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Review of macroeconomic developments

2007 1112008 %
REAL SECTOR DEVELOPMENTS
GDP (in current prices in EUR million)* 2,422.8 586.6%*
Industrial output index (compared to the same period the year before) 0.1% 11.1%
Forestry (compared to the same period the year before) -19.4% 581.0%
Construction (compared to the same period the year before) -1.7% 17.3%
Employment
Number of employed people 159,223 162,737
Number of unemployed people 31,469 31,684
Inflation rate
CPI (compared to December the year before) 7.7% 2.0%
RPI (compared to December the year before) 8.0% 2.3%
Average salary (EUR, without taxes and contributions) 338 393 16.3
MONETARY DEVELOPMENTS
M11 (EUR million) 1,557.0 1,461.6 -6.1
Total deposits (EUR million) 2,0901.1 2,140.1 23
Deposits by economy 663.5 649.0 2.2
Government deposits 206.0 207.8 0.8
Central government 244 315 28.8
Institutions and agencies of central government 329 348 5.6
Funds and municipalities 148.7 141.5 -4.8
Deposits by financial institutions 1031 1119 8.6
Deposits by households (savings) 1,019.3 1,061.0 4.1
Deposits - other 99,1 110,4 1.5
Total loans (EUR million) 2,246.6 24679 9.8
Loans to economy 1,364.4 1,469.7 7.7
Loans to government 335 384 14.6
Central government 04 0.4 -84
Institutions and agencies of central government 8.5 8.4 -0.7
Funds and municipalities 24.6 296 203
Loans to banks and financial institutions 17.8 14.6 -18.3
Loans to private citizens 795.0 894.5 12.5
Other loans 359 50.8 41.7
Turnover in stock exchanges (EUR million) 727.0 569
NEX stock exchange 452.80 31.2
Montenegroberza stock exchange 274.20 257
Stock exchange indices
NEX20 34,168.6 30,827.16 -9.8
NEX PIF 39,229.2 27,686.03 -294
MOSTE 1,627.7 1,215.3 -25.3
Average interest rates on 28-day T-bills, last recorded -
Average interest rates on 56-day T-bills, last recorded -
Average interest rates on 91-day T-bills, last recorded -
Average interest rates on 182-day T-bills, last recorded 0.49% -
FISCAL DEVELOPMENTS (EUR million)**
Current incomes*** 1,340.6 315.6
Expenditures 1,161.5 2737
Surplus/deficit 179.1 41.8
Foreign debt without debt of public enterprises (in EUR million) 462.1 4654
Public debt without debt of public enterprises (in EUR million) 275.1 3229
EXTERNAL DEVELOPMENTS**
Current account balance (EUR million) -1,007.6 -3909
Trade balance -1,524.2 -402.8
Balance of services 440.1 -5.7
% of trade deficit/other balances coverage 339 29
Current account balance in % of GDP -44.2 -66.6

** Estimated by Montenegrin Secretariat for Development
** Data for the first quarter of 2008

*** Current revenues and expenditures of the Budget, state funds and local self-administration






MACROECONOMIC ENVIRONMENT

First quarter of 2008 was characterised by the growth
of economicactivity. The following branches recorded
growth: industrial production, tourism, forestry,
construction, transportation etc. Fiscal policy is still
characterized as “sound”. CBM measures resulted as
efficient in restriction of credit expansion.

According to the evaluation of the Secretariat for the
Development, GDP amounted to EUR 586.6 million in
the first quarter of 2008, which represents the real
growth of 8.1% in relation to the same period of the
previous year. These data confirm that the expansion
from the couple of previous years continued and
that Montenegro can be classified into the group of
transition economies with the fastest growth.

The inflation increased. However, inflation growth
is not only the Montenegrin phenomena, but the
global one, influenced by financial crisis, growth of
oil prices and prices of agriculture and food products.
The forecast indicates that the inflation rate in EU
might approach 4% during 2008. In relation to the
end of the previous year, inflation measured by the
cost-of-living index recorded growth of 2%, and in
last twelve months it amounted to 8.2%. The average
inflation rate measured by the same index amounted
to 8% in the first quarter of 2008 if compared to the
same period of the previous year. The growth of food
products had the highest influence on the inflation
growth in the first quarter. The annual core inflation
rate amounted to 2.47% in March.

Money in circulation (monetary aggregate M21) at the
end of the first quarter increased by 1% in relation to
end-year, and in last twelve months it increased by
50%. Banks' assets increased by 5% in the first quarter,

and in last twelve months they increased by 80%. The
loans’ growth rate amounted to 9.8% at the end of the
first quarter, and if this tendency continues, the growth
rate will approximately amount to 39%, whichis fullyin
accordance with the level expected by (BM. Growth rate
of loans was almost four times lower in relation to the
first quarter of the previous year. These data indicate
that CBM measures against credit expansion resulted
as being efficient. However, what may be considered
as negative aspect is the fact that the first quarter was
characterised by significantly faster growth of granted
loans (9.8%) than the growth rate of deposits (2.3%)
as well as existing gap between maturity of sources
and placement of funds.

Banking system had high solvency level. During the
first quarter of this year the average available liquid
funds for payment amounted to EUR 469.6 million,
and the average liabilities for payment amounted to
EUR 41 million.

In the first quarter of this year the growth rate of
industrial production amounted to 11.1% if compared
to the same period of the previous year. The growth
of production was realized in all three sectors. The
highestincrease was recorded in mining and quarrying
(36.4%), electricity, gas and water supply (26.2%)
and manufacturing industry (3.6%). Even though the
growth was high, what is worrying is the fact that
production decreased in March (-4.8%), despite the
fact that March has more workdays in comparison with
the previous month.

According to data from Ministry of Finance, in the
period January-March 2008 current public revenues
amounted to EUR 315.5 million and in relation to the
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same period of the previous year they increased by
37.6%. Consolidated public expenses in the period
January-March 2008 amounted to EUR 273.7 million
and in relation to the same period of the previous
year they increased by 28.5%. This means that the
surplus in amount of EUR 41.8 million was realized in
the first quarter. This surplus is expected to be used for
financing the obligations related to debt repayment
in the country and abroad, restitution obligations and
obligations from previous years, which could have long-
term positive effects. At the end of the first quarter,
publicdebt of Montenegro amounted to EUR 788 million
or 29% of the estimated GDP. Current level of debt is
acceptable. The internal debt amounted to EUR 323
million while the external debt amounted to EUR 465
million.

The number of tourists who visited Montenegro in the
first quarter of 2008 was 26.2% higher and the number
of overnights was 53% higher in relation to the same
period of the previous year. Revenues from tourism
amounted to EUR 16.6 million in the first quarter of this
year, which represents an increase of 90.9% if compared
to the same period of the previous year. Very significant
is the extremely high growth rate of the number of
foreign tourists (32%), bearing in mind balance of
payments problems. The increase in total number of
tourists’ arrivals and overnights during winter season
goesin favour of the claim that Montenegro has good
potential for the development of tourism, not only
during summer, but during the whole year. The data
indicate that the number of tourists increased in all
kinds of tourist offers. However, the contrast and the
variety of tourist offers represent the potential which
is not sufficiently exploited yet.

Monstat data on the volume of transportation services
indicate mostly positive results if observed by certain
transportation segments in the first quarter of 2008.
Lower volume of transportation was recorded only
in road passenger transport and in railway goods
transport. Other segments of transportation recorded
positive results. Forestry sector recorded extremely
high growth in economic activity (581%) in the first
quarter of this year, which is partially the consequence

of extremely low volume of activities in the first
quarter of the previous year. The effective working
hours in construction increased by 17% and the value
of concluded agreements indicate extremely dynamic
growth of this branch in the forthcoming period.

The growth of economicactivity had positive impact on
the labour market movements. Number of employees at
end-March of this year was the highestin this century,
while the number of unemployed persons decreased
by 20% in relation to the first quarter of the previous
year. Real growth of wages in the first quarter of 2008
amounted to 15.6% and it mostly referred to the public
sector. Although this growth was “forced” bearing in
mind significant backwardness of public sector wages,
the growth of wages in the forthcoming period should
be related to the productivity growth in order to keep
the competitiveness of the economy.

Previous year tendency of the stock exchange indices
declining continued in the first quarter of this year.
Index Moste recorded decrease of 10.7% in relation to
the end of the previous year, index NEX20 decreased
by 27%, while index NEXPIF recorded the decline of
29.4%. In relation to their maximum values in 2007,
at the end of March indices recorded decrease: Moste
—50.5%, NEX PIF — 45.5% and NEX20 —48.7%. It could
be concluded that the decline of stock exchange indices
is the consequence of “bursting of the price balloon",
as well as of the global financial crisis. Number of
instruments traded on the stock exchange market
is still small and it represents the restricting factor
of growth.

The deficit at the current account of the balance of
payments of Montenegro amounted to EUR 390.9
million of 66.6% of GDP in the first quarter of 2008,
which is by 80.3% more than at the same period of 2007.
The visible trade deficit amounted to EUR 402.8 and
in relation to the previous year it increased by 66.8%.
Total trade volume at the account of goods in 2008
amounted to EUR 614.3 million or 19.6% in relation to
the same period of 2007. Recorded level of coverage
by visible imports in 2008 amounted to 20.8% or 15.3
percentage points less than in the same period of 2007.



Services recorded increase of trade volume by 41.4%in
relation to 2007, and they recorded deficit in amount
of EUR 5.7 million. Factor incomes and transfersin the
first quarter of 2008 recorded surplus in amount of EUR
17.6 million or 14.5% less than in 2007.

During the first quarter of 2008 the FDI inflow in
Montenegro amounted to EUR 215.2 million, while
outflow amounted to EUR 85.7 million. Net FDI inflow
in the reporting period amounted to EUR 129.5 million,
which is 2.2% less than in 2007.

International environment will not have positive
impact on Montenegro. Global financial crisis
influences the interest rates growth, difficult access
to liquid assets and portfolio investments outflow.
Constant growth of oil prices and agricultural and
food products directly influences the inflation growth
in Montenegro. Weakening of Dollar influences the
decrease of competitiveness of the economies related
to Euro, and therefore, the Montenegrin economy as
well. All the aforementioned factors influence either
deceleration of growth or recession at the developed
markets, which have the recurrent negative effect on
the Montenegrin economy. In spite of these factors,
we expect that Montenegro will record high growth
rate also over this year. Our expectations are based
on extremely high growth rates in the first quarter,
within the following areas: industry, tourism, forestry,
construction etc.
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1.1. Gross Domestic Product

According to data of Secretariat for Development of Montenegro,
GDP in amount of EUR 586.6 million was recorded in the first
quarter of 2008 or 8.1% of the real growth in relation to the
same period of the previous year. GDP growth was positively
influenced by the growth of industrial production (11.1%), growth
of turnover in tourism sector, increased volume of activities in
construction, forestry and certain segments of transportation.

This period is characterised by the increase in number of
employees (6%) in relation to the same period of the previous
year and the decrease in number of unemployed persons.

1.2 Activities

1.2.1. Industrial Production

Higher production was recorded in the first quarter of 2008 in
relation to the same period of the previous year (11.1%). Monthly
data on physical scope of industrial production show that the
lowest production was recorded in January (-19.3%) and March
(-4.8%) in relation to the previous month. The highest rate was
recorded in February (20.9%). The increase of production was
recorded in all three sectors in the first quarter of 2008.

The highestincrease was recorded in the mining and quarrying
sector (36.4%), production of electricity, gas, and water supply
(26.2%) and manufacturing industry (3.6%).

Growth of production in seven manufacturing industry areas
which made up 57.5% of total manufacturing industry influenced
the production growth of 3.6% in this sector. The highest
increase was recorded in sub-sectors of production of wood

Table 1.1 — Realized GDP (EUR million) in the
first quarter

2007 | 2008 |Rea|growth rate

GDP 525,0 586,6 8.1%

Source: Secretariat for Development of Montenegro

Graph 1.1 - Industrial production, annual

growth rate
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products (138.3%), production of textile products (67.4%),
other manufacturing industries (74.6%) and production of
transportation devices (55.0%). High growth rates of production
in these sub-sectors were influenced by extremely low base from
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the same period of the previous year, and their share of 4.2% in
total industry could not significantly influence the increase of
total industrial production rate. Sub-sector of production of basic
metals and metal products recorded growth of 2.5% which was
mostly influenced by the production of aluminium (4%). This fact
influenced growth of total manufacturing industry (3.6%). Food
products and beverages production recorded increase of 6.8%,
but what may be worrying is the fact that the producers’ prices
of industrial products in this area increase much faster than the
production itself (14.9%). The production of tobacco products
continuously declines. The decline of 64.5% was recorded in the
first quarter of this year. This is the production area which has
good natural predispositions (climate, available land, tradition
of cultivation and the possibility of placement of products).
Therefore, the Agro-budget for this year foresees the allocation
of funds (EUR 200 thousand) for stimulation of this production
and for improvement of the products’ quality. Nine areas of
manufacturing industry recorded decrease of production in
the observed period.

The production of electricity, gas and water supply increased by
26.2% in the first quarter of 2008 in relation to the same period of
the previous year. Such high growth was influenced by production
in thermo-power plant “Pljevlja”. At the end of the first quarter
thermo-power plant “Pljevlja” fully realized the production
plan for that period, which was very important in terms of
unfavourable water potentials. The high growth was influenced
by the low base from the same period of the previous year.
However, the repair of thermo-power plant “Pljevlja" is planned
for the period from 01 April to 15 May, which will influence the
decrease of production in the forthcoming period. The energy
deficit is present, but it will be reduced by the construction of
small hydro-power plans. Thirty-eight domestic and foreign
companies applied for the February tender for the construction
of new energy facilities with the strength up to 10 megawatt.
Therefore, 145 offers for 39 watercourses out of 43 offered
watercourses were submitted.

The Action plan for the implementation of the Energy Development
Strategy up to 2025, for the period 2008-2012 isin the preparation

Graph 1.2 - Industrial production by sectors, @ 2000 = 100
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phase. This Action plan will define the concrete activities referring
to realization of the Strateqy (description of programmes and
projects, dynamics of realization, expenses etc.). The idea on
the realization of the project “The Year of Energy Efficiency in
Montenegro” was promoted.

1.2.2. Tourism

During the first quarter of 2008 Montenegro was visited by
66.1 thousand of tourists or 26.2% more than in the same
period of the previous year. The number of arrivals of domestic
tourists increased by 14.9%, while the number of foreign tourists
increased by 32.4%. Coastal region was visited by 23.9% tourists
more than in the same period of the previous year and mountain
region was visited by 10.2 thousand of tourists or 49.7% more
in relation to the same period of 2007.

Number of overnights amounted to 306.7 thousand or 53%
more if compared to the same period in 2007. Extremely high
number of foreign tourists” overnights was recorded (94.5%). This
indicates significant prolongation of tourists stay in Montenegro.
Correctly directed promotion of the coastal and mountain tourism
during the whole year already showed positive results in the
first quarter of 2008. Coastal region recorded 218.1 thousand
of overnights or 75.5% more, while mountain region recorded
31.6 of overnights or 44% more. It is important to mention that
much more foreign tourists recognize Montenegro as attractive
destination. Therefore, number of overnights of tourists from
the following countries increased: France (137.6%), Hungary
(59.6%), Russia (40.6%), Croatia (68%), Greece (82%) and other
countries. Increased number of tourists from France is influenced
by a good promotion which was performed at the beginning of
this year when the enriched combined tourist offer was presented
to french tour operators. The new tourist product, oriented to
nature and national parks was offered as well.

The active promotion of Montenegrin tourist offer continued
in this period. Namely, Montenegrin tourist “products” were
presented at various international fairs (Vienna, Prague, Brussels,
Berlin, Moscow, Shanghai and Ohrid). Montenegro was presented
as the tourist destination also via the following publications:
“Contemporary Expression of Traditional Architecture in
Montenegro”, “ECO Lodge Concept for Montenegro” and
“Architectural Heritage of the Scadar Lake Basin”. This was

Graph 1.3 - Tourist arrival in the period
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good and permanent way of presentation of the natural potential
and cultural heritage of Montenegro, which represent a solid
base for the development of tourism as a perspective of the
economic development in all Montenegrin regions (middle,
coastal, mountain).

Project of qualification and integration of Montenegrin tourist
offer with the tourist offer of Italian region Apulia is in the process
of drafting. This project should influence the improvement
of cooperation and possible investments of Italian investors
in Montenegro. The value of the project financed mostly by

the Italian Government is EUR 140 thousand. The cooperation
with ltalian partners will enable the employees in tourism and
selected students from schools of tourism to acquire necessary
education in hotels in Apulia.

The construction of the first hotel of the one of the most
prestigious hotel chains “Four Season” was announced. This
hotel is supposed to be built within the exclusive maritime-
tourist centre “Port Montenegro” in Tivat. Realization of this
project would place Montenegro among top destinations of
the World's maritime tourism.

Box 1.1 — Forecasts of the World Travel and Tourism Council (WTTC)

According to preliminary results for 2008 and the forecasts related to the growth in travel and tourism sector by
2018, published by WTTC, Montenegro is placed among the leading World’s destinations. According to preliminary
data, broad economy generated by Montenegrin tourism during 2008 should record the growth rate of 17%, which
puts Montenegro at the second place. Romania is the second European country placed on this list (taking tenth
place), with the growth rate of 9.3%. Employment rate in Montenegrin economy generated by tourism in 2008

should amount to 11.2% and take third position.

Significant international activities were realized during the first
quarter. Montenegro signed Barcelona Convention and four
supporting Pratocols on Integrated Coastal Area Management
in the Mediterranean countries and gained full membership
in UNEP/MAP (United Nations Environment Programme —
Mediterranean Action Plan).

Since a certain number of hotels significantly rose the level of their
offer via new programs (aimed to satisfy very complex requests
of foreign quests), the need for the recategorization of hotels in
Montenegro occurred and therefore the related activities are
continuously performed.

According to regulations from the Law on Waste Management,
Montenegrin Government enacted the Plan for the waste
management in Montenegro for the period 2008-2012. This
Plan determines medium-term goals and conditions for the
rational and sustainable waste management in Montenegro.
Funds which are necessary for the realization of basic activities
from the Plan are estimated to EUR 90 million and they will be
provided from the loans of international financial institutions,

funds from local governments, Montenegrin budget and other
sources.

The innovated Master Plan for the tourism development
in Montenegro is in the process of drafting. Revision of the
documentis done with the support of the German Government
via developmentinvestment fund — DEG and German society for
technical cooperation — GTZ. This document is very significant,
because it should define further directions in development of
tourism.

1.2.3. Forestry

Owing to the extremely favourable weather conditions, 25,494
m® of forest assortments was cut in the first quarter of this year
which represents growth of 581.0% in relation to the same
period of the previous year.

Forestry sector continues realization of several development
projects which promote the efficient and sustainable policy.
Special effects were brought by the realization of the second



phase of the project “Forestry development in Montenegro”,
and significant results are expected after the implementation
of the “National Forestry Policy” which will improve long-term
resistance and productivity of the forest ecosystems, contribute
to the sustainable social and economic development of the rural
area and create a base for the long-term development and
competitiveness of the wood industry.

1.2.4. Construction

The value of performed construction work amounted to EUR
46 million in the first quarter of 2008 and it was by 45.2%
higherin relation to the comparative period. On the other hand,
construction activity measured by the effective working hours
increased by 17.3%. According to Monstat data the value of new
contracts for residential buildings amounted to EUR 28 million
or 111.8% higher than in the same period of the previous year,
and the value of new contracts on other construction buildings
amounted to EUR 29 million or 63.2% more. These data suggest
that in the forthcoming period the extremely high volume of
construction activities should be expected.

