259 705 66.3 65.5 98.8
Manufacture of fabricated metal products 24 18.0 3529 14.5 125.0
Manufacture of machinery and equipment 48 115.1 88.9 114.3 115.5
Manufacture of furniture 0.1 482 355 357 90.9
Repair and installation of machinery and equipment 0.6 1104 3286 82.1 55.0
ELECTRICITY,GAS,STEAM AND AIR COND. SUPPLY 323 519 87.7 854 77.0

Source: Monstat
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Table 3 - Industrial production

Electricity, gas, steam and air

Total Mining and quarrying Manufacturing B
Index Index Index Index
periodon  2010=100 MMl o viodon 2010=100  MOMlY - oedon 2010=100 MOt ooiedon 2010100  Monthly

e growth rate o growth rate T growth rate B growth rate
2001. 99.3 885 101.6 939
2002. 100.6 107.5 102.3 934
2003. 1024 101.4 979 1175
2004. 1138 94.9 113.1 121.0
2005. 98.1 100.2 102.5 86.6
2006. 101.0 1029 100.1 103.1
2007. 100.1 101.5 109.3 726
2008. 98.0 177 88.7 1319
2009. 67.8 345 614 97.6
2010. 175 158.7 97.0 1511
2011. 89.7 106.3 106.8 67.3