1.2.5. Transportation

Road passenger transport, measured by the passenger kilometres
amounted to 28.1 million or 7.3% less if compared to the same
period of the previous year. The declining trend was influenced by
the reorientation of passengers to the railway and air transport,
as well as by the frequent traffic interruptions caused by the
reconstruction of certain sections. The construction of the third
road lane at some localities along the Adriatic coast and the
reconstruction of some parts of the roads leading towards the
mountain region of Montenegro are currently performed. Al
works along the Adriatic coast should be finished by 01 June 2008,
when the high traffic intensity is expected (start of summer tourist
season). Road cargo transportation recorded growth of 73.4%.

Preliminary results of the feasibility study, performed by the
consulting group Louis Berger, show that the road from Bar to
the Serbian border s economically profitable, which s the result
of the increased frequency of traffic over the past years.

Construction of one kilometre of the road in this section will cost
between EUR 8.5 million and EUR 14 million, which will depend
on the gravity of certain sections, and total investment would

amountabout EUR 1.7 billion. However, the Government adopted
the Plan of regular and investment maintenance, reconstruction
and construction of roads during this year and granted EUR 54.5
million for its realization.

Railway passenger transport was 15.4% higher and railway cargo
transportation was 14.8% lower in the observed period. There is
an obvious need for the reconstruction of Montenegrin railways.
Therefore, Ministry of Maritime Affairs, Transportation and
Telecommunication made the first step towards that direction,
by searching the expert for the reconstruction process. The
donation form the French Government was asked as well. In this
period the agreements on transportation were concluded with
Aluminium plantin Podgorica, “US Steel Serbia“, “G-Transport”
from Budapest, “PanSped” from Novi Sad and Steel factory from
Niksi¢. After the launching of the container train, transportation
route to Bar became competitive with directions to Rijeka and
Kopar. Chinese container operator Cinsco expressed interest for
the containerroute between Chinese and Montenegrin harbours.
There is also readiness for providing credit support to expand
capacities of Port of Bar, which would help this Port to become
distributive centre for Chinese goods directed to the markets of
South East and Central Europe.

Total turnover in harbours amounted to 469.2 thousand tones,
or 2.1% less if compared to the first quarter of 2007, of which
35.8% referred to export and 61.8% to import. The export
decreased by 29.1% while the import increased by 19.7% in
this period. Reloading of the scattered cargo was lower because
cereals were not reloaded, while reloading of liquid cargo and
containers increased.

Air passenger transport recorded positive resultsin the first three
months when 142.5 thousand passengers were transported
whichis by 20.7% more than in the first quarter of the previous
year. Positive trends were largely influenced by modernization on
Montenegrin airports. DCS (Departure Control System) - a new
generation of the system for the passengers’ departures control
and automatic checking in was launched on 22 January at the
Airport of Podgorica an on 25 January at the Airport of Tivat.
Implementation of this system, which value amounted to EUR
400 thousand and which is financed by Airports of Montenegro
will improve technology of airport operations and enable higher
efficiency i offering services to passengers and airline companies.
Air cargo transport increased by 118.1% in this period.

REAL SECTOR DEVELOPMENTS
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1.3. Prices

If compared to the end of the previous year, prices in March
measured by the cost-of-living index increased by 2%. The
prices of goods increased by 2.1% while the prices of services
by 1.1%. Observed annually, cost-of-living increased by 8.2%
while retail prices increased by 8.8%.

The increase of cost-of-living rate of 2% was mostly influenced
by the prices of food products, because they have the largest
share in total goods and services basket on the basis of which
the cost-of-living index is calculated. With the growth rate of
3.61%, food products had share of 92.12% in total costs. Such
large share of food products in total inflation was influenced by
increased prices of bread, which, with the rate of 11.18% had
share of 23.18%, followed by the prices of fresh and processed
vegetables with the rate of 5.82% and share of 18.51% and the
prices of fresh and processed fruits with the rate of 5.32% and
share of 12.86%. Since the Bakers Association considered the
existing price of bread were too low, this influenced the increase
of price of bread at the beginning of this year. The price of bread
did not change since 2003, while the prices of the components
necessary for the production of bread (electrical energy, oil,
salt, water and other additives significantly increased which
inevitably influenced the increase in prices of bread and other
flourproducts. The Government tried to alleviate high increase of
prices by suggesting the VAT zero rates on bread which would be
applied as of 31 July 2008. However, the prices of food products

Graph 1.6 - Cost-of-living
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increased by 9.3%, annually. Prices of food products recorded the
fastestincrease in the region countries as well. In Macedonia, this
increase amounted to 21.5% annually, in Serbia 25.2%, Bosnia
and Herzegovina 12.9%, Romania 10.8% and in Eurozone, where
the total realized annual growth rate amounted to 3.6%, the
growth of prices of food products amounted to 6.2%.

Beside the food expenses, the total growth of cost-of-living
was influenced by the increase in prices of services of 1.15%
in relation to December 2007. Growth of prices of services was
influenced by the increase in prices of transportation services

Table 1.2 - Share of individual categories in total inflation

TOTAL 10.000 101.97 1.97 1.98 100
food 5.046 103.61 3.61 1.82 9212
Tobacco and beverages 694 100.24 0.24 0.02 0.84
Clothing and footwear 845 100.02 0.02 0.00 0.09
Housing 1.259 9947 -0.53 -0.07 -3.37
Personal care items 712 100.21 0.21 0.01 0.76
Education, culture 460 100.05 0.05 0.00 0.12
Transportation and postal services 984 101.74 1.74 0.17 8.66
Liquid fuels and lubricants 400 101.75 1.75 0.07 354
Goods 8.994 102.07 2.07 1.86 94.15
Services 1.006 101.15 1.15 0.12 5.85

Source: Monstat and CBM calculations



(railway passenger transportation - 58.58% and inter-city bus
transportation — 19.60%.

Qil prices at the World's markets constantly grew from the
beginning of this year. In the first quarter of 2008, the price of
the OPEC reference basket amounted to USD 92.67/barrel on
average or 6.5% more in relation to the price from December
2007. The average price of Brent crude oil amounted to USD
96.85/barrel in the first quarter, and the highest price of Brent
crude oil amounted to USD 103.58/barrel in March. Some of
the reasons for the increase of ol prices are weakening of US
dollar, growing inflation and American recession, decision of
OPEC countries not to increase their production despite the
American appeal. It could be said that the increase of oil prices
was influenced also by new tensions in Venezuela, which is the
third oil exporter to the US market as well as by the tensions in
the Middle East and usual speculative activities at the market.
Prices of liquid fuels and lubricants in Montenegro increased
by 1.75% in the first quarter of this year, but because of the
fifteen-day harmonization of fuel prices, the highest increase
was recorded in March (3.29%) when the price of the OPEC
reference basket amounted to USD 99.03/barrel or 9,2% more
than the price recorded in February.

Comparison of prices” growth in cost-of-living in the first quarter
of 2008 with the same period of 2007 indicates that prices grew

Table 1.3 - Cost-of-living (growth rates)

Graph 1.7 - Oil prices, monthly growth rate
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faster during 2008. Increase of food expenses was much higher
in this quarter than in the same period of the previous year, and it
was influenced by the increase in prices of agricultural products
which was again influenced by the last-year drought. Increase
in prices of food products (bread and pasta — 8.94%, fresh and
processed vegetables — 5.82%, fresh and processed fruits —
5.32%, milk — 3.54%, fat — 6.76%) influenced the growth of food
prices of 3.61%. The growth of prices of services was influenced
by higher prices of some transportation services.

MARCH 2005/

MARCH 2006/ | MARCH 2007/ | MARCH 2008/

DECEMBER 2004 | DECEMBER 2005 | DECEMBER 2006 | DECEMBER 2007
TOTAL 0.40% 0.80% 0.64% 1.97%
food 0.30% 1.50% 0.98% 3.61%
Tobacco and beverages 0.70% 0.10% 0.08% 0.24%
Clothing and footwear 0.30% 0.00% 0.64% 0.02%
Dwelling 0.80% 0.00% 0.20% 0.41%
Heating and lighting 0.00% 0.00% 0.00% -1.04%
Housing -0.30% 0.20% 0.20% 0.17%
Personal care items 0.10% 0.00% 0.47% 0.21%
Education, culture 0.20% 0.10% -0.04% 0.05%
larcisci‘zrtaﬁon and postal 1.50% 0.30% 0.30% 1.74%
Goods 0.40% 1.00% 0.65% 2.07%
Services 0.30% 0.10% 0.52% 1.15%

Source: Monstat
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During the first quarter retail prices increased by 2.3% The
increase was mostly influenced by the growth of prices of
agricultural products — 6.2%, industrial food products 2.6%
and services - 6%. Such high increase in prices of services was
influenced by the prices’ growth of 22.43% in transportation
services (railway passenger transportation and inter-city bus
transportation).

During the first quarter, producers’ prices of manufactured
products increased by 5.9%. The prices in manufacturing
industry increased by 8% and in mining and quarrying sector by
8.4%. If observed annually, producers™ prices of manufactured
products increased by 12.7%.

1.4. The Labour Market

Number of employees averagely amounted to 161,431 in the first
quarter and it was 6% higher if compared to the same period of
the previous year. Observed by sectors, the highestincrease was
recorded in construction sector — 37.66%, hotels and restaurants
—31.86%, fishery — 17.12%, financial intermediation — 13.07%
and transportation, warehousing and communications — 9.4%.
All other sectors recorded slight increase in number of employees,
while the number of employees in mining and quarrying sector
and manufacturing industry decreased by 3.19% and 3.92%,
respectively.

The new Labour Law which is in the procedure of adoption
should enable higher flexibility in the employment area, as
well as the Law on Employment and Work of Foreigners and
the Amendments to the Law on Employment, referring to the
increase of financial compensation for the certain categories of
unemployed persons. Requlation on tax reliefs for the employment
of certain categories of unemployed persons which steams from
the Programme of new employment is enacted.

When we observe the structure of employees by three basic
sectors (production, services and public sector), it may be noticed
that services sector has the highest number of employees followed
by the public and production sectors.

Labour market records constant decrease of unemployment
as a result of the efficient active employment policy and fast
economic development in Montenegro. Number of registered

Graph 1.8 — Number of Employees
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unemployed persons in the first quarter of 2008 averagely
amounted to 31,492 or 19.23% less than in the same period of
the previous year.

Market globalization, introduction of new technologies and
change of ownership structure in many companies influences
high oscillations in number and structure of subjects participating
at the labour market. New positive tendencies at the labour
market are expected and they will be directed to the reduction
in number of unemployed persons as a result of the seasonal
employment during the summer tourist season. Seasonal
employment (as a measure of the active employment policy) is
realized in tourism and catering, trade, construction, agriculture
and other sectors. On the basis of the Action plan for the period
2007-2008, 9,000 persons from the Employment Agency record
should be seasonally employed in 2008. In addition, the beginning
of therealization of the projects financed through private-public
partnership, construction of large infrastructural facilities and
continuation of the privatization process are some of the basic
plans in the economic policy of the Government for this year,
which will influence positive trends at the labour market.

Employment Agency is trying to raise the quality of the labour
force and to reduce structural discrepancies between offer and

demand for certain jobs via different educational programmes.
At the same time, realization of active employment policy
measures and development projects which enable opening of
new working positions (through the financial support for the
self-employment and small entrepreneurship) is aiming at the
reduction of the number of unemployed persons. In the period
from 01 January to 31 March 2008, 158 loans in the value of
EUR 666,735 were granted via self-employment programme,
which enabled opening of 218 new job positions. The highest
number of loans was granted in Nik3ic (43 loans, EUR 157,013),
Berane (19 loans, EUR 67,474) and Bijelo Polje (16 loans, EUR
67,207). The most of the loans were granted for the projects in
agriculture, crafts and trade.

Wages and Salaries

The average salary in Montenegro in the reporting period
amounted to EUR 576, being 24.14% higher than in the same
period of the previous year. The average salary without taxes
and contributions amounted to EUR 393 or 24.8% higher than
in the previous year. The highest salaries without taxes and
contributions were recorded in financial intermediation sector
(EUR 844), while the lowest salary was recorded in fishery sector
(EUR 143). The highest growth of salaries without taxes and

Table 1.4 - Average salaries without taxes and contributions by activity sector

Index of nominal | Index of real

I-11107 | I-11108 salaries salaries
I-11108/1-111 07 1-11108/1-111 07
SALARIES-TOTAL 315 393 124.87 115.62
agriculture, forestry and water management 308 368 119.48 110.63
fishery 131 143 109.16 101.07
Mining and quarrying 449 545 121.38 112.39
Manufacturing industry 340 383 112.75 104.39
Electricity, gas and water supply 486 497 102.33 94.75
construction 259 327 126.38 117.02
Wholesale and retail trade, repair 199 224 112.73 104.38
Hotels and restaurants 258 277 107.36 99.41
Transport, warehousing and communication 396 466 117.59 108.88
Financial intermediation 675 844 125.04 115.78
Real estate activities, renting 286 332 116.20 107.59
Public administration and social insurance 321 429 133.64 123.75
Education 271 384 141.70 131.20
Health care and social welfare 270 361 133.83 12391
Other public utility, social and personal services 279 350 125.45 116.16

Source: Monstat and CBM calculations
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contributions was recorded in education sector — 41.7%, health
care and social welfare - 33.7%, public administration and social
insurance — 33.6%, construction - 26.2% i.e. in sectors which
recorded the fastest growth in the previous year.

On the basis of the expressed movements, it may be concluded
that salaries (especially salaries without taxes and contributions)
recorded significant nominal and real growth in the first quarter
of 2008. The average salary without taxes and contributions,
calculated by the average annual cost-of-living index of 8%,
realized real growth of 15.6% in relation to the comparative
period.

The growth of 15.6% of average real salaries in the first quarter
is by 0.62% higher than the total realized real growth in the
previous year. The highest real growth was recorded in public
administration and social insurance sector — 23.75%, education
—31.2% and health care and social welfare — 23.91% which
was influenced by reduction of the level of salaries risk in these
sectors in relation to the rest of the economy.
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The first quarter of 2008 was characterized by slowing down
of banks’ credit activities, continuous growth of banks" assets,
deposits and monetary aggregates (Table 2.1).

2.1. Money supply

Money supply M21 amounted to EUR 2,755.6 million at the end
of the first quarter of 2008. Money supply M21 slightly increased
during the first three months (1%) while the annual growth
amounted to 50.2%.

In the structure of money supply M21, share of term deposits
significantly increased (Graph 2.1).

2.2. Banks' Liquidity

According to the basic liquidity indicators?, banks duly serviced
current liabilities over the first quarter of 2008.

Total banks" assets available for payments ranged between EUR
408 4 million and EUR 532.9 million averaging EUR 469.6 million
in the first quarter of 2008.

Table 2.1 - Selected monetary indicators

March ‘08 | March '08
Dec.’07 | March'07

Description/Period

Money supply M21 +1%  +50.2%
Banks’ assets +5% +80.2%
Total assets +9.8% +114.1%
Corporate loans +77% +127%
Household loans +125%  +117.7%
Total deposits +23% +64.7%
Corporate deposits -21% +77.7%
Household deposits +4.1% +709%
Allocated reserve requirement +76% +42.4%
B 61,9
60

50
40
30
20

Table 2.2 - Money supply’, EUR million, end of the month

o . 2007. 2008.
Description/Period
1] Vi IX Xl 0
M1 1,165.7 1,324.7 1,404.4 1,535.3 1,421.0
M11 1,200.2 1,358.0 1,436.3 1,557.0 1,461.6
M2 1,7214 2,028.7 2,283.3 2,600.3 2,589.7
M21 1,834.3 2,194.0 2,500.2 2,728.2 2,755.6

" Monetary aggregate M1 is consisted of MO (deposits of banks with (BM:calculating account of banks and appropriated reserve
requirements of banks, without the part which banks keep in treasury bills, and the estimated amount of money in circulation), demand
deposits of non-banking sector with banks and CBM, excluding the deposits of central Government. Monetary aggregate M111s consisted
of MTincreased for the demand deposits of central Government, in Euro and other currencies. Monetary aggregate M2 is consisted of M1
and term deposits of non-banking sector with banks and CBM, in Euro and other currencies, excluding the deposits of central Government.
Monetary aggregate M21 is consisted of M11 increased for term deposits of non-banking sector, including the deposits of central

Government, in Euro and other currencies.
2Nonconsideration aspect of liquidity management
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Table 2.3 - Average banks’ available funds and effected payments, EUR thousand

o . 2007. 2008.
Description/Period
| quarter Il quarter Il quarter IV quarter | quarter
Banks' available funds 414,887 435,808 517,250 515,904 469,590
Executed payments 38,437 51,020 48,966 48,126 41,033
Average: surplus 376,450 384,788 468,284 467,779 428,553

Banks' executed payments were continuously below their
available assets, averaging EUR 41 million. The aforementioned
movements resulted in surplus, the average amounting to EUR
428.6 million’.

Bearing in mind global financial crisis, high level of liquid assets
is very important, since all financial institution recommend the
improvement of liquidity management.

Available funds for domestic and international payments
amounted to EUR 494.6 million at end March 2008, and they
decreased by 11.3% in relation to end 2007, while if compared
to March 2007 they increased by 28.3%.

Structure of total available funds at end March 2008 shows that
51.9% of funds referred to available funds for domestic payments
and 48.1% to funds for international payments.

At the end of March, banks' liquid assets* amounted to EUR 454.2
million and in relation to end 2007 they decreased by 15,5%,
while in relation to March 2007 they increased by 11.7%. The
share of liquid assets in total assets at end March 2008 amounted
10 14.5% and it was 18% lower in relation to end 2007 and 23.4%
lower in relation to the same month of the previous year.

Loans to deposits ratio amounted to 1.15 at the end of the first
quarterrepresenting deterioration in relation to end 2007 when
it amounted 1.07 and March 2007 when it amounted 0.89.

During the first quarter of 2008, the reserve requirement for
liquidity was not used.

3Source: Report on banks' daily liquidity
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Data from the decade reports on banks’ liquidity show thatin the
first three months of 2008 the level of money supply, in relation
to short-term sources, for the banking system as a whole was
constantly above the decade minimum of 20% prescribed for
the banks which have higher level of loans than the total amount
of deposits and/or high share of non-performing loans in total
credit portfolio.”

2.3. Aggregated Balance Sheet of
Banks

Banks’ assets amounted to EUR 3,124.5 million at end March
2008 and in the first three months of this year they increased
by 5%. Observed by banks, only one bank recorded decrease
in assets, while the assets’ growth rates of other banks ranged
between 0.9% and 17.5%.

Return on average assets (ROA) ratio amounted to 0.23% at
end March 2008, while the return on average income-bearing
assets amounted to 0.26%.

The income-bearing assets made up 87.2% of total assets at
end March 2008.

The quality of assets is satisfactory. Pass assets (A) made up 56%
and non-performing assets (C, D, E) 2.5% of total assets at end
March 2008. Non-performing assets (C, D, E) made up 23.5%
of capital increased for provision for losses.

The concentration level, measured according to Hirshman
Herfindal index (HH index) decreased in the first quarter of this
year. Therefore, HH index at end March of this year amounted
t01,878.7 and it decreased by 113.2 over a year, i.e. by 47 points
inthe first quarter of this year. The concentration ratio (R shows
reduction of concentration to assetsin one bank. Ratios CR3 and
(RS show the increase of concentration in relation to the same
period of the previous year, i.e. the same level in relation to the
end of the previous year (Table 2.4).

Table 2.4 — Concentration in the banking
sector, measured by assets

MARCH | DECEMBER| MARCH

2007 2007 2008
HHa 19919 19257 1,878.7
CR1 0.37 0.35 0.33
CR3 0.62 0.64 0.64
CR5 0.81 0.84 0.84

2.3.1. Banks’ Lending Activities

Total loans amounted to EUR 2,467.9 million at end March
2008.

In comparison with the first quarter of 2007, the first quarter of
this year was characterized by slowing down of credit activities
in most of the sectors. (Table 2.5)

Loans increased by 9.8% over the first three month, while in the
same period of the previous year the growth was significantly
higher and it amounted to 36.1%. Significantly lower growth
rates were principally evident in households and corporate
sector which participated with 95% in total granted loans at
end March of this year.

During the first three months of this year, the average monthly
growth of loans amounted to 3.2%, while the loans averagely

grew by 10.8% in the same period of the previous year.

Maturity structure of total loans indicate dominant share of long-
term loans — 72.8% at end March 2008. (Table 2.6)

Table 2.5 - Increase in loans, %

March 2007 | March 2008

Sector/Period

Dec 2006 Dec 2007
Financial institutions 181.8 -18.3
Corporate sector 374 77
Households 320 12.5
General Government 1.2 14.6
Other 86.8 a7
Total 36.1 9.8

> Decision on Minimum standards for Liuidity Risk Management in Banks (“Official Gazette of Montenegro” No. 58/05)
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Table 2.6 — Maturity structure of total loans, Observed by sectors, most of the loans were granted to
end of the month, % households (36%) at end March 2008. In addition, 25.9% of
e T Dec Twarch loans were granted to trade, services, tourism and catering sectors

2007 | 2007 | 2008 (10.8%) and construction sector 8. 4% (Graph 2.4).
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Table 2.7 — Structure of loans by sectors, end March 2008, %

Sector/Loans March 2007 March 2008
Short-term | Long-term | Short-term | Long-term
Agriculture, hunting, fishing etc. 509 49. 24.4 75.6
Mining 813 18.7 35.6 64.4
Energy 879 12.1 21.2 78.8
Construction 352 64.8 26.6 734
Trade 352 64.8 39.0 61.0
Services, tourism, catering 49.0 51.0 331 66.9
Transport, warehousing, PTT communications 48.0 520 276 724
Finances 294 70.6 452 54.8
Real-estate trade 510 49.0 238 76.2
Administration, other public services 45.0 55.0 324 67.6
Households 1.3 88.7 122 87.8

Other 374 62.6 483 51.7




The quality of loans is satisfactory. At the end March of 2008,
past due loans made up 5.8% of total loans, non-performing
loans (C, D, E) 3%, while provisions for loan losses made up
2.6% of total loans.

At end March the concentration level measured by HH index
showed decrease by 188.8 or 3.2 points in relation to March and
end of the previous year. However, concentration level measured
by concentration ratio (R at end March 2008 was not changed
in relation to the end of the previous year. The concentration
level to loans decreased in one and three banks, while in five
banks itincreased in relation to the same period of the previous
year. (Table 2.8)

2.3.2. Deposits

Total deposits amounted to EUR 2,140.1 million at end March.
Over the first three months they increased by 2.3% and over a
year by 64.7%.

Out of the total amount of deposits, 9.2% referred to non-
interest-bearing deposits while 90.8% referred to interest-
bearing deposits.

HH index of concentration measured by deposits was 4.1 or 11.3
points higher at end March of this year in comparison with end
March and end December of the previous year. The concentration
ratio (R to deposits shows reduction of concentration only in one
bank, while this ratio for three i.e. five banks increased over a
year (Table 2.9).

The sector structure of deposits at end March 2008 shows that
the largest investment sectors are still households and corporate
sectors with 79.9% of deposits.

Even though the maturity structure improved in relation to the
March 2007, at end March 2008 it was not satisfactory. Demand
deposits still had the highest share. (Table 2.10)

Deposits’ structure by sectors was not satisfactory because
it indicates low diversification. The highest share of deposits
comes from households (49.6%) at end March 2008. If we
observe other sectors, the highest level of deposits is recorded
intrade (9.2%), finances (8%), transportation, warehousing and

Table 2.8 - Concentration in the banking
sector, measured by loans

MARCH | DECEMBER| MARCH

2007 2007 2008
HHk 2,102.5 19169 19137
CR1 0.38 0.32 0.32
CR3 0.68 0.67 0.67
CR5 0.84 0.86 0.87

Table 2.9 — Concentration in the banking
sector, measured by deposits

MARCH | DECEMBER| MARCH

2007 2007 2008
HHd 2,304.8 2,2976 2,3089
CR1 042 0.40 0.40
CR3 0.67 0.73 0.74
CR5 0.84 0.85 0.86

Table 2.10 - Maturity structure of deposits, end
of the month, %

MARCH |DECEM.|MARCH

Description/Period 2007 | 2007 | 2008

Demand 538 46.0 41.8
Term

To three months 6.8 13.6 13.7
I:)l;]oen;;la\:ee months to 337 223 232
From one to thee years 5.2 16.9 19.8
Over three years 0.5 1.1 15
Total 1000 1000 100.0

PTT communications (7.9%) and services, tourism and catering
(54%). (Graph 2.5)
2.3.3. Banks’ Borrowings

Banks'liabilities on the basis of borrowings amounted to EUR 618.7
million of which about 95% referred to foreign borrowings.

Banks' borrowings made up 21.6% of total banks' liabilities or
28.9% of total deposits placed with banks at end March 2008.
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Graph 2.5 - Structure of deposits by sectors, end March 2008, %
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2.3.4. Banks' Loans and Deposits with Banks
(and Banks’ Borrowings)

Loans to deposits ratio amounted to 1.15 at end March of this
year for the banking system as a whole. Observed by banks, this
ratio was higher than 1 in six banks while in other five banks it
ranged from 0.72 t0 0.97.

Loans/(deposit increased for banks” borrowings) ratio for the banking
system as a whole amounted to 0.89 at end March 2008.

2.3.5. Households' sector

Loans to the households' sector amounted to EUR 894.5 million at
the end of the first quarter of 2008. Loans to this sector increased
by EUR 483.7 million (117.7%) over a year, while the increase for
the first three months of this year amounted to EUR 994 million
(12.5%). The growth of loans in this sector slowed down in the
first three months of 2008 in comparison to the same period
of the previous year when the households” sector recorded the
increase of loans by 32%.

Maturity structure of loans to the households' sector at end March
2008 shows that this sector recorded the highest indebtedness
for the period over three years of maturity. Long-term loans
participated with 86.6% while the loans with maturity from
one to three years made up 19.3% of loans and loans with
maturity over three years made up 67.2% of loans granted to
this sector. (Graph 2.7)
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Earmarking structure of loans to households shows that this sector
takes mostly earmarked loans (47.7%). Earmarking structure of
loans did not significantly change over a year. (Table 2.11)

Residential loans had the highest share (55.9%) in earmarked
loans. In addition, 22.2% of loans were granted for the adaptation
of residential orbusiness premises, 10.2% for purchase of personal
consumption goods, 1.8% for the purchase of cars and 9.9% for
other purposes. (Graph 2.8).

Non-earmarked-cash loans still have significant share in total
loans to households (35.2% at end March 2008). Non-earmarked
loans were granted mostly to the period over one year: non-
earmarked loans with maturity from one to three years made
up 30.8% and loans with maturity over three years made up
55.3% of non-earmarked loans (Table 2.12).

Indebtedness per inhabitant amounted to EUR 1,442.4 at end
March 2008, while indebtedness per employee amounted to
EUR5,5409.e. per creditworthy parties (employees and retired
persons) EUR 3,461.2.

Deposits of households” sector increased by EUR 41.7 million
or 4.1% over the first three months of 2008 and at end March
they amounted to EUR 1.061 million. Annual increase of these
deposits amounted to EUR 440.5 million or 70.9%.

Maturity structure of households” deposits is not satisfactory.
Long-term deposits made up 14.2% of sector deposits. Demand
deposits recorded the highest share in maturity structure of
households' deposits (43.6%) followed by deposits with maturity
from three months to one year (28.9%).

Households' sector still has the position of net depositor in relation
to banks: on the basis of loans, deposits of this sector were EUR
166.6 million higher than its debt to banks, so that loans to
deposits ratio amounted to 0.84 at end March 2008.

2.3.6. Corporate Sector

Loans to the corporate sector amounted to EUR 1,469.7 million
at end March. Corporate sector debt increased by EUR 105.2
million or 7.7% over the first quarter, while the annual increase
amounted to EUR 822.3 million or 127%.

Table 2.11 - Earmarking structure of loans to
households, end of the month, %

MARCH | DECEM. | MARCH

Household loans 2007 2007 2008

Non-earmarked 36.2 364 352
Earmarked 53.3 46.7 477
Mortgage 9.8 16.3 16.6
Leasing operations 0.8 0.5 0.5
Graph 2.8 - Earmarked loans to
households, end of the month, %
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Graph 2.12 - Non-earmarked loans to
households, end of the month, %

MARCH | DECEM. | MARCH
2007 2007 2008

Non-earmarked loans 100 100 100
To three months 26 42 43
From three months to 159 126 96
one year

From one to three 594 370 308
years

Over three years 22.1 46.3 55.3

The largest part of the loans to the corporate sector was granted
with maturity period over one year (65.4% at end March 2008).
Share of these loansincreased by 4.5 percentage points in relation
to March 2007. (Table 2.13)
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Table 2.13 - Maturity structure of loans to
corporate sector, %, end of the month

MARCH | DECEM. | MARCH
2007 2007 2008

To three months 2.2 109 8.2
From three months to 36.9 %6.0 %.5
one year

From one to three 12 s 204
years

Over three years 48.7 411 450
Total 100.0 100.0  100.0

Deposits of this sector amounted to EUR 648.9 million at end
March and they increased by 77.7%n relation to the same period
of the previous year, while in relation to the end of the previous
year they decreased by 2.1%.

Corporate sector had a position of net debtor in relation to banks.
Net debt of the corporate sector amounted to EUR 820.7 million
at end March 2008. Loans to deposits ratio for the corporate
sector amounted to 2.3 at end March and it was deteriorated
in relation to the same period of the previous year (1.8) and in
relation to the end of the previous year (2.1).

2.3.7. Banks’ Capital

Total banks" capital reached the amount of EUR 258.9 million at
end March 2008. Over the first quarter it increased by 9.3%. The
annual increase of total capital amounted to 43.3%.

Observed at the level of the system, positive financial result (EUR
1.6 million) was realized at end March. Observed by banks, three
banks recorded negative financial result at end March.

In total income of banks, which amounted to EUR 71.7 million at
end March, the largest part was realized from interests (72.4%).
If we observe expenses which amounted to EUR 70.1 million, the
highest share was recorded by expenses from interests (37%)
and general expenses (29.9%).

Solvency ratio for the whole system amounted to 17.2% at end
March 2008. Observed by banks, solvency ratio ranged from
11.6% t0 173.3%.

Return on equities (ROE) ratio amounted to 2.63% for the whole
system.

Total capital made up 8.3% of total banks' assets, while, observed
by banks, this ratio ranged between 3.9% and 71.6%.

2.4. Banks’ Reserve Requirements

First quarter of 2008 was characterized by the implementation
of the new Decision on Reserve Requirement of Banks with CBM,
which influenced significant changes in reserve requirement
policy®: widening the base for the calculation, abolishing the
possibility of allocation of the reserve requirements to the
treasury bills.

Over the first quarter of 2008, deposits which made up the base
for the reserve requirements calculation averagely amounted
to EUR 1,776.1 million. The amount of the average base for the
reserve requirement calculation was significantly higher than in
the first quarter of 2007 (EUR 1,092 million). This is the result
of the total deposits growth as well as of the widening of the
base for the calculation.

At the same time, deposits which do not enter in the base for
the reserve requirement calculation averagely amounted to
2724 million.

Thee aforementioned movementsinfluenced the banks toallocate
EUR 278.8 million of reserve requirement in total as of 26 March
2007, which was by EUR 19.8 million or 7.6% more than at end
2007 i.e. 42.4% more than in March 2007. (Appendix B)

Share of allocated reserve requirement in total banks’ deposits
amounted to 13% at end March 2008 and it increased in relation
toend 2007 while it decreased in relation to March 2007. (Table
2.14)

Outof the total amount of the reserve requirement at end March
2008, 15.7% was allocated at the reserve requirement account
inthe country and 84.3% of the calculated reserve requirement
was allocated to the CBM account abroad.

6 Decision on Reserve Requirement of Banks with CBM (,0fficial Gazette of Montenegro, No. 9/07)



Table 2.14 - Allocated reserve requirements and total deposits, end of the month

2007. 2008.
Description/Period
I} \ IX Xl I}
Allocated reserve requirement (EUR mill) 196 228 256 259 279
Total deposits (EUR mill) 1,300 1,581 1,820 2,091 2,140
Allocated RR/total deposits ratio, in % 15.1 144 14.1 124 13.0

Table 2.15 - Structure of allocated reserve requirements, year-end, %

o , 2007. 2008.
Description/Period
o ove o [oxa o o [
Reserve Requirement Account in the Country 8.6 9.2 71 43 128 14.1 15.7
T-Bills 14 0.8

Reserve Requirement at CBM account abroad

900 900 929 957 872 859 843

Graph 2.9 — Reserve requirement, end of
the month, EUR thousand
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(BM calculated interest at a rate of 1% annually on 50% of
allocated reserve requirement held at the account of the reserve
requirement with CBM and paid EUR 340.248 in the period
January-March 2008. Reserve requirement was not used for
liquidity in the observed period, while a lower level of allocated
reserve requirement than prescribed one was recorded with two
banks for four days.

2.5. Micro Credit Financial
Institutions

The first quarter of this year was characterized by the increase
of activities in micro financial sector.

Total assets of microcredit financial institutions (MFIs) amounted
to EUR 62 million at 2008 March-end, which was by EUR 7.6
million or by 13.9% above the level reached at 2007 year-end, or
by 46.2% more compared to the same period last year. Besides,
during the first quarter of 2008 the total assets of Agroinvest
made up 66% of the total assets of MFIs. (Table 2.16)

The growth of credit activities of MFIs continued in the first
quarter of this year, which at the end of March amounted to
the total of EUR 58.2 million or 9.9% more compared to the
2007 year-end. The annual increase of MFIs" loans amounted
1053.9 %.

Average monthly increase rate of loans amounted to 3.2% in the
first quarter of this year (in the first quarter of the previous year
it amounted to 5.2%). From the total amount of claims at the
end of March 2008, 65.9% referred to claims from Agroinvest,
and 34.1% from claims from other MFIs. (Table 2.17)
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In the structure of MFIs" loan portfolio by sectors, loans granted
to agriculture were dominant - 61% at 2008 year end). (Table
218)

In the maturity structure of loans granted by MFIs, long-term
loans were dominant (92%). The loan portfolio indicated the low
level of past dueloans in the observed period (0.5%). Reservations
for loan losses amounted to 1.5% of total loans.

The money supply of MFIs (EUR 3.2 million) made up 5.2%
of the total assets, while fixed assets and other assets of MFIs
amounted to 2.49% of the total assets of MFIs at the end of the
first quarter of 2008.

Total MFIs' liabilities” amounted to EUR 45.7 million or 73.7% of
total MFIs liabilities. Sources of funds of MFls were and remained
mostly foreign capital, which was directed through micro credit

Table 2.16 —~MFI total assets, last day in month, EUR thousands

Description/Period 2007 2008.
Il Vi IX Xl Il
Alter modus 10.584 11403 11.038 12.757 14199
Agroinvest 29.820 32.590 34.668 36.186 40966
Montenegro Investment credit 1059 1.354 1.708 2.644 2992
Ozmont 953 994 1.203 1.267 1.617
Klikloan 301 1.592 2.260
TOTAL 42416 46.341 48918 54446 62.034

Table 2.17 - MFI’s total loans, last day in month, EUR thousands

Description/Period 2007 2008
M Vi IX Xl M
Alter modus 9.704 10.967 10.761 12.357 14.168
Agroinvest 26.300 29.797 31.873 35.669 38.322
Montenegro Investment Credit 980 1.307 1.545 2.589 2.666
Ozmont 817 891 1.090 1.191 1479
Klikloan 48 1.095 1.528
TOTAL 37.801 42962 45317 52901 58.163

Table 2.18 - MFI’s total loans, by sectors, last day in month, EUR thousands

Description/Period 2007 2008,
1] \ IX Xl 1
Trade 3978 4.656 4.799 5.847 6.611
Services 5.868 7168 6.881 9.034 12.492
Production 873 998 913 1.021 1.146
Agriculture 26.152 28.849 31.061 33.394 35.242
Other 930 1.291 1.663 3.605 2672
TOTAL 37.801 42962 45.317 52901 58.163

"Liabilities on loans taken and borrowings, conditional grants, subordinated debts and other liabilities.



lines to agricultural producers, entrepreneurs from the services
sector, small production, trade, and the like.

Total MFIs" capital amounted to EUR 16.3 million or 26.3% of
total liabilities at the end of 2008.0f the total capital amount,
EUR 9.8 million or 60% referred to the capital from donations,
EUR 0.6 million or 3.8% to donations, while undistributed profit
amounted to EUR 5.9 million or 36.2% of total capital. At the end
of first quarter of 2008, MFIs recorded positive financial results
in total of EUR 0.5 million.

2.6. Lending Interest Rates

Lending interest rates in the first quarter of 2008 slightly
increased. In March 2008 they amounted to 8.38% (weighted
average nominal interest rate - WANIR) and 9.16% (weighted
average effective interest rate - WAEIR) in relation to 2007
year-end when they amounted to 8.38% (nominal) and 9.09%
(effective).®

For the first time since the series of data is observed, in the first
quarter of 2008 WAEIR recorded the average monthly increase of
0.02 pp. In the earlier monitoring of the active interest rates data
series (September 2005), WAEIR recorded monthly decrease: by
0.15 percentage points (pp) during the last quarter of 2005, by
018 ppin 2006 and by 0.07 pp in 2007.

WANIR recorded average monthly increase in the first quarter
of this year as well, but only by 0.01 pp. The “spread” of interest
rates is slightly deteriorated. The average “spread” of interest
rates (difference between effective and nominal interest rate)
in 2007 amounted to 0.74 pp, while in the first quarter of 2008
it amounted to 0.78 pp.

The primary factor of growth of the interest rate is the global
financial crisis which influenced the growth of interest rates
and the decrease of available assets on the global market. Our
expectation is that the next period will be characterized by

8Itisimportant to mention that data on interest rates do not refer to
newly granted loans in the reporting month only, but to all loans
(cumulative), which are granted closing with the reporting month.
Movement of interest rates is analyzed here in that context.

Graph 2.10 - Annual lending interest rates,
in %
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stagnation or slight increase of lending interest rates, which
can be contributed by the pressure to the reference interest
rates of the European Central Bank, while we expect the deposit
interest rates will slightly increase, primarily due to increased
competitiveness in the banking market.