Jan 116.6 -35 74.2 -10.6 104.3 -274 136.6 39.1

Feb 120.1 30 103.7 399 104.1 -0.2 141.2 34

Mar 118.6 -13 123.5 19.0 1325 273 101.5 -28.1

Apr 954 -19.6 111.0 -10.1 104.3 -21.3 828 -184

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

2000. Jun 715 -11.1 9.7 -804 114.2 59 279 -45.7

Jul 62.8 -12.3 104 7.5 1024 -10.3 214 -235

Aug 56.7 9.6 164 579 959 -64 14.6 -314

Sep 61.5 84 101.5 517.8 105.3 9.8 4.2 -71.3

Oct 734 194 91.5 -99 934 -11.3 47.3 1025.8

Nov 723 -1.5 28.7 -68.7 782 -16.2 703 486

Dec 91.1 26.0 349 21.7 93.7 19.7 94.7 34.7

Jan 103.5 13.5 81.7 1335 66.0 -29.7 151.0 59.5

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

Mar 108.3 174 716 10.3 936 252 1305 12.0

Apr 103.7 -4.2 90.4 26.2 101.5 85 108.0 -17.2

May 932 -10.2 60.8 -328 94.8 -6.6 95.2 -11.9

2010. Jun 1014 89 94.1 54.8 1134 19.6 88.0 -7.6

Jul 87.0 -14.3 944 03 103.6 -8.6 66.0 -24.9

Aug 746 -14.2 1213 285 939 -94 459 -30.6

Sep 955 279 139.5 15.0 120.0 27.8 60.8 325

Oct 100.7 54 2192 57.1 1136 -53 709 16.8

Nov 107.3 6.6 824 624 111.8 -1.6 105.1 48.1

Dec 1328 23.7 79.7 -33 113.8 1.8 161.9 54.0

Jan 105.5 -205 90.1 13.0 82.2 -27.7 1353 -16.4

Feb 99.9 -53 80.1 -1 95.7 164 1073 -20.7

Mar 97.2 -2.7 87.7 95 103.3 79 91.1 -15.1

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

May 70.5 -14.5 50.3 -43.6 103.5 94 334 -504

2011, Jun 824 16.9 81.7 624 117.0 13.0 40.9 225

Jul 87.1 57 99.6 219 113.7 -2.8 538 315

Aug 88.0 1.0 1187 19.2 120.1 56 458 -14.9

Sep 935 6.3 226.6 90.9 1155 -3.8 51.1 11.6

Oct 96.5 32 134.8 -40.5 114.5 -0.9 703 376

Nov 90.2 -6.5 137.6 2.1 116.7 1.9 526 -252

Dec 835 -74 79.5 -42.2 104.3 -10.6 59.0 12.2

Jan 79.7 -46 89.5 12.6 86.3 -17.3 706 19.7

Feb 85.2 6.8 86.9 -2.9 91.6 59 774 9.6

2012, Mar 933 9.5 836 -3.8 1152 256 68.1 -11.9

Apr 99.7 6.8 440 -474 1259 93 75.0 10.1

May 739 -259 147 -66.6 108.2 -14.1 39.8 -46.9

Jun 66.3 -10.3 38.8 163.9 95.2 -12.0 349 -12.3




Table 4 - Industrial output
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2012 | I Il \Y Y Vi Vi Vil IX Xl Xl
Chain index 954 1069 1095 1068 741 897
22011 =100 88.7 949 1039 1110 823 738
Month-on-month 755 853 959 1208 1040 804
Year-on-year 803 853 929 947 925
Table 5 — Consumer prices
2012 | Il 1l \Y Vv Vi Vi Vil IX Xl Xl
Chain index 100.8 101.0 1004 1005 1004 100.2
22011 =100 100.8 1025 1029 1034 103.8 104.0
Month-on-month 102.7 1042 1027 103.1 103.5 1039
Year-on-year 1042 103.7 1035 1035 1036
December 2011 =100 100.8
Table 6 — Producers’ prices of manufactured products
2012 | Il Il IV Vv Vi vik Vil IX Xl Xl
Chain index 101.0 1004 99.7 100.1 99.8 101.8
22011 =100 994 998 995 996 994 1012
Month-on-month 994 992 985 998 997 101.8
Year-on-year 993 990 992 993 997
December 2011 =100 101.0 1015 101.3 1014 101.1 103.1

Source: Monstat
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Table 7 — Prices

Consumer prices

Producer’s prices of industrial

Export Producer prices of

Import industrial

products industrial products product prices
Total Total Total Total
Annual Monthly Monthly Annual Monthly Monthly
growth rate growth rate growth rate growth rate growth rate growth rate growth rate growth rate
Jan 49 -0.2 57 -1.2 =226 -139
Feb 54 0.7 4.7 0.0 -21.3 -13
Mar 55 04 0.6 -16 -259 -14
Apr 54 0.6 0.1 0.3 -31 -0.6
May 48 0.1 -1.9 -0.5 -30.3 0.2
Jun 2.8 -0.3 -7.8 -1 -36 -8.2
2009.
Jul 2.1 -0.6 93 -14 -29.7 1.
Aug 3.1 1.1 -99 0.6 -24 8.6
Sep 1.7 -03 -86 0.7 -289 -4.7
Oct 1.7 0.0 -8.1 05 -264 16
Nov 23 0.0 -7.2 03 -18.3 1.7
Dec 15 0.1 -34 03 -2.1 74
Jan 0.8 -0.3 -6.4 24 12.7 3.8 3.1 15
Feb 0.2 0.1 -6.2 -0.8 14.3 24 39 04
Mar 0.7 04 -4.6 -0.5 242 4.7 56 16
Apr 04 0.1 -34 1.5 343 6.5 6.6 1.1
May 0.3 -0.1 1.1 38 30.1 -28 6.1 -0.1
Jun 0.2 -04 2.2 -0.7 356 -2.8 6.2 -0.3
2010. Jul 1.0 02 29 -09 20.6 -13 9.0 2.0
Aug -0.1 0.1 25 0.3 132 20 10.6 15
Sep 03 0.1 16 0.2 221 32 8.0 -0.9
Oct 0.6 02 0.7 -0.3 15.6 -2.7 8.6 04
Nov 0.8 02 03 0.0 213 54 73 03
Dec 0.7 0.1 04 03 17.2 3.1 94 16
Jan 1.1 03 28 16 132 15 8.1 1.8
Feb 20 1.0 4.5 038 16.3 04 8.7 0.8
Mar 3.7 2.0 56 04 11.9 0.0 8.1 0.9
Apr 3.7 0.0 4.7 0.0 55 -0.1 8.1 0.7
May 36 -0.1 19 -0.2 9.0 09 76 -0.6
2011, Jun 35 -0.5 2.2 -03 1.7 -0.2 75 -03
Jul 3.0 -0.3 3.6 0.7 1.7 -1.0 5.6 -0.2
Aug 36 0.7 32 0.0 94 -03 56 13
Sep 34 -0.1 32 0.1 56 -0.7 57 -0.8
Oct 33 0.2 2.8 -04 6.7 -15 54 0.0
Nov 3.0 -0.2 2.8 -0.1 -0.5 =23 54 0.2
Dec 28 -0.2 1.0 -16 -6.3 -3.0 43 04
Jan 2.7 038 -0.6 1.0 -8.6 -1 3.1 0.8
Feb 4.2 1.0 -0.8 04 -6.0 33 25 -0.1
Mar 27 04 -15 -03 -5.8 0.2 1.8 -0.1
2012.
Apr 3.1 0.5 -0.2 0.1 -56 0.1 14 0.3
May 35 04 -0.3 -0.2 -7.8 -15 1.0 -0.8
Jun 3.9 0.2 1.8 1.8 -74 03 0.5 -0.8