If we observe sectors’ interests rates (private, state, foreign), it
is notable that the level of interest rates on loans granted to the
private sectoris very similar to the level of interest rates on total
loans, which is considered as understandable, bearing in mind
the fact that loans granted to private sector have the highest
share in granted loans, so that they have the highest weight.
In the first quarter 2008 interest rates on loans to public sector
were at the approximately same level as in 2007, and therefore
were lower than the interest rates on loans granted to the private
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sector, primarily due to the higher security and lower credit risk
ofloans and advances of banks to the public sector. Interest rates
to non-residents considerably decreased in the beginning of

Graph 2.12 -WAEIR, on loans to households
and legal entities, annual, in %
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the quarter, and then increased, so that at the end of the first 16
quarter WAEIR to loans granted to non-residents amounted to 141
7.83%, which was by 446 pp above the recorded level inthe %]
. ’|O.
previous year. )
. . . . .. 6-
It could be noticed that interest rates on private individuals and
" . . 8y —Loans to legal persons
legal entities loans movements are very similar to interest rates |
¥ Sl the evel of 21 —Loans to households
on total loans movements. Still, the level of interest rates on
. ‘ 0 XXX g v X xDe v v vapebeeod spf 1] i
loans granted to households is considerably above the interest 5005 2006 2007 2008
rates granted to legal entities, as well as higher than the interest
rates on total loans. Average difference in the level of interest
Table 2.19 - Annual weighted average interest rates on loans to legal entities, by sectors, in %
. 2005 | 2006 2007 2008
Activity Rate
xit [ o [ [ owe [ | oxa | o
WANIR 749 652 658 682 709 692 703
1. Agriculture, Hunting, Fishing
WAEIR 762 688 689 717 742 725 736
WANIR 1171 781 830 791 775 747 750
2. Mining
WAER 1281 729 809 821 787 832 778
WANIR 1068 825 770 711 743 771 783
3. Production
WAER 1170 889 845 792 799 849 849
WANIR 1045 827 758 792 740 702 724
4. Energy
WAEIR 1417 890 816 843 822 765 802
WANIR 1197 833 785 745 772 774 791
5. Construction
WAEIR 1272 906 942 832 836 869 852
WANIR 1104 857 779 778 779 766 768
6. Trade
WAEIR 1224 953 844 832 831 806 831
, , WANIR 978 757 773 728 834 834 79
7. Services, Tourism, Hotel Management
WAEIR 1106 855 790 784 843 939 84
o WANIR 978 852 803 800 797 773 775
8. Transport, Storage and Communications
WAEIR 1081 937 878 863 844 837 831
WANIR 585 712 668 591 692 719 733
9. Finance
WAEIR 611 785 715 747 722 821 776
WANIR 1174 842 783 744 772 774 779
10. Real Estates Trade
WAEIR 1304 951 846 849 835 872 840
Services WAER 1105 851 823 778 763 779 787
WANIR 1024 727 753 477 681 730 644
12. Other
WAEIR 1081 478 532 723 745 961 695

Note: rating is done according to the WAEIR level in December 2007



rates to the loans granted to households and legal entities in
the first quarter 2008 amounted to 1.86 pp for WANIR and
2.51 pp for WAEIR. Therefore the “spread” of interest rates on
loans granted to legal entities amounted to 0.55 pp, while the
difference between effective and nominal rate on loans approved
to households averagely amounted to 1.20 pp.

Observed in the frame of legal entities, interest rates to legal
entities split on particular activities, the first quarter of 2008 is
generally characterized by the downward trend slowing down,
compared to 2007 year-end. Out of 11 observed activities,
the interest rates on legal entities’ loans in 3 sectors recorded
increases compared to December 2007: agriculture, energy and
trade. Average interest rate to the loans granted to legal entities,
by sectors, at March-end 2008 amounted to 8.02 %.

If we observe interest rates on loans granted to residents and
non-residents, within the frame of private individuals, it could
be seen that interest rates on residents’ loans almost correspond
to the interest rates on private individuals total loans, because
minor part of private individuals' loans goes to the non-resident
private individuals’ loans. The interest rates on loans granted to
banks' employeesin the first quarter of 2008 continued the trend
from 2007 and slightly fluctuated (around 7%). The lower level
of these interest rates is understandable because of the lower
loan risk, better banks" insight in employees” transactions, as
well as because of somewnhat privileged banks” treatment of
its employees compared to others.

If we observe interest rates on loans by maturity, it could be
noticed that interest rates on long-term loans were above the
interest rates on short-term loans during the first quarter of2008
(0.12 pp). In March, weighted average effective interest rate
on short-term loans amounted to 9.06% and 9.18% on long-
term loans.

2.7. Deposit Interest Rates

In March 2008, Central Bank of Montenegro for the first time
published the weighted average deposit interest rates (WADIR)
and it amounted to 3.68% According to this interest rate, the
interest margin amounted to 5.47%.

Graph 2.13 - WAEIR, on loans to
households and legal entities, annual, in %
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Weighted average effective interest rate on deposits of private
individuals amounted to 3.63%, while the interest rate to deposits
of legal entities amounted to 3.74%. The loan margin on loans
granted to private individuals amounted to 7.10%, while the
loan margin granted to legal entities was much smaller and
amounted to 4.54 %.

Ifwe observe deposits by maturity, WADIR to demand deposits
amounted 0.72%, to time deposits up to 3 months 4.94%, to
time deposits up to 1year 5.64%, to time deposits up to 5 years
5.38%, and to time deposits more than 5 years 6.09%.

Observed by activity, the highest weighted average deposit
interest rates (WADIR) referred to the following sectors: transport
(5.23%), financial sector (4.34%), administration and public
services (4.05%), trade (3.70%), construction (3.61%) etc.
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There are no reliable data whether the global financial crisis
influenced the Montenegrin market or the decrease of stock-
exchange indices is the result of ,the break of price balloons”,
but the slowdown of the global economic growth will most
probably influence the length of the recession period on the
Montenegrin stock exchanges. In the first quarter there were no
bigger investments on the capital market which would push the
market into new growth. In addition, the present political risks in
the surrounding countries created unfavourable ground for new
investments. The decrease in values of securities was additionally
influenced by the activation of loans on security which citizens
took mostly in order to be present on the market.

Total turnover on Montenegrin markets in the first quarter of 2008
amounted to EUR 56.9 million, which was 74% less than the total
turnoverin the same period of the last year. Compared to the last
quarter of 2007 the turnover decreased by 51.2%. The average
monthly turnover in the first quarter of 2008 amounted to EUR
18.9 million which is considerably below the average monthly
turnover in 2007, which amounted to EUR 60.6 million. The
largest part of the turnover was achieved through the secondary
trade, while the turnover received through the primary trade
amounted to 0.4 %.

The number of realized transactions amounted to 17.5 thousand
orby 72.7% less compared to the first quarter, and by 41% or 12
thousand less compared to the last quarter 2007.

Graph 3.1 -Turnover on Montenegrin stock

exchanges in the first quarter 2005, 2006,
2007 and 2008, eur million
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Source: Nex Montenegro and Montenegro stock exchanges

Larger part of turnover and transactions was realized in Nex
Montenegro stock exchange (54.8% of total tumnover and 64.5% of
total realized transactions), and smaller partin Montenegro stock
exchange (45.2% of total turnover and 35.5% of transactions).

Structure of turnover

In the total turnover structure in the observed period, the share
of companies’ shares was dominant (73.5%), followed by Joint
investment funds shares (18.3%), while turnover in various
bonds amounted to 8.1%.

Table 3.1 - Comparison of turnover on Montenegrin stock exchanges (relative changes)

Period Q1°08/Q2'05 | Q1'08/Q1°06 | Q1°08/Q4°07 | Q108 /Q1°07

Total turnover on Montenegrin stock
exchanges

0.6% 74.0% -51.2% -74.0%

Calculation: (BM

CAPITAL MARKET




CHIEF ECONOMIST REPORT - JANUARY-MARCH 2008

Graph 3.2 -Turnover on Montenegrin stock

exchanges in the first quarter 2008
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Similar share in the turnover structure was noticed in the reference
period of previous years, although it may be noticed that compared
tothe first quarter of 2007 (two characteristic quarters — onein
the expansion phase and other in the contraction phase of the
market) the trade with companies’ shares decreased, while the
trade with Joint Investment Funds and various bonds increased.
This s the usual change in the structure of trade when the market
is in decrease phase due to movement of investor’s portfolio to
less risky and less fluctuating investments.

Total turnover of shares of Montenegrin companies amounting
EUR 41.8 million was realized through 13 thousand transactions,
or 74% of total realized transactions. The realized turnover was
51.2% lower if compared to the last quarter and 76.7% lower
compared to the first quarter of 2007. There were 8.4 thousand
less transactions with companies’ shares compared to the fourth
quarter of 2007, as well as 37.5 thousand transactions less than

Graph 3.3 - Turnover (eur millon) and number
of realized transactions of companies’ shares
in the first quarter 2007 and 2008
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inthe first quarter of the same year. Almost exponential growth
of turnover and volume of transactions within the first quarter
2007 was replaced by stagnation and decrease in the first three
months of 2008.

The turnover of shares of Jointinvestment funds n the first quarter
of 2008 amounted to EUR 10.4 million through 3.9 thousand
investments. The turnover of shares of Joint investment funds,
compared to the previous quarter decreased by 60.7% while,
compared to the first quarter of 2007, the turnover of such
material was 66.6% lower. Number of realized transactions
of Joint investment funds’ shares was by 3.7 thousand lower
compared to the previous quarter while compared to the first
quarter of 2007 it decreased by 8.8 thousands.

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

2007. 2008.

turnover Absolute | % of total | Absolute | % of total | Absolute | % of total | Absolute |% of total

turnover ﬁgure turnover ﬁgure turnover

Structure of 2005. 2006.
Q1" 2008 figure | turnover | figure

Shares 51,835,131 91.7 | 24,124,969
Joint

Investment 1,324,797 23| 6587479
Funds’ shares

Bonds 3,391,229 6.0 1,980,259
TOTAL 56,551,157 100.0| 32,692,707

73.8| 179,855,537 82.1| 41,834,069 735
201 31,158,689 14.21 10,417,702 18.3
6.1 8,075,093 37| 4,626,758 8.1

100.0 | 219,089,319 100.0 | 56,878,529 100.0

Source: Nex Montenegro and Montenegro stock exchanges



Graph 3.4 - Trends of turnover and number
of transactions of Joint Investments Funds’

(JIF) shares in Montenegrin stock exchanges
in the first quarter 2008
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The turnover of various bonds (frozen foreign currency deposits,
municipal, restitution and roads reconstruction bonds) in the
first quarter of the current year increased by 18.1% compared
tothe last quarter 2007, but compared to the first quarter of the
previous year it decreased by 42.7%. In addition, the number
of realized transactions with various bonds decreased (53.6%
and 20.2% compared to the last quarter and the first quarter
of 2007, respectively).

The structure of turnover of bonds was dominated by turnover
of restitution bonds which amounted to 93% of total bonds’

turnover, including 5.4% of municipal bonds and 1.6% of

Table 3.3 — General Data on Indices

Graph 3.5 - Trends of turnover and number
of transactions of bonds in Montenegrin
stock exchanges in the first quarter 2008
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frozen foreign currency deposits. High ratio of restitution
bonds turnover was influenced by the decision of the Ministry
of Finance of Montenegro’ to enable debtors (individual persons
andlegal entities) to pay their obligations (paying taxes, debt to
country) using frozen foreign currency deposits’ and restitution
bonds. In 2007, there was no trading with bonds for roads
reconstruction.

Indices
All three indices recorder decrease in the first quarter of 2008.

MOSTE index, compared to the end of the previous quarter,
had the absolute decrease by 412.4 index points, or by 10.7%.

MOSTE NEX 20 NEXPIF
Value as on 31°* March 2008 1.215.25 24,958.86 27.686.03
Absolute change in Q1 2008 -412,4 -11.543,14 -9.209,77
Starting index value 100,0 1000,00 1000,00

Maxim value in Q1 2008
Maximum historical value
Minimum historical value

Increase from 31t December 2007 to

- 0,
315t March 2008 10,7%

1.613,04 09.01.2008. 34.168,63 09.01.2008. 39.229,17 09.01.2008.
24554 07.05.2007. 48.617,88 07.05.2007. 50.780,54 17.08.2007.
94,8 23.06.2004.

918,57 14.04.2003. 959,53 02.04.2003.

-27,0% -29,4%

Source: Nex Montenegro and Montenegro stock exchanges

? Decision on the Conditions and Procedure of the debt buy-back of Montenegro using the bonds of the former owners based on the
compensation for seized property benefits (“Official Gazette of Montenegro No. 17, 11th March 2008).
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NEX20 index decreased by -11,543.14 index points or by 27%,
and NEXPIF index decreased by 9,209.77 index points or by
294%. Compared to their maximum values in 2007, indices
at March-end decreased: MOSTE by 50.5%, NEX PIF by 45.5%
and NEX-20 by 48.7 %.

Block trade

Only one block transaction amounting to EUR 283 thousand was
realized in the first quarter 2008.

Graph 3.6 — MOSTE index movements
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Graph 3.7 - NEX20 and NEX PIF indices
movements
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(apitalization

The capitalization of the Nex Montenegro stock exchange
decreased by 22.1% compared to the end of the previous year
while, compared to the first quarter of 2007 it was 23% lower.
Montenegro stock exchange also recorded the decrease in
capitalization compared to 2007 year-end by 11.9%, while,
compared to the end of the first quarter 2007, the capitalization
on this stock exchange increased by 1.1%.

Graph 3.8 - Capitalization at Montenegrin
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Graph 3.9 - Turnover ratio
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Liquidity, measured by the turnover ratio in March 2008,  end of the first quarter of 2007, the liquidity decreased by 97.9%
compared to the end of December 2007, decreased by 25.5%  on Nex Montenegro exchange and by 98.7% on Montenegro
on the Nex Montenegro stock exchange, while it increased on  stock exchange.

the Montenegro stock exchange by 64.8%. Compared to the

Box 3 - Influence of global crisis on regional stock exchanges

Global financial crisis had influence on the most of stock exchanges in the region, and in some countries like Serbia
it was strengthened by the political instability. The following two tables show some indicators of business at stock
markets in the region.

Table 1 - Turnover, transactions and market capitalization on regional stock exchanges

in EUR, 2007

Stock exchange Tyrnover Number of transactions | Market capitalization as

in 2007 (January — December) | of 315t December 2007

Macedonian stock exchange 496,805,227 141,858 5,050,236,378
Ljubljana stock exchange 2,226,901,000 282,939 19,740,100,000
Zagreb stock exchange 9,070,660,058 519,194 53,742,769,441
Belgrade stock exchange 2,082,166,405 310,210 N/A
Montenegro stock exchange 274,187,409 72,711 3,698,754,994
Nex Montenegro stock exchange 452,828,757 151,926 3,581,250,319

Sources: Websites of regional stock exchanges

Table 2 - Comparative analysis of regional stock exchanges in the first quarter 2008, in EUR

Y
9% Ratio of ) raFlo ti % changes
realized ;
turnover transactions |n.m§rke't
| quarter 2008 Turnover Numberof Mar_ket. Q108 Q108 capitalization
transactions | capitalization and total (31.03.
and total
wnover | - nsactions | . 200"
2007 2007 31.12.2007.)
ISR 49731755 13,806 4464321997 10.0 97 116
exchange
Ljubljana stock exchange 449,792,000 66,141 15,050,420,000 20.2 234 -23.8 -
e
Zagreb stock exchange 1,670,020,948 3,043 43,922,829,670 184 0.6 -18.3 =
<
Belgrade stock exchange 210,283,988 35,848 N/A 10.1 11.6 N/A E
=T
Montenegro stock 25703514 6,203 3257602205 94 8.5 119 =
exchange =
Nex Montenegro stock v
31,175,015 11,271 2,790,899,384 6.9 74 221
exchange
*Market capitalization as of 31st March 2008
Sources: Websites of regional stock exchanges
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In the last quarter the initiative to integrate two stock exchanges
supposed to increase the degree of transparency, reduce costs
and to improve the market supervision was not successful.
Introduction of PIN increased the security degree of individual
investors. Securities and Exchange Commission considered the
possibility to approve issuing of securities based on mortgages, as
well as preregistration of closed into open investment funds.

One more bank was granted the permission for performing
custody operations (keeping, registration, settling and collecting
incomes based on the property on securities and monitoring
corporate activities of the clients” issuers).

The presence of regional institutional investors, as well as new
domestic ones (pension funds, insurance companies) issuing
new market materials (corporative bonds), as well as presence
of financial derivatives may contribute to the liquidity of stock
exchanges in the future.
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4.1. Consolidated public consumption

According to the Ministry of Finance data'®, total current public
revenues'! in the period January — March 2008 amounted to
315.5 million Euro or 11.6% of the estimated GDP for 2008.
If compared to the same period of the previous year, public
revenues increased by 37.6%.

The structure of budgetary revenues shows that the most
important were revenues from taxes amounting to EUR 185.5
million or 34% more compared to the same period of the previous
year, as well as revenues from contributions which increased
by 26.5% amounting to EUR 69.6 million. Incomes from taxes
amounted to EUR 9.7 million and increased by 21%, incomes from
fees increased 109% and amounted to EUR 32.2 million, while
other revenues amounting to EUR 13.7 million increased by 38.4%
compared to the same period of the previous year. Revenues from
repayment of granted loans amounted to EUR 5 million or 108%
more compared to the same period of the previous year.

(onsolidated public expenditures in the period January — March
2008 amounted to EUR 273.7 million or 10.1% of estimated GDP.
Compared to the same period of the previous year they increased
by 28.5% due to increase of current expenditures (10.6%),
transfers for social protection and transfers to institutions,
individuals, non-government and public sectors (41%), capital
expenditures (51.2%) and expenditures for borrowings and
loans (184.6%).

In the period January — March 2008, public revenues were EUR
41.8 million higher compared to realised expenditures. According
to the announcement of the Ministry of Finance, it is expected
that they will be used for repayments of foreign and domestic
loans, obligations from restitution and obligations from previous
years. (Annex C, Table 13).

Box 4.1 — Amendments to the Budget Law

In November 2007, Parliament of Montenegro adopted Amendments to the Budget Law that precisely define
terminology, institutions and terms introduced in the Law for the first time. According to the Amendments, the
existing non-budgetary funds (Pension and Disability Insurance Fund, Health Insurance Fund, Development Fund,
Restitution Fund and Employment Agency of Montenegro) have now received the treatment of consumption
unit of Montenegro’s Budget. Adoption of the budget for these funds is now in competence of the Parliament of

Montenegro.

Since January 2008, revenues or expenditures of state funds are shown as the constituent part of incomes or
revenues of the Budget of Montenegro, which would influence the management of the Budget as well as increase

of the transparency and rationality of the public finances.

Also, this Law precisely defines terms of implementation of programme budget, as well as obligations of consumption
units related to unspent assets in the realization of the capital budget.

10 Source of data: Bulletin of the Ministry of Finance

" Total current public revenues include revenues of the budget, state funds and local self-administration.
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The amended Budget Law puts out of force the Law on Debt Contracting and Public Debt Management, introducing
the term “public debt” instead of “public sector debt” which precisely defines the role of the Ministry of Finance in
the procedure of signing credit arrangements and issuing state guarantees. According to the new Law, the debt is
total debt of the state and local administration units and the difference from the public sector debt is that it does

not include debt of legal entities in which Montenegro, state funds or municipalities have the highest share.

4.2. Budget of Montenegro and state funds

Ministry of Finance data show that total budget revenues
which, according to the Amended Law on Budget?, as of January
2008 include budget of Montenegro and state funds amounted to
EUR 259.6 millionin the first quarter of this year and comparing to
the same period of the previous year they increased by 18.2%.

The structure of budget revenues in the first quarter of 2008
shows the continuation of the high increase of current revenues
amounting to EUR 254.9 million or 9.4% of GDP, representing

98.2% of budget revenues. Compared to the same period of 2007,
current revenues increased by 29.5% as the result of the increase
in taxincomes, fees and other budgetary incomes (various fees
and repayment of taxes).

The cumulative of incomes from real estate sales, borrowings,
loans and incomes from donations amounted to EUR 4.7 million
or 1.8% of total revenues, making up 0.2% of GDP.
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Box 4.2- Structure of budgetary revenues

The structure of the current revenues shows that the highest ratio was realized by incomes from taxes (63.1%) and
contributions (27.3%). Incomes from taxes amounted to EUR 160.9 million which increased by 30.4% compared
to the same period last year, resulting from the increased incomes from VAT by 26.8%, excises by 51%, personal
income tax by 53% and tax on international trade by 31%. The growth of these revenues was influenced by increased
economicand business activities, as well as by more efficient work of taxation and customs services. Revenues from
VAT amounted to EUR 85.4 million and their share in current revenues amounted to 33.5%, and in revenues from
taxes 53.1%, while the second important item were excises, which share in current budget revenues amounted to
9.3%. Revenues from contributions amounted to EUR 69.6 million 26.4% more if compared to the same period of
the previous year with the evident growth in all categories.

Positive trend in the first quarter of 2008 was achieved by other revenues, thus the revenues from taxes increased
by 32%, from fees by 28.5%, other revenues by 32% and receipts from loan repayments by 53%. In total, these
revenues amounted to EUR 24.4 million and had share of 9.6% in current budget revenues.

According to the Ministry of Finance data, consolidated budget
expenditures” in the first quarter 2008 amounted to EUR
2221 million or 8.2 of the estimated GDP. Budget consumption

12%0fficial Gazette of MNE” No. 12/07
B Total expenditures decreased by repayment of debts.

increased by 25.4 % if compared to the first quarter of the
previous year.



Table 4.1 - Current revenues of the Budget of Montenegro and state funds, eur million

Type of revenue Realized Realized Realized compared
Jan-March 2008| Jan-March 2007 to 2007

TAXES 160,93 123,43 130,38
Personal income tax 20,86 13,64 152,93
Corporate income tax 10,80 10,58 102,08
Property tax 3,10 342 90,64
VAT tax 85,36 67,30 126,84
Excise duties 23,72 15,74 150,70
Tax on international trade and transactions 15,23 1,57 131,63
Other Republic taxes 1,86 118 157,63
Contributions 69,58 55,03 126,44
Contribution for Pension and Disability Insurance 39,51 30,71 128,66
Contributions for Health Insurance 28,3 23,05 122,78
Contributions for unemployment insurance 1,77 1,27 139,37
DUTIES 573 4,34 132,03
Administrative fees 2,65 1,76 150,57
Court fees 2,01 2,05 98,05
Residence taxes 0,02 0,02 100,00
Other taxes 1,05 0,51 205,88
FEES 5,72 4,45 128,54
Fees for public goods utilization 1,01 0,78 129,49
Fees for utilization of natural resources 0,57 0,33 172,73
Ecological fees 0,48 0,38 126,32
Fees for games of chance 117 1,1 105,41

Tolls 1,61 1,23 130,89
Other fees 0,88 0,62 141,94
OTHER REVENUES OF THE REPUBLIC 10,40 7,89 131,81

Revenues from capital 1,86 1,43 130,07
Fines and seized property benefits 5,84 2,03 287,68
Revenues that bodies realize by performing their activities 0,77 2,44 31,56
Other revenues 193 1,99 96,98
Receipts from credit repayments 2,57 1,68 152,98
Total current revenues 254,93 196,82 129,52

Source: Ministry of Finance

Box 4.3 — Structure of budget expenditures

In the structure of total budgetary expenditures, the highest share of 44.5% or EUR 99 million was recorded in
current expenditures, which is 7.5% higher in relation to the first quarter of the previous year. Expenditures from
transfers for social protection amounted to EUR 68 million (30.6%) while the budget expenditures for transfers
to institutions, individuals, non-government and public sectors amounted to EUR 39 million. In the structure of
these expenditures, in comparison with first quarter of the previous year more funds were allocated to the pension
and disability insurance, social and health protection, non-government sector and public institutions. The sum
allocated for capital expenditures (current capital expenditures and capital budget of Montenegro) amounted to
EUR 6.7 million, which is at the same level of the expenditures from the comparative period of the previous year.
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The amount of EUR 7.4 million was approved for borrowings and loans or three times more in relation to the same
period of last year, while the budget reserves amounted to EUR 2.2 million.

The largest share of funds in current budgetary expenditures was spent on gross earnings and contributions to
the cost of the employer, amounting to EUR 64.5 million, which is by 21.7% more compared to the same period in
2007. Gross earnings contributed to consolidated budget expenditures with 29.1% and their share in GDP amounted
to 2.4%. Other categories of current expenditures (other earnings, expenditures for material and services, other
expenses, current maintenance, rent, subventions and interests) burdened the budget with EUR 34.4 million of
15.5% cumulatively.

Table 4.2 - Consolidated expenditures of the Budget of Montenegro and State Funds 1t January
- 30th March 2008, eur million

Realized | Realized | % of realization

DESCRIPTION Jan-March{Jan-March| in relation to
2008 2007  |Jan-March 2007
Gross salaries and contributions paid by employer 64,52 53,01 121,71
Net earnings 3719 30,82 120,67
Tax on earnings 7,36 587 125,38
Contributions paid by employee 10,40 8,47 122,79
Contributions payable by employer 8,52 7,02 121,37
Surtax on tax 1,05 0,83 126,51
Other personal income 293 421 69,60
Material and service expenses 18,59 20,80 89,38
Current maintenance 3,25 4,14 78,50
Interests 3,52 579 60,79
Rent 1,56 0,95 164,21
Subsidies 3,67 2,36 155,51
Other expenditures 0,86 0,74 116,22
Transfers for social security 67,99 62,16 109,38
Social protection rights 10,25 8,85 115,82
Redundancies 2,02 3,02 66,89
Pension and disability insurance rights 51,98 46,67 111,38
Other rights in social protection 2,57 1,74 147,70
Other rights in health insurance 117 1,88 62,23
Transfers to institutions, individuals, non-governmental and public sector 39,14 12,58 311,13
Transfers to institutions 34,69 8,54 406,21
Transfers to non-governmental sector 0,88 0,78 112,82
Transfers to individuals 3,55 3,26 108,90
Transfers to public sector 0,02
Capital expenditures 1,32 6,81 19,38
Capital budget of Montenegro 542
Loans and credits 714 2,32 307,76
Repayment of guarantees 0,00 0,00
Reserves 2,16 1,22 177,05
Current expenditures 98,90 92,00 107,50
Consolidated expenditures of the Budget of Montenegro and State Funds 222,07 177,09 125,40

Source: Ministry of Finance



Observing the amount of surplus/deficit as the difference
between revenues and expenditures, if revenues are reduced
for borrowings, accepted transfers, donations and revenues from
property sold, and if expenditures are reduced by repayments of
capital in the country and abroad on the basis of debts arising
from borrowings and issuance of securities, from 1st January to
31st March 2008 the Budget of Montenegro™ recorded surplus
of EUR 32.8 million.”

4.3. Local government

According to preliminary data of the Ministry of Finance, current
revenues of the local government in the period January-March
2008 amounted to EUR 60.6 million or 2.2% of GDP, being 87%

higher than in the corresponding quarter of 2007. The structure of
revenues shows that the revenues from fees and taxes accounted
for the main share (43.6% and 40.5%, respectively), while other
revenues (receipts from credit repayments and other revenues)
amounted to 15.9%.

Incomes from fees considerably increased as a result of especially
increased collection of fees for using the construction land (121%)
and other fees (169%). Revenues from taxes amounted to EUR
24.5 million and were increased by 63%, and their growth was
influenced by revenues from local taxes (93.5%) and taxes on
property (93%).

Consolidated expenditures of local administration in the period
January — March 2008 amounted to EUR 51.7 million or 1.9%

Table 4.3 — Current revenues and consolidated expenditures of local administration, eur million

Type of revenue Realized Realized % of realization
Jan-March 2008 | Jan-March 2007 |compared to 2007
CURRENT REVENUES 60,64 32,43 186,99
Taxes 24,54 15,03 163,27
Fees 3,96 3,68 107,61
Duties 26,44 1093 24190
Other revenues 3,32 2,03 163,55
Receipts from credit repayments 2,38 0,76 313,16
EXPENDITURES 51,64 35,34 146,12
Current expenditures 17,70 13,44 131,70
Gross salaries and contributions paid by employer 8,00 6,24 128,21
Other personal income 1,19 1,19 100,00
Material and service expenses 583 4,00 145,75
Current maintenance 117 1,26 92,86
Interests 0,16 0,12 133,33
Rent 0,12 0,15 80,00
Subsidies 0,29 0,14 20714
Other expenditures 0,94 0,34 276,47
Transfers for social security 0,08 0,07 114,29
Transfers to institutions, individuals, non-
gjv;rir;:wtalsgrtijt;)uks)llic ?ectdoLia e >74 468 12265
Capital expenditures 26,99 15,51 174,02
Loans and credits 0,26 0,31 83,87
Reserves 0,87 133 65,41

Source: Ministry of Finance

"Budget of Montenegro and state funds.

1> Methodology for calculation of surplus/deficit, “Official Gazette of MNE” No. 71/05.
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of the estimated GDP. Compared to the first quarter 2007,
they increased by 46% due to increased current expenditures
(319%), capital expenditures (74%) and transfers to institutions,
individuals, non-governmental and public sector (23%).

4.4, State funds'®

Pension and Disability Insurance Fund' in the period
January — March 2008 recorded total revenues of EUR 58.3
million, which is 21% more compared to the same period
previous year. Source revenues of the Fund amounted to EUR
58.1'million and were 25% higher compared to the same period
of the previous year, owing to the high level of the collection
of revenues from contributions. Revenues from contributions
amounted to EUR 39.5 million and their ratio in current revenues
amounted to 68 %.

Total expenditures of the Pension and Disability Insurance Fund
in the first three months of 2007 amounted to EUR 61.7 million,
which was 29% more compared to the same period of 2007. The
most important portion of expenditures is allocated for pensions,
amounting to EUR 50.3 million or 81.5% of total expenditures.
If we compare current revenues and consolidated expenditures
Fund recorded a surplus of EUR 3.5 million in the period January
— March 2008.

According to an assessment of the Health Care Fund, in the
first quarter of 2008 Fund recorded total revenues in amount of
EUR 35.3 million or 42.5% more compared to the same period
of the previous year, which is the result of improved collection
of contributions in all categories. Revenues from contributions
cumulatively amounted to EUR 28.3 million or 80% of total
revenues, which is 23.6% more than in the first quarter of the
previous year.

Total expenditures of the Health Care Fund, in the first quarter
this year amounted to EUR 34.9 million and increased by 42.4%
compared to the same period of 2007. The largest portion of total
expenditures of EUR 33.2 million or 95% referred to expenditures
arising from reqular activities and supply of medicines, while 5%
of funds were spent on the operations of the Fund. If we compare
revenues and expenditures in the first quarter 2008 we can notice
that Fund recorded a surplus of EUR 0.4 million.

According to data from the Employment Agency of
Montenegro, in the first quarter of 2008 this institution recorded
total revenuesin the amount of EUR 5.4 million. Current revenues
(contributions, fees, other revenues and revenues from loan
repayments) amounted to EUR 3.8 million, and were 32.5%
higherin relation to the first quarter of the previous year owing
to higher collection of contributions and taxes.

Expenditures of the Employment Agency in 2007 amounted
to EUR 4.7 million, of which EUR 1.3 million referred to current
expenditures, while transfers for social protection and transfers
to individuals, institutions and the public sector amounted to
EUR2.7 million.

Ifwe compare revenues and expenditures from the period January
- March 2008, we can see that the Agency recorded a surplus in
amount of EUR 0.7 million.

18 They do not include Restitution Fund and the Development Fund due to unavailability of data.

7Source: Republic Fund of Pension and Disability.
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Public debt of Montenegro at the end of the first quarter of
2008 amounted to EUR 788.3 million or EUR 51.1 million more
if compared to the end of the previous year. The public debt
represented 29% of the estimated GDP and it decreased by 3.4%
or percentage points compared to the end of the previous year.
Public debt including the debt of public enterprises quaranteed
by the state amounted to EUR 920.6 million.

5.1. Domestic debt

Domestic debt as of 31t March 2008 amounted to EUR 322.9
million or EUR 47.8 million more if compared to the end of 2007
which, in relation to the estimated GDP represents the increase
0f 0.2%. The nominal difference primarily occurred due to the
changes of the Budget Law, by which the domestic debt includes
liabilities of state funds in commercial banks which is recorded
as the new component in amount of EUR 31.5 million. There
s an assumption that the debt will rise in the next period due
to obligations related to outstanding pensions, restitution and
overtaking the enterprises” obligations, that it will reach the
level of 20% of GDP.

The structure of the domestic debt shows the highest increase in
liabilities of frozen foreign currency savings (EUR 26.3 million)™®.
The Law on Payment of Foreign Currency Savings deposited
with Dafiment Bank JSC Belgrade and Bank of Private Economy
DD Podgorica deposited with the enterprise Jugoskandik PLC
Belgrade. The liabilities on this base, estimated to EUR 9.5 million,
will be paid until 20171

Table 5.1 — Structure of public debt,
in EUR million

; 788,3
Total public debt
29% of GDP
3229
Domestic debt
11,9% of GDP
4654
External debt
17,1% of GDP
Public debt with public 920,6
enterprises
33,8% of GDP

* Estimated GDP EUR 2,719 million
Source: Ministry of Finance

Graph 5.1 - Structure of the internal debt,

EUR million
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m Old foreign currency savings ~ m Liabilities on restitution
m Local self-administration debt m Commercial loans

Source: Ministry of Finance

18 Domestic debt is increased on the basis of Law on Payment of Foreign Currency Savings of Citizens Deposited with Authorized Banks with

Headquarters outside the Republic of Montenegro.

1 The estimate of the liability on this basis is not included in the amount of the internal debt, at the end of the first quarter 2008.
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5.2. Foreign debt

The foreign debt as of 31 March 2008 amounted to EUR 465.4
million or EUR 3.3 million higher compared to the end of 2007
which, compared to the estimated GDP, represents the decrease
of 1.8% or percentage points.

Withdrawn funds

Funds amounting to 5.2 EUR million were engaged from existing
loans at:
- International Development Agency (IDA) for the reform
of pension, health and education system.
- Creditbank for development (KFW) for sewage water,
phase Il
- Hungarian goods credit for Directorate of Public Works,
i.e. building of schools and kindergartens
- Societe Generale Bank for education and purchase of
computers.

Future withdrawals

In 2008, loans will be granted for the following projects:

- Project for sewage water, phase Ill (KFW)

- Project - Cadastre, sustainable development - tourism
and energetic efficiency (IBRD)

- Project - Dwellings of solidarity (Council of Europe’s
Bank for Development) and

- Supply of medical equipment (Government of
Austria).

During this year, The Government will guarantee for the projects
of companies where it is the main owner:
- EUR 6.5 million of loan at KfW for hydro power plant
Piva and
- EUR 7 million of loan at EIB for the Railways of
Montenegro.

Box 5.1 — Comparison of external debt of Montenegro with the countries in
the region and some chosen EU countries

External debt of Montenegro has the decreasing tendency comparing to its GDP. If we compare it with the countries
in the region and some chosen EU countries that became EU members in 2004, Montenegro is among the least

indebted countries.

105 7= wRomania = Albania

Graph 1 - Ratio of external debt in GDP - region, 2003 - 2007
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In addition, signing of contracts for EIB projects from the
arrangements signed at tie time of Serbia and Montenegro is
expected, by which EUR 13 million remained not-withdrawn
for the EIB projects in Montenegro, especially:

- Project related to roads, EUR 4 million

- Project of reconstruction of airports, EUR 1 million
- Project of sewage water, EUR 5 million

- Project for energy, EUR 3 million.

[tis also expected to engage funds from the commaodity loan of
the Government of France for the energy sector, signed in 2006,
amounting to EUR 8.5 million, as well as the first withdrawing
of the commodity loan of the Government of Spain granted to
the Centre for Recycling in Podgorica.

According to the adopted Strategy for Debt Management 2008-
2010 of Montenegrin Government, i.e. the analysis of the debt
sustainability, the public debtis sustainable. The testing is done
according to the following variables: movement of GDP, budget
balance and interest rates. Problems may arise if the movements
of GDP and the budget deficit remain negative.

Box 5.2 — Credit rating according to the Standard&Poor’s for the first
quarter 2008

Standard & Poor’s revised the perspectives of Montenegro in the first quarter from stable to negative by which the
long-term ‘BB+" and short-term ‘B’ sovereign credit ratings, as well as estimates on transfers and convertibility

from ‘AAA’, remained unchanged.

The change in rating was the result of the high deficit of the current account which has been complemented by
the increase of wages and the highest growth of loans in comparison to all countries monitored by the institution.
However, it remains unclear why the credit growth was stated as the argument for the deterioration of the credit
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rating, having in mind that credit rating of Montenegro was improved over the previous year, when the rate of
granted loans was four times higher compared to this year.

Having in mind that Montenegro is in the past few years took the position in the top of the European transition
economies observed by foreign direct investments ratio in GDP, the question raised referred to the connection of
this data and the fact that the rating of Montenegro is below the investment rating. This may open the question
of adequacy of the methodology for the risk assessment, having in mind that international rating agencies mostly
contributed to the global financial crisis, giving the wrong rating to some securities and some financial institutions,
or it may show that foreign investors do not follow the recommendations of international rating agencies.

According to the announcements of Standard & Poor’s, if the credit growth slows down considerably and declines to
the sustainable level, and if the deficit of the current account decreases, the rating will be returned to the previous
one; otherwise, its decrease may be expected in the following twelve months.
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According to preliminary data from Montenegro’s balance of
payments the current account deficit amounted to EUR 390.9
million or 66.6% of GDP in the first quarter 2008, which is by
80.3% higher than in the same period 2007.

Overall visible trade volume on accounts of goods in 2008
amounted to EUR 614.3 million, or 19.6% more than in the
same period of 2007. Achieved degree of coverage of visible trade
imports by its exports amounted to 20.8% in 2008, which is
15.3% percentage points less than in the same period of 2007.

The volume of services trade, in the first three months 2008,
amounted to EUR 133.6 million or 41.4% more than in the same
period of 2007, and recorded the deficit to the amount of EUR 5.7
million. During the first six months 2007, the surplus achieved
on the services account was EUR 4 million.

During the first quarter 2008, the surplus achieved on the factor
income and transfers account was EUR 17.6 million or 14.5%
less than in 2007.

FDIinflow to Montenegro amounted to EUR 215.2 million in the
reporting period, while simultaneously the outflow amounted to
EUR85.7 million. Net FDI inflow in the observed period amounted
to EUR 129.5 million, which is 2.2% less than in 2007.