Source: Monstat
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2011 2012 Index
Vi VI Vi VI |I. x: 22(3)1121.. Structure
Total 137,576 297,653 155,039 318,159 106.9 100.0
Arrivals domestic 16,168 52,523 16,161 48,689 92.7 15.3
foreign 121,408 245,130 138,878 269,470 109.9 84.7
Total 897,516 1,568,816 965,377 1,678,229 107.0 100.0
Overnights domestic 84,197 232,638 76,848 213,065 916 12.7
foreign 813,319 1,336,178 888529 1,465,164 109.7 87.3
Source: Monstat
Table 9 — Number of employed and unemployed people
Il 1] 1\ V Vi Vil Vil IX X Xl Xl

Employed*
2001 114,536 113,500 113,542 113,663 113,943 114,137 114,106 114,024 115077 114,755 114,170 113,744
2002 113,594 113,597 113,953 113,663 113,943 114,137 114,422 113,684 113,526 113,676 113,679 113,425
2003 112,637 112,846 112,317 112,132 111,738 112,648 112,905 112647 111461 110911 110,387 109,639
2004 108,562 107,359 108,634 109,623 109,642 109,863 110,886 111,158 110,049 109,696 110,055 108,228
2004*** 142,081 142,834 142,361 143224 143,845 146,696 145,160 142,634 143447 143,113 143,992 142,438
2005%** 142,145 142,072 141,298 140,959 142,248 145,852 148,528 146,744 145,739 145923 145528 145,261
2006*** 144,978 145,753 146,554 147517 149,321 151,678 154,723 154,289 154,236 154,652 155,156 150,746
2007*** 151,535 152,114 153,140 154,074 156,817 158,190 160,045 158392 158,164 157,458 157,739 159,223
2008 160,450 161,105 162,737 162,307 165955 170,146 168916 168,488 167,722 168,583 169,079 169,160
2009 169,305 169,670 170,607 172,549 174,218 178,839 178,622 179016 176,936 175468 174,736 169,859
2010 172,301 171,557 171,263 158,211 158,716 159,221 160,224 158,535 157,570 157918 157,712 157,679
207 1¥*** 157,849 158,010 158,842 159,669 162,905 168,195 170,618 167,955 164,386 163,39 162,712 162,450

2012 160,880 162,035 162,569 163,744 165,776 162,567

Unemployed**

2001 81,238 82,158 82453 83,091 82629 82,140 81,823 80686 80952 80668 80440 81,069
2002 80,385 81,360 81510 81,961 81,602 81,041 81,116 80830 80809 80,183 79894 76,293
2003 76584 76,077 76165 74976 73520 69,735 66951 66,277 67664 71023 72544 68,625
2004 69,573 71419 72378 72202 68993 64,572 60993 60,771 60447 59930 59387 58950
2005 59,115 58,774 58075 57557 56,772 55199 53,683 52494 51,843 51,266 49886 48825
2006 48,639 48656 49388 48651 45640 42560 40,220 39,093 38919 38747 38892 38876
2007 39104 39155 38714 37571 35356 33,393 32205 31,271 31,156 31,569 31,787 31,469
2008 31,323 31,469 31,684 30,270 30,021 29,088 28660 27954 28276 286066 28645 28,366
2009 28921 29305 29170 28616 27,785 27113 27,048 26844 27313 28731 29607 30,169
2010 31,055 32375 33117 33188 32377 31,324 31,118 30595 31,016 31,900 32,199 32,106
2011 32,829 33,062 32,748 32,203 30920 29816 29,128 29078 29404 30,108 30576 30,552

2012 31,339 31495 31562 31,320 30,126 29411

*Source: Monstat
** Source: Employment Agency
*** Methodology: Data from the Central Registry of obligors and policy holders based on type of pension insurance
**¥* Since April 2010, data have been obtained from the Central Register of Tax Administration (CRTA).
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Annex C

Table 11 - Auctions of 182-day, EUR thousand

Annexes HEENI

Auctions Issue date Issued Sold Demand We:gtheted
XLV Auction of 182-day 19.01.2012 7.000,0 5.200,0 6.200,0 5,92%
XLVI Auction of 182-day 28.02.2012. 44.000,0 39.528,5 40.528,5 457%
XLVII Auction of 182-day 25.04.2012. 2.592,0 2.592,0 4,080,0 5,22%
XLVIII Auction of 1 82-day 12.06.2012. 7.000,0 3.689,7 9.189,7 4,74%
XLIX Auction of 182-day 27.06.2012. 20.000,0 14.800,0 16.800,0 4,72%
TOTAL Jan -June 2012 80.592,00 65.810,20 76.798,20