Some EUR 4.3 million of inflow was recorded in portfolio
investment in the observed period, while simultaneously the
outflow of funds on this basis amounted to EUR 12 million.

During the first quarter of 2008, the inflow of funds on the basis
of Otherinvestments amounted to EUR 324.3 million, while at the
same time the outflow amounted to EUR 133.4 million.

EXTERNAL DEVELOPMENTS
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Table 6.1- Balance of payments, in EUR thousand and as a GDP percentage

Janzg/(l)a;ch Janz(l)v(l)aSrch Chiirzzes % GDP*
A. CURRENT ACCOUNT -216.825 -390.939 180,30 -66,64
GOODS -241.457 -402.852 166,84 -68,68
1. Revenues 136.116 105.705 77,66 18,02
1.1 Export in foreign trade statistics 130.046 99.012 76,14 16,88
1.2 Coverage adjustment 6.070 6.693 110,26 114
2. Expenditures 377.573 508.557 134,69 86,70
2.1 Import in foreign trade statistics 374.089 502.634 134,36 85,69
2.2 Coverage adjustment 3484 5923 170,01 1,01
SERVICES 4.053 -5.676 -0,97
1. Revenues 49.268 63.958 129,82 10,90
2. Expenditures 45.215 69.634 154,01 11,87
INCOME 7.243 5.992 82,73 1,02
1. Revenues 20.148 23.367 115,98 398
2. Expenditures 12.905 17.376 134,65 2,96
CURRENT TRANSFERS 13.335 11.597 86,97 1,98
1. Transfers to Montenegro 23.281 2191 94,12 3,74
2. Transfers from Montenegro 9946 10.314 103,70 1,76
B. CAPITAL AND FINANCIAL ACCOUNT 259.391 464.758 179,17 79,23
1. CAPITAL ACCOUNT -642 -77 11,98 -0,01
2. FINANCIAL ACCOUNT 260.034 464.835 178,76 79,24
2.1. Direct investments-net 132.412 129.514 97,81 22,08
2.2. Portfolio investments-net 8.231 -7.671 -1,31
2.3. Other investment-net 86.433 190.939 22091 32,55
24.Change in Net Foreign Assets 66.584 147.347 221,29 2512
2.5.Change in the CBM foreign reserve assets -33.626 4.707 0,80
C.NET ERRORS AND OMISSIONS (A+B) 42.566 73.820

Source: (BM

6.1. Current account

Inthe first quarter of 2008, the current account deficit increased
by 80.3% in relation to the same period of 2007. The growth in
the current account deficit is a consequence of the continuation
of the strong increase in visible imports, thatis, the trade deficit
which, in comparison with 2007, was 66.8% higher.

On the services account the deficit of EUR 5.7 million was recorded
inthe reporting period. Compared to the same period of 2007, on
the factorincome sub-account as well asin current transfers, was
recorded the decline in the net inflow, primarily as a consequence
of increased expenditures on these bases.



Table 6.2-Current account, EUR thousand

2006

2007

Jan-March | Jan-March | Change Jan — Mar

2007 2008 2007/2008
A.CURRENT ACCOUNT (14+2+3+4)  -531.207 -1.007.640 -216.825 -390.939 180,30
1. GOODS -849.325 -1.524.176  -241.457  -402.852 166,84
1.1. Revenues 648.327 627.717 136.116 105.705 77,66
1.2. Expenditures 1497651 2.151.893 377573 508.557 134,69
2. SERVICES 197.099 440.133 4.053 -5.676
2.1.Revenues 418.036 674.056 49.268 63.958 129,82
2.2. Expenditures 220937 233.923 45215 69.634 154,01
3. INCOME 30.800 17.010 7.243 5.992 82,73
3.1.Revenues 65.334 89.420 20.148 23.367 115,98
3.2. Expenditures 34.534 72410 12905 17.376 134,65
4. CURRENT TRANSFERS 90.220 59.394 13.335 11.597 86,97
4.1. Transfers to Montenegro 108.555 100.775 23.281 2191 9412
4.2. Transfers from Montenegro 18.336 41.381 9.946 10.314 103,70
Source: (BM
6.1.1. Visible trade?’

According to preliminary data from MONSTAT (presented
according to the special trade system), in the first quarter of
the current year, the total value of visible exports and imports was
EUR601.6 million, of which EUR 99 million related to exports, and
EUR 502.6 million was forimports. The visible imports coverage
by exports amounted to 19.7%.

According to preliminary data from Monstat and special trade
system, most of visible exports was to Italy-some 27.37% (EUR

27.1 million) of total exports in the observed period, then to
Greece- 1744% (EUR 17.3 million) and Slovenia- 8.71% (EUR 8.6
million). Observing visible exports with signatories to the CEFTA
agreement, the largest exports was to Serbia 23.08% (EUR 22.8
million)2', then to BiH 5.75% (EUR 5.7 million).

Most visible imports was from Italy, some 86.7 (EUR 43.57
million) of total imports in the observed period, then Greece
6.91% (EUR 34.74 million), Slovenia 7.23 (EUR 36.35 million).

Table 6.3- Montenegro’s trade for January-March 2008, EUR million

Period

January - March 2008
(general trade system)

January - March 2008
(special trade system)

Exports

Imports

Trade balance

Coverage of imports by exports (%)

103,83 99,01
399,16 502,63
-295,33 -403,62
26,01 19,70

Source: Monstat

O METHODOLOGICAL REMARKS: In accordance with the UN and the EUROSTAT recommendations, MONSTAT applies general and special trade
system in data presentation in 2008. Until 2008 MONSTAT applied so called “mitigated special system definition” for data presentation. As data
from 2007 are methodologically most similar to special representation system from this year, the CBM used data according to special system for
this analysis. In the future, after MONSTAT revises data from the previous year and methodologically adjusts them with data from the current
year, the CBM will apply the “general trade system” as recommended in the IMF Balance of Payments Manual (BPM5).

2 Since January 2008 MONSTAT has recorded turnover with Serbia without Kosovo
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Observing visible imports by countries signatories to the CEFTA
agreement, the largest imports was from Serbia 32.19% (EUR
161.78 million), Croatia 6.85% (EUR 34.41 million) and BiH 5.92
(EUR 29.77 million).

The visible exports structure based on the special trade system
was significantly dominated by the exports of aluminium and
related products, followed by the exports of iron and steel,
beverages and alcohol and iron and steel products.

The leading export products were aluminium and related
products, with a share of EUR 44.8 million (45.29%) in total
exports. Then followed iron and steel- EUR 18.3 million (18.46%),
beverages, alcohol and vinegar- EUR 5.7 million (5.79%), iron
and steel products- EUR 5.5 million (5.53%).

The structure of visible imports based on the special trade system
was influenced by imports of mineral fuels, mineral oils and
products of their distillation, then vehicles and reactors.

Table 6.4- Visible trade by countries according to the special trade system, in EUR thousand

Country Export Share in % Import Share in %
TOTAL 99.012,93 100 502.633,79 100
TOTAL EU 60.528,95 61.13 212.898,04 42.36
Austria 85,5 0.09 21.431,89 4.26
Belgium 1,07 0.00 2.098,67 042
Bulgaria 81,27 0.08 1.831,68 0.36
Czech Republic 1.646,06 1.66 4.520,80 0.90
Denmark 0,05 0.00 552,67 on
Estonia 0,00 0.00 13,44 0.00
Finland 341,09 034 1.006,73 0.20
France 50,14 0.05 5951,27 1.18
Greece 17.265,75 1744 34.742,12 6.91
Netherlands 1.018,36 1.03 5.634,87 112
Ireland 0,00 0.00 144,65 0.03
[taly 27.095,48 27.37 43.571,28 8.67
Cyprus 34,61 0.03 870,50 017
Letonia 0,00 0.00 29,70 0.01
Lithuania 22,84 0.02 36,46 0.01
Louxembourg 0,00 0.00 52,24 0.01
Hungary 1.063,14 1.07 12.614,61 2.51
Malta 0,00 0.00 84,01 0.02
Germany 2.094,13 212 24.887,52 495
Poland 1,09 0.00 2.570,53 0.51
Portuguese 0,00 0.00 11,54 0.00
Romania 62,99 0.06 4.653,53 093
Slovakia 138,71 0.14 1.520,42 0.30
Slovenia 8.620,06 8.71 36.357,80 723
Spain 2997 0.03 3.176,50 0.63
Switzerland 324,39 033 2.768,63 0.55
Great Britain 552,25 0.56 1.763,96 0.35
TOTAL CEFTA 35.432,93 35.79 236.929,05 4714
Albania 1.539,22 1.55 447216 0.89
BiH 5.693,48 575 29.772,28 592
Macedonia 131,73 0.13 5.859,2 1.17
Moldavia 0 0.00 0,89 0.00
Croatia 2.07732 210 34.412,09 6.85
Serbia 22.850,29 23.08 161.785,06 3219
Kosovo 3.140,89 317 627,37 0.12
OTHER COUNTRIES 3.051.05 3.08 52.806,7 10.51

Source: MONSTAT



Table 6.5- Structure of visible exports according to the special trade system, in EUR thousand

DESCRIPTION Value Share in %

Aluminium and related products 44.846,78 45.29
Iron and steel 18.281,71 18.46
Beverages, alcohol and vinegar 573217 5.79
Products of iron and steel 5.475,03 553
Tobacco and related products 2.882,33 291
Reactors, boilers, machines and mechanical equipment and their components 2.698,93 2.73
Wood and related products; wood coal 2.720,25 2.75
f\r:l]ii:ggll fwuslse,smineral oils and product of their distillation, bitumen material, 182497 184
Pharmaceutical products 1.957,16 1.98
Electrical machines and equipment and their components; machines for

recording and reproducing, TV apparatus for recording and reproduction of 2.348,60 2.37
picture and sound

Copper and related products 1.63747 1.65
Etheric oils and resinoids; perfume, cosmetic and toilet products 638,38 0.64
Raw leather in big and small pieces, with or without hair (except fur) and 78419 0.79

tanned leather

Source: Monstat

Table 6.6- Structure of visible imports by the special trade system, in EUR thousand

DESCRIPTION Value Share in %

M{neral fuels, mineral oils and product of their distillation, bitumen material, 70.865,06 1410

mineral waxes

Vehicles, excluding rail and tram vehicles and their components and equipment 5761747 11.46

Reactors, boilers, machines and mechanical equipment and their components 50.933,57 10.13

Electrical machines and equipment and their components; machines for

recording and reproducing, TV apparatus for recording and reproduction of 37.145,83 7.39

picture and sound

Iron and steel 24.089,81 4.79

Products of iron and steel 20.006,53 398 )
Furniture, linen, mattresses, pillows and related products; lamps and other E
fluorescent items, somewhere else mentioned or included;lamps and other 15.924,58 317 a
fluorescent items, etc. mounting buildings o
Plastic masses and products of plastic masses 14.043,57 2.79 E
Salt;sulphur; land and stone;plaster, lime and cement 12918,48 2.57 5
Meat and other slaughter products 11.376,69 2.26 g
Ceramic products 11.110,50 2.21 &
Pharmaceutical products 11.031,25 2.19

Beverages, alcohol and vinegar 7916,68 1.58
Source: Monstat
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The most significant import products based on the special trade
system were mineral fuels, mineral oils and products of their
distillation; bitumen materials, mineral waxes- EUR 70.9 million
(14.10%), vehicles, except railway and tram vehicles and their
components and equipment- EUR 57.6 million (11.46%), various
reactors, boilers, machines and mechanical devices and their
equipment, with EUR 50.9 million (10.13%) of the share.

6.1.2. Services

In international services Montenegro recorded deficit to the
amount of EUR 5.7 million in the first quarter 2008. The largest
influence on services deficit had Other business services consisting
of architectural, engineering and similar technical services, then
personal, cultural and recreational services (membership in
international sports associations and payment of compensations-
fees for services provided to natural persons-sportsmen, doctors
and engineers.

The overall volume of services trade in the reporting
period amounted to EUR 133.6 million or 41.4% more than in
the same period of 2007,

Revenues from services in the reporting period amounted
to EUR 64 million, and increased by 29.8% in relation to the
same period of 2007. The largest revenues were recorded in the
travel sector- EUR 16.6 million, then transport- EUR 13.7 million,
construction services- EUR 12.9 million and Other business
services- EUR 10.2 million.

Expenditures from services amounted to EUR 69.6 million
which is an increase of 54% compared to 2007 and is the result
ofincreasesin expendituresin the area of Other business services,
personal, cultural and recreational services, as well as computer
and [T services. Observing the structure, the largest expenditures
were recorded in the field of Other business services amounting
to EUR 18.2 million, which is the result of increased expenditures
from various business services. In the field of Other business
services, the largest outflow was recorded from payments for
architectural, engineer and related technical services- EUR 6.2
million, research and development services- EUR 3.2 million, and
legal, accounting and consulting services- EUR 4.2 million. In the
field of Construction services were recorded expenditures to the
amount of EUR 12.4 million, then transport- EUR 154 million and
travel- EUR 6.8 million.

Graph 6.1- Services account per quarters,

in EUR thousand
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Graph 6.2- Movement of the trade services
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Graph 6.3- Structure of service revenues
during January-March 2008
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Graph 6.4- Structure of service
expenditures during January-March 2008
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The deficit to the amount of EUR 1.6 million was recorded in the
field of transport services in the reporting period. In the first
quarter 2008, transport revenues amounted to EUR 13.7 million,
which is 4.6% less than in the same period of 2007. The largest
revenues were recorded in maritime transport- EUR 5.7 million
or41.6 of total transport revenues, and in air transport- EUR 4.6
million or 33.2%.

Revenues from air transport amounted to EUR 4.6 million or
42.2% more than in the first quarter 2007, which is the result
of increased number of passengers of the local air carrier in the
regional transport. In the observed period, a modern control
system of passengers’ departures as well as automatic checking-
in were put into function, which influenced the increase in the
quality of services. Of total revenues recorded in the field of air
transport, some 64.2% referred to revenues from the transport
of passengers.

Graph 6.5 - Structure of transport services

during January-March 2008, EUR thousand

7,500

mRevenues mExpenditures mBalance
5,000

2,500+

2,500

-5,000

7,500

Maritime  Railway  Air Road Other

Source: (BM

In the field of road transport were recorded revenues amounting

to EUR 1.1 million. The largest revenues were recorded from the
transport of goods. In railway transport, revenues amounted
to EUR 977 thousand or 13.3% less than in 2007, which is the
result of reduced transport of goods in the observed period.
Increase in transportation of goods is expected in the upcoming
period, bearing in mind contracts signed with Aluminium Plant
from Podgorica, and with the companies “US Steel Serbia”, “G-
Transport” from Budapest, “Pansped” from Novi Sad and Railway
Company from Niksic.

In the first quarter 2008, total transport expenditures
amounted to EUR 15.4 million, which is 25.6% higher than in
the same period of 2007. The growth in expenditures is the
result of increase in the transport of passengers and goods in
international air and road transport, as well as increased use of
services of foreign transporters.

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

Type of transport  1-1112007 | Sharein % 1112008 | Shareino | 22(())(())23/I-|II Difference

Maritime 6,818 4734 5,710 4155 83.75 -1,108
Railway 1,127 7.83 977 71 86.69 -150
Air 3,208 22.27 4,562 33.19 142.21 1,354
Road 1,055 733 1,062 773 100.66 7
Other 2,194 15.23 1,433 1043 65.31 -/61
TOTAL 14,402 100.00 13,744 100.00 95.43 -658

Source: (BM
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Table 6.8- Structure of transport revenues during January-March 2008, EUR thousand

Type of transport services .
Type of transport - Total Share in %
Passenger Freight Other
Maritime 431 120 5159 5710 41.55
Railway 0 977 0 977 71
Air 2927 15 1,619 4,561 33.19
Road 79 966 17 1,062 773
Other 0 0 1,434 1,434 10.43
TOTAL 3,438 2,078 8,229 13,744 100.00
Share in % 25 15 60 100
Source: (BM
Table 6.9- Transport expenditures in period I-1ll 2007 and 2008, in EUR thousand
Type of transport  |-1112007 | Sharein% | I-112008 | Sharein % |I-1l1 2008/I-111 2007 | Difference
Maritime 1,594 13.01 1,717 11.16 107.72 123
Railway 479 391 352 2.29 7349 =127
Air 4,745 3873 6,693 43.50 141.05 1,948
Road 4,847 39.56 6,431 41.80 132.68 1,584
Other 586 4.78 194 1.26 331 -392
TOTAL 12,251 100.00 15,387 100.00 125.60 3,136
Source: (BM
Table 6.10- Transport expenditures in the period I-11l 2008, in EUR thousand
Type of transport services
Wi @i P P Total Share in %
transport Passenger transport Freight transport Other
Maritime 17 133 1,567 1,717 11.16
Railway 0 351 0 351 2.28
Air 4,436 112 2,145 6,693 43.50
Road 132 6,262 36 6,430 41.79
Other 4 0 192 196 1.27
TOTAL 4,589 6,858 3,940 15,387 100.00
Share in % 30 45 26 100
Source: (BM

In the field of road transport, expenditures amounted to EUR
6.4 million or 32.7% more comparing to the same period of
2007. The largest portion of expenditures was recorded from
transport of goods to the amount of EUR 6.3 million, which is the
result of increased turnover with countries in the environment.

Expenditures from air transport in the reporting period amounted
to EUR 6.7 million, which is by EUR 1.9 million or 41% higher
than in 2007, Expenditures from the transport of passengers
amounted to EUR 4.4 million or 66% of total expenditures in
air transport.



The share of expenditures from the transport of goods in total
transport amounted to EUR 45%, while that for passengers
transport amounted to 30%.

Revenues from travel are calculated by estimating revenues
from tourism, the provision of healthy and recreational services
and the spending on training. Estimated transport revenues in
the first quarter of 2008 amounted to EUR 16.6 million, which is
90.9% higher in relation to the same period in 2007. The increase
inrevenues s the result of exceptionally successful tourist visitin
the reporting period. In the first quarter 2008, the surplus from
travel amounted to EUR 9.8 million, which is for two and a half
times more than in the same period of 2007.

In the observed period, revenues of EUR 4.5 million were achieved
in the field of communication services. The largest portion
of revenues were earned in telecommunications, which was the
result of increase in use of mobile phones. Expenditures in this
field amounted to EUR 2.1 million or 24.2% more comparing to
the same period of 2007.

Revenues from Other business services in the first quarter
2008 reached the level of EUR 10.2 million, which is by 40.8%
more than in 2007. The largest portion of revenues were from

various business, professional and technical services provided
(legal and accounting services, consulting, engineer services
and alike)- EUR 7 million, then from providing services related
to visible trade (mediation, representation, warehousing and
alike)- EUR 3.1 million. Expenditures amounted to EUR 18.2
million in the observed period. For services in the area of law,
accounting and consulting in the first quarter 2008, EUR 4.2
million was paid. The costs for promoting domestic products
and services in international fairs, buying advertising material,
market research and other types of media promotion amounted
to EUR 5.3 million. The inflow of funds from work on construction
projects and the installation of machines by local companies
outside and in Montenegro amounted to EUR 12.9 million, which
is an increase of 10.3% compared to 2007.

Expenditures from hiring non-residents in the construction field
in the observed period amounted to EUR 12.4 million, which is
251% more than in 2007. A surplus of EUR 506 thousand was
recorded in construction services in the reporting period, which
is EUR 1.3 million less in relation to the same period of 2007.

In 2008, Montenegrin residents allocated EUR 2.7 million for
international insurance services, which resulted in a deficit of
EUR 2.4 million.

Box 5.1 - Franchising

There was a great expansion in franchising in last decades. Franchising is the method of operations through which
the provider of the franchise (franchiser) licenses the use of protective signs and tried and proved methods of
operations to its user (franchisat) in exchange for a specific cash compensation and usually with the percentage of
gross revenues from earning as well as with annual compensations. This is one of the ways to expand successful
business through proved operational business concept. Franchise user or receiver accepts the obligation of performing
operations under already proved and recognized conditions. Franchise users are in most cases small and medium
enterprises with insignificant financial resources providing knowledge on local markets, share of capital and the
staff, while franchise providers are mainly large international companies, certain brend owners, producers of the
new or attractive product or service giving license to franchise users in order to operate under common name.
The World Statistics shows that almost 80% of newly-established companies entering the franchising system
succeed in the market, in relation to 20% of those successful in independent companies. Franchising is a method
of economic development applied in over 70 corporate and service activities, with larger profit and rapid capital
turnover. Today, franchising is present in different economic activities like: automobile industry, catering, hotel
management, insurance, transport services, real estate and alike. So, there are about 6 000 of franchising systems
in the USA, with over 10 million of employees, recording over 50% of total retail in the country. Application of
franchising was registered also in transition countries like Poland, Czech Republicand Slovenia. In these countries
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franchising started by introducing of production and distribution of Coca Cola, McDonald’s restaurant, then sale
of cars, textile and other services.

In Montenegro franchising is new, in difference from economies of market-developed countries. The most usual form
of franchising is franchising of distribution of products. There is no record on the accurate number of franchising
users. The Directorate for the Development of Small and Middle-Sized Enterprises prepared a set of measures and
activities in order to eliminate barriers for the development of enterpreneurship in Montenegro among which is
the possibility of using alternative modes of financing, especially exports financing, such as: forfeiting, factoring,
franchising, venture capital and alike. As a method of operations in Montenegro, franchising may significantly
contribute in resolving the problems of unemployment, creation of local franchising networks and their expansion
in the country and in abroad. This method influences the development of the economy in the country through
unemployment reduction, increase in quality of services and goods to the world standard. The first conference on
franchising in Montenegro will be organized in April 2008 with the objective to improve free enterpreneurship, by
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introduction and application of this model.

6.1.3. Factor income

Third item of current transactions balances sub-account consists
of revenues and expenditures from ownership of production
factors. This partincludes compensations to employees (salaries
and wages), then revenues and expenditures from interests,
investments, that is dividends.

Factorincome revenues in 2008 were EUR 23 4 million, which
is an increase of 16% in relation to 2007. The largest portion of
revenues is compensations to employees of EUR 21.3 million,
which is an increase of 17% compared to 2007. Revenues from
international investments amounted to EUR 2.1 million. In the
structure of income from international investments the largest
share had interest paid from time and demand deposits of EUR
1.9 million, while revenues from direct investments amounted
to EUR 215 thousand.

Factor income expenditures in the first quarter 2008
amounted to EUR 17.4 million, which is 34.6% more than in the
same period in 2007. Of total factor income expenditures, some
EUR 16.4 million relates toincome from international investments.
The largest part of expenditures was recorded from repayment
of interests on taken long-term loans. Total expenditures from
repayment of interests on loans in the observed period amounted
to EUR 15.6 million, which is 37.9% higher than in 2007. On
the balance of income the surplus of EUR 6 million was
achieved, which is 17.3% less compared to 2007 and is the result
of expenditures from repayment of interests by 38%.

Graph 6.6- Structure of factor income
revenues, in period January-March 2008
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6.1.4. Current transfers

On the current transfers account, the declining trend in the inflow
of money resources from 2007 continued. The balance of current
transfers in the first quarter 2008 amounted to EUR 11.6 million,
which'is 13% less than in 2007.

The total inflow from current transfers in the observed period
amounted to EUR 21.9 million, which is 69 less than in the same
period in the previous year. Of this amount, some EUR 1.6 million
related to the Government sector and EUR 20.3 million to Other
sectors. Of total inflow of transfers from Other sectors, EUR 13.3
million was for remittances of our residents working abroad. The



inflow from other transfers (inheritance, allowances and other
gifts and assistance) amounted to EUR 6.9 million. In the same
period, the outflow from current transfers amounted to EUR 10.3
million, of which EUR 9.3 million was for Other sectors, and some
EUR 1 million for the Government sector. An increased outflow
of current transfers from Montenegro from inheritance, gifts and
various types of assistance was evident in the reporting period,
to the amount of EUR 6 million or 23%, that is EUR 1.1 million
compared to the same period in 2007.

6.2. Capital and Financial
Transactions Account

Within the capital-financial balance, a surplus of EUR 464.8
million was recorded in the first quarter 2008. An exceptionally
large inflow of foreign capital was mostly recorded from foreign
direct and other investments.

The net FDIinflow (inflow minus outflow) in the reporting was
some EUR 129.5 million or 2.2% less than in the comparative
period of 2007. The total FDI inflow in the observed period
amounted to EUR 215.2 million, which is 6.8% more than in
2007. Bearing in mind the direct investments inflow in previous
years, as well as the announcement of implementation of large
infrastructural projects, the further continuation in the FDlinflow
can be expected in 2008.

Graph 6.7- Structure of financial account by

types of foreign investments,
EUR thousand

1 Other investment-net
u Portfolio investment-net

4000001 4 Foreign direct investment-net

300,000

200,000

100,000

01

100,000

-200,000

Source: (BM

Observing the FDI inflow structure in the first quarter 2008,
compared to the same period in 2007, the reduced share in real
estate investments and increased investments in local banks
and companies are noticeable, as well as increased inflow from
intercompany debt. As for the inflow structure, the largest share
related to investments of foreign capital in local companies and
banks- EUR 96.9 million or 45%, while some 80.9 or 37.6% of
total inflow related to real estate investments. In the observed
period, some EUR 35.2 million was recorded in the form of
intercompany debt, while EUR 2.2 million was for withdrawal
of capital invested abroad.

Graph 6.8- Foreign direct investments

inflow per quarters during January 2005-
March 2008, in EUR thousand
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Graph 6.9- Structure of inflow in FDI
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The outflow from total FDI investments in the first quarter 2008
amounted to EUR 85.7 million, which is 24.1% more than in the
comparative period of 2007. Observing the outflow structure,
some EUR 61.5 million related to real estate (71.8% of total
outflow), which represents an increase of 12% compared to the
same period in 2007, then EUR 3.7 million to the withdrawal of
foreign shares in local banks and companies, while EUR 15.3
million related to investment by local companies abroad. Of
total outflow, EUR 5.2 million related to intercompany debt and
withdrawal of foreign shares in other local company.

In the first quarter 2008, inflow from portfolio investments
amounted to EUR 4.3 million, which is EUR 37.1 million or 89.6%
less in comparison to the same period last year. The largest
inflow was recorded from investment in equity securities.
Simultaneously, outflow of funds from portfolio investments
amounted to EUR 12 million, whichis EUR 21.2 million more than
in 2007. This resulted in EUR 7.7 million of the deficit, which is
the consequence of decline in prices of securities and continued
decreasing trend on the local capital market as well as in the
countries in the environment.

On Otherinvestments account, which includes loans, trade loans,
cash and deposits, a significant growth of inflow from money
resources was recorded. In the first quarter 2008, the inflow of
funds on this account amounted to EUR 324.3 million, which
is EUR 168.2 million more than in the same period in 2007. A
significantinflow of funds through the banking system s visible,
as banks increased their external indebtedness to their parent
companies abroad. Commercial banks and enterprises took
out loans of EUR 305.7 million in the reporting period, which is
96.3% more than in 2007, while debt of EUR 96.2 million was
repaid. The outflow from Other investments amounted to EUR
1334 million. The result of the aforementioned is a net inflow
of EUR 190.9 million.

The net foreign assets of commercial banks in 2007 was EUR 147.3
million less than on 31 December 2007. At the same time, CBM
funds in accounts abroad and in the Vault, as at 31 December
2008, were EUR 4.7 million less than on 31 December 2007.
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The International Monetary Fund (hereinafter: the IMF) twice
revised downward its economic growth assessments for the
following year. According to its estimates, the world economy
growth rate in 2008 will amountto 3.7% (in June it was estimated
10 5.2%, and in January 2008, to 4.1%), which is the lowest
growth rate in the last six years. The IMF also remained the
possibility that the world economy growth rate in the current
and in the upcoming year will be less than 3%, which is the
level described as equivalent to the world recession. These
assessments are the result of high oil and food prices, which
slow down growth and encourage inflation, crisis on financial
markets as well as recession of the American economy. In 2008,
developed countries are expected to achieve lower growth rates
than in previous years, while the developing countries will retain
theireconomic growth rate at high level, owing to exports growth
and favourable market conditions on the market of strategic
raw materials. This means that economically strong Western
economies will feel consequences of the current crisis on global
financial markets more than less developed economies.

Turmoils on global markets, arising from American real estate
market and second-class mortgage loans, influenced the decline
of most stock exchange indices. According to assessments,
losses of financial institutions reached the amount of EUR 215
million, whereas 55% were losses in the USA. Losses in the EU
area amounts to EUR 78.5 billion, while some USS 13.74 billion
account for Asia and Canada.

The most significant contribution to economic growth in the
first quarter 2008 was given by developing countries, especially
those of Asian continent.

The assessment of American economy growth rate for 2008
was revised and amounts to a mere 0.5%. The USA is expected
to follow the policy of stimulating economic growth in the
upcoming period, while the EU will probably “pay” the price of
global stability, as the ECB policy is expected to give priority to
inflation in relation to economic growth.

The growing trend of oil prices continued during the first quarter,
and at the beginning of 2008 there was an exceeding of oil
price of $100 on the world oil market which was considered as
apsychological limit. During the reporting period, minimum oil
price was $100.09 per barrel, and the maximum was 105.40 per
barrel. Average oil price per barrel in the first quarter amounted
10 598. Several groups of totally different factors have made the
price of oil per barrel on the global market raise by almost 60
% since December 2006. Due to expansion of economic growth
on developing markets there was an increase in oil demand,
whereas geopolitical factors had adverse influence- like war
in Iran, political tensions in Venezuela, reduced exploitation
in Mexico, restriction of production by OPEC and continuous
weakening of the Dollar. Some analysists consider that only
recession of American economy, as the greatest world consumer,
may result in the decline of oil prices on the world market, due
to slowing down of oil demand. In 2008, oil demand in China
and India will be 4.7% higher.

Graph 7.1- Oil prices during 2007
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7.1. Market movements

7.1.1. Developed countries

USA - During the first quarter 2008 there was a further slowing
down in economic growth, which could be characterized as the
beginning of recession. The IMF reduced the assessment of the
American economy growth to 0.5%, whichis 1% lower compared
to the previous forecast (1.5%). The annual inflation rate in
February 2008 in the USA amounted to 4.0%, being 0.3% lower
than in the previous month. In March 2008, the unemployment
rate amounted to 5.0%, being 0.1% lower compared to February.
Although the downsizing trend is present in the USA, statistical
figures show that it was not to such a high extent, as ithad been
expected. Most job losses were in the production sector, while
the largest growth of positions was in the services sector.

JAPAN - According to assessments, in 2008 Japanese economy
will achieve somewhat lower growth rate of 1.5%, compared to
the previous year (2.1%). According to expectations, prices of
base products in this year will be 1.1% higher, while this growth
was about 0.4% according to the first assessment.

Great Britain - In the reporting period, the British economy
kept its economic growth rate unchanged from the last quarter
0f 2007 when it was 0.6%.

EU - The ECB analyses show that economic growth of about
1.7% will be achieved in the Eurozone in 2008.

According to the ECB data, the annual inflation rate in March 2008
amounted to 3.6%, whichis significantly above the reference level
of 2.0%, but it was stated that there is a possibility of slowing
down the inflation growth in the second half of 2008. Growth in
oil and food prices were specified as reasons which conditioned
high inflation rate. The ECB tends to provide price stability and
reduced inflation growth by “hard” interest policy. The ECB has
changed its assessments on inflation and economic growth in
the Eurozone for 2008 and 2009. The expected inflation rate
in the Eurozone in 2008 ranges between about 2.9% (2.5%
previously), and about 2.1% in 2009 (1.8% previously). The
expected economic growth for 2008 amounts to 1.7% (previously
2%), and for 2009, 1.8% (2.1% previously).

Countries with the lowest inflation rate at an annual level in
the Eurozone in the observed period are: Netherlands (1.9%),
Portuguese (2.9%), Austria (3.1%). Among countries with higher
inflation rate are: Slovenia (6.6%), Spain (4.6%), Belgium (4.4%).
The analysists consider that satisfactory employment rate in the
Eurozone, as a result of stable economic growth, will stimulate
consumption and thus prevent more significant slowing down
of economic activity due to decline in demand from the USA-
and Great Britain, as well as strengthening of Euro.

In Germany, s the largest European economy, the GDP increased
in the first quarter 2008 by the highest rate in the last 12 years,
as companies increased investments in equipment and buildings.
In the first three months this year, GDP in Germany increased by
1.5%, while in the fourth quarter 2007 it increased by the rate
of 0.3%. This is the highest three-months growth rate of the
German economy since the second quarter 1996. The recorded
growth exceeded the analysts’ estimates who expected the
growth rate of 0.7% in the first quarter. Favourable weather
conditions supported construction season during March, which
was an impulse for the beginning of recovery in the construction
sector, after a ten-year stagnation. In March 2008, the inflation
rate in Germany amounted to 3.2%, annually. It is expected
that GDP growth rate will amount about 1.5% on average at
the EU level in 2008.

The inflation rate at an annual level amounted to 3.8% at the EU
level in the first quarter 2008. Countries with the highest annual
inflation rate in this period were Lithuania (16.5%), Bulgaria
(12.2%), Estonia (11.5%), Latvia (10.9%). Long-term GDP
growth-although slowdowned, influenced the unemployment
rate which in the first quarter 2008, at the EU level, reached the
lowest value of 7.1%.

Transition economies which became the EU members in 2008,
expect slowing down of economic activity, however, even in
that case, their growth will exceed the expected growth rate
of the EU-27.

7.1.2. Developing countries
CHINA- Annual inflation rate in March 2008 in China reached

the level of 8.5%, encouraged by growth in food prices and
slowing down of growth in value of national currency. Food



prices in the observed period increased by 23%. The growth of
Chinese reserves was also stimulated by a high level of foreign
investments and the decline of the Dollar, which reduces the
possibility of influencing the money inflow and inflation.

According to assessments, the Chinese economy will continue
to increase at the rate higher than 10% in 2008, which will be
the sixth year in a row in which China will achieve two-digit
economic growth rate. Itis expected that in 2008 GDP growth
will amount to 10.8%. In 2007, China increased its interest rate
for six times, and the reserve requirement rate grew to 20-
year maximum in order to prevent the record trade surplus to
encourage inflation and “price bubbles” on real estate and capital
market. Foreign investments in China reached the record value of
USD 82.7 billion last year. Due to increasing value of the Chinese
Yuan, foreign investments could continue to grow strongly in
2008, as well. For money invested in China foreign companies
get more than to invest anywhere else in the world, because of
which it is expected that foreign investments will continue to
grow markedly in the upcoming period.

LATIN AMERICA- Continuation of stable economic expansion
is expected in countries of Latin America. Economic activity
grow continuously mostly stimulated by growth in domestic
demand. The annual economic growth rate of 6.1% was recorded
in Brazil in 2007, and the annual inflation rate in November 2007
amounted to 4.2%. Annual economic growth of 9.2% was
achieved in Argentina, which is mostly encouraged by growth
in external demand and real estate prices. However, there are
strong inflationary pressures in Argentina which conditioned
the inflation measured at an annual level to be 8.5% in 2007.
Atthe beginning 2008, inflationary pressures were still present,
so that the annual inflation rate in February amounted to 8.4%.
In January 2008, recorded annual growth rate of industrial
production in Mexico was 3.1%, whereas the annual inflation
rate remained unchanged compared to December 2007, and
amounted to 3.7%.

7.1.3. Transition economies

In the upcoming period, transition countries satisfy conditions
for significant economic growth, which will primarily depend
onimprovement of productivity in these countries. High level of
foreign trade deficit is also present, as well as deficit in current

payments balances. The economists recommend that in these
countries macroeconomic policy should be directed towards
strengthening of structural reforms in order to reduce the risk
of slowing down of economic growth.

The economic growth of 6.1% is expected in 29 transition
countries in 2008. Monthly inflation rate in Slovenia amounted
10 1.3% in March 2008, and in last 12 months the prices increased
by 6.9%. The growth in prices was mostly influenced by the
increase in prices of food, housing costs and oil prices. The
analyses show that in the near future the inflation will not be
reduced, due to high inflationary expectations and development
atthe global level. Macroeconomic analyses show that in this year
Slovenia may achieve the economic growth rate of 4.4%, and
the average inflation rate at an annual level will be about 5.6%.
Economic growth rate in Poland in 2007 reached the highest
level in the last ten years and amounted to 6.5. During 2008
somewhat slower economic growth of about 5.5% is expected,
under the influence of external factors. The unemployment rate
is expected to be below 109% in 2008.

According to estimates, the Czech Republic is expected to reach
the economic growth rate of 4.6%, while this rate in 2007
amounted to 5.9%. The slowing down of economic growth will be
influenced by reduction of economic boom, less exports volume
and strengthening of the Czech crown. This year, monetary
authorities in the Czech Republic will have to carefully control
inflationary forecasts, as inflation will be significantly above the
target level, and, according to estimates, it will amount to 5%.

Slovakia is the country with the largest prospects of becoming
the next member of the Eurozone in the upcoming period- in
January 2009. According to the Furostat data, the average annual
inflation rate in Slovakia in March 2008, was 2.2%. Slovakia also
recorded high GDP growth rate, which in the fourth quarter
2007 amounted to record 14.1%, and the economic growth at
an annual level was estimated at 8.5%.

In 2007, the economic growth rate in Bulgaria was 6.2%, while
in 2008 slower growth of 5.5% is expected. The annual inflation
rate in Bulgaria in March 2008 amounted to 12.2% being higher
than in all EU- 27 countries. The analyses still show that this
year the inflation rate could be slower than in 2007 (12.5%)
amounting to 7.25%.
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South-Eastern Europe

In 2008, slowing down of economic growth is predicted in the
South- East European countries from 6.8% in 2007, to 5.3% in
2008. Itis mostly about smaller, open economies, which have
financed their growth from external sources in recent years,
which caused high current account deficit and increased their
external indebtedness. Countries of this region had large FDI
inflow in the previous period. However, somewhat lower share
of FDI'in GDP is expected in the upcoming period, conditioned
by developments on global financial markets and increased
investmentsrisks. Necessary conditions for acceleration of growth
in these countries are continuation of structural reforms, fiscal
consolidation and carefully led monetary policy.

Annual GDP economic growth rate in Croatia in 2008 was
estimated at 4.5%, and the average inflation rate will be 5.3%
(2.9%, in 2007). With a view to creating conditions for higher
economic growth, Croatia should reduce its foreign debt and
increase the productivity of the economy. As main negative
factors conditioning lower economic growth in Croatia are
specified slowing down of global economic activity, instability
of the world financial markets and increasing prices of food and
energy products, and the positive ones- future membership in
the EU and NATO. Other macroeconomic and fiscal indicators
in Croatia can be estimated as satisfactory, as continuation of
positive labour market movements is expected, as well as further
employment growth and decrease of unemployment. According
to Eurostat data, GDP per capitain Croatia (by purchasing power
standard) in 2007 was 51.8% of the EU-27 average, while in
2008 it will reach the level of 52.9%.

Movement of base inflation in the reporting period of 2008 in
Serbia was determined by high inflationary expectations, fiscal
expansion, inflation growth at the global level and increase in prices
of energy products. In March 2008, inflation in Serbia amounted to
13.6% observed in comparison to the same period of the previous
year. The target rate of base inflation ranges between 3% and 6%,
butthereis little probability that it will be achieved. In March 2008
industrial production in Serbia increased by 8.7% at an annual level,
being 2.6% higher compared to the same month of the previous
year. Political instability brought about by situation in Kosovo and
election of new Government will slow down growth and reduce
the FDI inflow.

According to the IMF assessments, the economic growth rate in
BiH in 2008 will be about 5.5%.

In 2008, Macedonia is expected to achieve the economic growth
rate of 4%, and inflation rate of about 6%. In February 2008 the
annual inflation rate amounted to 9.6%, as a result of increased
prices of food and energy products. According to economic
indicators, the beginning of this year was characterized by the
growth of Macedonian economy. However, for more noticeable
decline in unemployment and increased living standard in
Macedonia several years of significant economic growth are
necessary.

Countries belonging to the South-East European region, as
other European countries belonging to the group of transitional
economies, will achieve further economic expansion in 2008, but
the rates will be somewhat lower than in the previous period.

7.2. Interest rates

ECB - The European Central Bank (hereinafter: the ECB) increased
its reference interest rate for the last time in June 2007 to 4.0%,
and did not change it even in the first quarter 2008. The ECB
decision to retain the interest rate at 4% and the announcements
of its possible increase arose from further growth in inflationary
pressures (increase in prices of crude oil), as well as global
financial instability. It is expected that growth in inflationary
expectations will have priority in relation to stimulation of
economic growth.

FED - continues more liberal interest policy also in 2008, which
resulted in reduction of the reference interest rate for six times by
mid-August, and now it amounts to 2.25%, with the tendency
of further reduction, but with more moderate intensity. Only
in the first quarter 2008, the FED reduced the interest rate by
2 percentage points (from 4.25 to 2.25%). Data on decline in
employment, real estate prices developments, as well as increase
in prices of energy products and food resulted in the continuation
of the decline of economic activity in the USA. Therefore FED,
in order to encourage economic growth, adopted decision on
reduction of interest rate for several times. During previous 26
weeks since the reduction of the FED reference interest rate has
begun, it decreased by 3 percentage points.



Table 7.1- ECB interest rates (annual amount in percentages)

Main refinancing Marginal lending facility

Date Deposit facility operations
Minimum variable rates

06. June 3,00 4,00 5,00
2007.

14. March 2,75 3,75 475

13. December 2,50 3,50 4,50

11. October 2,25 3,25 4,25
2006. 9. August 2,00 3,00 4,00

15. June 1,75 2,75 3,75

8. March 1,50 2,50 3,50
2005. 6. December 1,25 2,25 3,25
Source: ECB

BoE- reduced its reference interest rate during the first quarter
2008 from 5.50% t0 5.0%. The reasons which made the Bank of
England to reduce the key interest rate are high real estate prices,
problems on mortgage market and low economic growth.

BoJ- In the first quarter 2008, the Central Bank of Japan did
not change the reference interest rate, although expectations of
investors on the market were directed towards its growth. The
Bank of Japan retained the interest rate at the level of 0.50%.

The experts of the Bank for International Settlements (BIS)
consider that central banks should think about increase of interest
rates even in conditions of low inflation with a view to fighting
the negative effects of global financial crisis.

7.3. Exchange rate movements

The first quarter 2008 was characterized by further decline
of Dollar against Euro, as a result of expectations of market
participants that the ECB will retain the existing level of reference
interest rate, while the FED will continue to follow expansive
monetary policy. In favour of strengthening Euro against Dollar
the significantinfluence had the unexpected growth of investors’
confidence in the Eurozone, in spite of growing uncertainty on
loan market, as well as bad the USA macroeconomic data for
2007. In the first quarter 2008, the EUR/USD exchange rate
ranged between $ 147 and $ 1.58 for one Euro. At end-March
the EUR/USD exchange rate was by 6.8% higher compared to
end-December 2007 and amounted to $1.57 for one Euro. Euro
has appreciated for more than 70% from its lowest point against
Dollar since October 2000.

Table 7.2- Overview and forecast of reference interest rates levels of selected central banks

Currency Reference interest rate AAspc;n;(%tg Last change Dac';eaﬁfglzst m’:::i:\g Prediction
EUR “Refinance Rate” 4,00% +25b.p.  06.06.2007. 08.05.2008. No change
CHF “LIBOR Target Rate” 2,75% +25b.p.  13.09.2007. 13.06.2008. No change
CAD “Target Overnight Rate” 3,50% -50 b.p.  04.03.2008. 22.04.2008. -25 b.p.

JPY “Target rate” 0,50% +25b.p. 21022007 30.04.2008. No change
GBP “Repo Rate” 5,00% -25b.p.  10.04.2008. 08.05.2008. No change
usb “FED Funds Target Rate” 2,25% -75b.p.  18.03.2008. 30.04.2008. -25 b.p.

Source: ECB and the National Bank of Serbia
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Graph 7.2- USD/EUR exchange rate in Q1 Graph 7.3- JPY/EUR and JPY/USD rate
2008 during 2008
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In the first quarter 2008 the JPY/EUR exchange rate was unstable,
following oscillations on stock markets, primarily in Asia. Growth
in prices of shares increased the interest of investors for this form
of investments, while their decrease strengthened demand for
Yen as stable currency, so that, for that reason, the EUR/JPY rate
temporarily fell. At the beginning of January, the Yen weakened
against the Euro. Increase in prices on Asian markets resulted in
theincrease in demand for high-yield currencies, which adversely
affected the movement of Yen. However, since mid-January the
Yen started to strengthen, due to decline on global markets of
shares, reduced volume of “carry trade”, as well as investors’
coming out from high-risky investments. At end-March the
EUR/JPY rate, in addition to mild short declines, recorded a
significant growth. The main reason for positive developments
of this rate was growth in prices of shares on Asian markets. The
EUR/JPY exchange rate amounted to 160.32 at the beginning of
January, while at end-March it was 156.72.
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January

The Sodial Insurance Agreement between Serbia and Montenegro
came into effect as at 1 January, as well as the temporary
Agreement on Trade Issues between Montenegro and the
European Union. Commercial banks and MFI in Montenegro
started to use the application for obtaining data from the Credit
Reqgulatory Registry, as it was defined by the Agreement on
providing services signed with the Central Bank. The Norvegian
energy company “NTE” and “Zetogradnja” from Podgorica formed
joint company “NTE Montenegro” for construction of hydro
power plants, production and distribution of energy, while the
Spain company “Iberdola” expressed its interestin construction
of windmills.

February

The Montenegrin Government has adopted the Plan of Intervention
Procurements in Conditions of Serious Market Turmoils, which
prescribes maximum monthly amount of EUR 20.3 million for
the food procurement, i.e. EUR 207 million at an annual level.
Also, the Government has adopted the Decision on conditions
and procedure of purchasing the Montenegrin receivables with
frozen foreign currency deposit bonds and former owners on
the restitution basis, which enable purchase of debt which
matured or which become due during the year, while draft laws
for ownership and property relations, government property
and debentures obligations were withdrawn from procedure
in the Parliament.

The Agrobudget for 2008 has also been adopted amounting
to EUR 14.75 million being one fourth higher than last year.
The deputies of the Montenegrin Parliament have adopted the
Law on Banks.

Montenegrin and the United States government representatives
signed in Podgorica the Agreement within the Paris Club of
Creditors by which Montenegro confirms obligations for debts
or guarantees of the former State Union. The company “MNSS
BV incorporated in Netherlands, became the new owner of
"Teljezara” from Niksic.

March

Bosnia and Herzegovina and Montenegro government
representatives have signed in Sarajevo the Memorandum on
Joint Activities on preparation the project-study documentation
for railway connection of two countries from Niksic to Capljina.
The Montenegrin Government has adopted the Program of
government support and assistance to small and middle-sized
enterprises for the current year, which forsees assistance at the
amount of EUR 4.72 million.Montengro occupied 59 position on
thelist of 130 countries rated according to their competitiveness in
the tourism and travel sector for the current year. The Montenegrin
and European Community representatives signed in Bruxelles
a Memorandum of Understanding concerning participation of
Montenegro in the special Enterpreneurship and Innovation
Program. The “Moody’s Investors Service” agency assigned
ratings to Montenegro for the first time.
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Annex A: Real sector developments

Table 1 - Overview of macroeconomic developments

2007 2008 (chain index)
DESCRIPTION
xixt | v [ [ v v v v v v x| x [ x| xi
Industrial output (index) 106.1 80.7 1209 952
Cost of living (index) 100.3 1014 1001 1004
Retail prices (index) 100.2 1014 1004 1004

Source: Monstat

Table 2 - Industrial output

Contribution 22007 =100 LEVEL INDEX

in 2007 2008 111 2008 |1l 2008. |- 1112008.

2007 I | I | - I | I | om | 12008 |11 2008. | - 1112007

Industry-total 100.0 97.2 1075 96.4 115.6 110.1 1071 95.2 102.4 1111
Mining and quarrying 6.3 89 96.2 859 1384 109.2 117.2 789 113.5 1364
Mining and quarrying of en. producting mat. 1.8 131 1335 1272 1715 1587 162 92.5 1189 1274
Mining of pit coal, lignite and peat 1.8 131 1335 1272 1715 1587 162 92.5 1189 1274
Mining and quarrying exept energy produc. mat. 4.5 71.6 80.7 689 1247 88.7 98.6 711 109.9 143.1
Mining of metal ores 3.2 79.8 924 79.2 140.6 86 108.3 61.2 931 136.7
Other mining and quarrying 13 52 529 44 86.6 95.2 754 1099 180 1714
Manufacturing 764 83.2 93.8 87.7 83 96.4 90.9 116.1 102.8 103.6
Manufacture of food products, beverages, and tobaco 8.0 78.0 84.1 78.6 71.1 90.8 773 127.7 108 98.3
Manufacture of food products baverages 73 81.8 80.9 76.3 78.2 91.1 81.5 116.5 112.6 106.8
Manufacture of tobaco products 0.7 396 1165 1011 - 879 359 - 75.5 355
Manufacture of textiles and textiles products 13 73.8 100 863 1358 1664 1445 122.5 166.4 1674
Manufacture of textile fabrics 01 1831 1269 1417 51.1 384 511 75.1 30.3 36.1
Manufacture of wearing apparel and fur 1.2 69.0 98.8 839 1395 172 1486 123.3 1741 177
Manufacture of leather and leather products 0.1 69.7 2977 1488 1488 79.1 76 53.2 26.6 511
Manufacture of wood and wood products 22 226 50.1 31.6 92.2 98.1 753 106.4 195.8 2383
Manufacture of paper, publishing, and printing 1.0 80.6 87.1 835 80 839 774 1049 96.3 92.7
Manufacture of celulose paper and paper products 04 62.3 721 59.1 735 67.3 63.6 91.6 933 107.6
Publishing, printing and reproduction 0.6 96.5 100.1  104.7 85.7 98.3 89.4 14.7 98.2 854
Manufacture of chemical products and fibres 6.3 84.0 94.6 85.8 679 83.8 83 1234 88.6 96.7
Manufacture of rubber and plastic products 0.1 1417 1291 1043 229 63 82.8 2751 48.8 794
Manufacture of other non-metal minerals 6.1 91.8 1015 994 91.8 96.3 97.0 104.9 949 97.6
Manufacture of metal and metal products 489 86.4 95.6 90.9 837 97.6 93.2 116.6 102.1 102.5
Manufacture of basic metals 457 859 96.3 914 84.1 98.3 95.1 116.9 1021 104.0
Manufacture of metals products, exept machinery 32 934 85.7 83.6 79.2 88.1 64.8 111.2 102.8 775
Manufacture of other machinery and equipment 1.6 832 109.0 88 84.2 89.3 81.5 106.1 819 926
Manufacture of other machinery and household appliances 0.1 94.1 471 65.9 65.9 65.9 65.9 100 1399 100.0
Manufacture of transport equipment 0.6 44.4 984 63.5 95.2 921 984 96.7 93.6 155.0
Manufacturing N.E.C. 0.1 63.1 66.8 84.1 1421 117 146.8 823 1751 174.6
Electricity, gas, water supply 173 1621 1720 1388 2516 1711 1751 68.0 99.5 126.2

Source: Monstat




Table 3 — Industrial production

Total Mining and quarrying Manufacturing Electricity, gas, water supply

Annual | Monthly Annual | Monthly Annual | Monthly Annual Monthly
2000=100{ growth growth [2000=100| growth growth {2000=100| growth growth [2000=100| growth

rate rate rate rate rate rate rate growth rate
2001 99.3 -0.7 88.5 -11.5 101.6 1.6 93.9 -6.1
2002 999 0.6 95.1 75 103.9 2.3 87.7 -6.6
2003 102.3 24 96.5 14 101.8 -2.1 103.1 17.5
2004 116.4 13.8 91.5 -5.1 1151 131 124.7 21.0
2005 114.2 -19 91.7 0.2 118.0 2.5 108.0 <134
2006 115.3 1.0 94.4 29 1181 0.1 11.3 31

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

Feb 107.8 35 94 N7 74 276 954 -1.8 12.7 151.5 -7.6 2.3

Mar 112.6 -11 2.3 46.1 -40.1 -35.6 123.3 14.9 289 103.9 =279 -359

Apr 120.8 44.7 7.0 583 34 26.3 1n72 22.5 -53 150.3 155.7 451

May 118.1 46.0 22 538 -4.1 -78 N33 15.2 30 1908 374.2 0.2

2004 Jun 119.5 16.5 -0.3 1014 3.3 87.6 117.6 53 1.6 129.6 63.7 -13.9

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

Aug 100.2 0.2 -6.2 904 -571 -96 1140 16.5 -3.8 65.2 -9.3 -15.1

Sep 1219 14.6 10.6 164.3 =73 82.1 118.2 19.6 3.6 74.5 12.3 139

Oct 112.3 73 14 102.1 -1.7 -379 1234 9.0 4.5 173.3 39 14.4

Nov 123.8 194 10.1 88.3 -0.3 37 1216 16.3 -5 1404 325 64.7

Dec 156.5 28.3 20.6 166.9 122.1 88.2 128.1 25.7 154 1984 20.4 41.5

Jan 114.2 13.3 -27.0 61.5 9.3 -63.0 1011 19.0 -27.8 130.6 51 -16.3

Feb 101.9 -55 -8.7 42.8 -40.4 -30.4 104.2 9.2 34 114.1 -24.7 -26.7

Mar 117.6 4.5 131 83.8 81.7 96.1 117.6 -4.6 12.6 129.2 244 5.8

Apr 105.8 -12.4 -10.3 61.6 57 -26.5 114.6 2.2 29 95.3 -36.6 -26.1

May ma -5.7 54 70.3 30.8 14.3 119.2 5.2 43 1295 =321 75

2005 Jun 157 -3.2 2.3 108.4 70 534 122.0 3.7 0.2 100.3 -22.6 -19

Jul 125.0 10.1 4.1 106.0 6.0 -19 1371 14.9 139 79.0 2.7 211

Aug 16.7 16.5 -1.5 1294 431 22.0 133.0 16.7 10.1 67.8 4.0 1.7

Sep 133.2 9.3 3.8 146.1 -1 13.1 129. 9.2 -3.1 92.1 236 353

Oct 110.2 -19 -9.0 101.2 -09 -30.7 1201 2.7 -6.9 1754 1.2 -11.5

Nov 120.9 24 9.3 743 -15.9 -26.7 1181 29 -69 1423 1.4 65.0

Dec 1234 21.2 2.2 116.1 -304 55.5 1114 -13.0 3.3 129.4 -34.8 -9.0

Jan 120.7 5.7 =21 93.0 513 -19.5 100.5 -0.6 -17.6 1449 1.0 42.5

Feb 106.7 4.7 -9.5 91.8 114.8 -1.3 96.0 -79 -4 139.8 226 -19.0

Mar 121.2 3.0 1.3 90.5 8.0 -14 118.8 1.0 233 138.7 73 -74

Apr 105.0 -0.8 -137 70.8 149 218 1142 -0.3 -4.1 89.8 -5.8 -35.1

May 114.3 26 9.0 90.0 279 27.1 118.7 -04 41 138.3 6.8 21.8

2006 Jun 1179 19 1.6 96.3 -11.2 6.6 124.4 2.0 2.6 106.2 59 -29

Jul 138.0 104 -0.2 96.8 -8.7 0.8 1403 24 17 1292 63.5 -6.3

Aug 112.2 -39 -6.2  108.0 -16.5 1.7 1208 -9.2 2.5 75.3 1 24.2

Sep 126.2 -53 55 1243 -149 15.3 129.2 0.1 6.9 721 217 -4.4

Oct 1049 -4.8 -85 82.8 -18.2 -333 1207 0.5 -6.5 139.1 -20.7 -5.2

Nov 121.5 0.5 15.5 884 19.0 6.5 1287 9.0 6.7 1106 -22.3 61.7

Dec 126.2 2.3 4.0 100.3 -13.6 129 116.8 4.8 -0.7 129.8 0.3 17.5

Jan 97.6 -19.1 231 69.6 -25.2 -30.2 112.0 1.5 -13.0 522 -64.0 -489

Feb 109.2 24 15.0 85.2 7.2 224 1072 1.7 33 1225 -124 973

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

Apr 110.6 54 -10.5 90.0 271 24 1167 2.2 -40  100.1 1.5 -27.8

May 107.2 -6.2 29 86.2 -4.2 -42 1269 6.9 89 75.0 -45.8 -40.8

2007 Jun 103.5 -12.2 -4.9 65.5 -32.0 -24.2 140.1 12.6 8.1 15.6 -85.3 -73.6

Jul 121.2 -12.2 -0.1 94.1 2.7 439 1469 4.7 -5.5 358 =723 759

Aug 17.5 4.8 1.8 1054 24 121 142.7 18.1 10.0 369 -51.0 343

Sep 1239 -1.8 -11 171 -5.8 1.3 139.8 8.2 -2.2 36.6 -49.3 -1.2

Oct 134.1 27.8 19.1 124.9 509 6.7 1516 256 8.6  180.2 296 142.2

Nov 128.5 5.8 -4.4 1594 80.3 274 126.6 -1.6 -16.4 1233 1.5 39.1

Dec 1359 77 6.1 604 -39.8 -62.3 129.0 10.5 11.6 144.4 11.3 17.2

Jan 1104 13.1 -19.3 994 429 66.0 1217 8.6 -14.5 65.1 24.8 -42.6

2008 |[Feb 1299 18.9 209 1325 555 33.2 107.0 -0.2 -111 190.1 55.2 145.2

Mar 126.1 2.4 -4.8 104.6 13.5 -21.1 124.8 2.8 16.1 138.4 -0.5 -32.0

Source: Monstat and CBM calculations



Table 4 - Industrial output

2008. Ll Jw v ] v | wvifvn v x| x| x|xn
Chain index 80.7 1209 952
22007 =100 956 1156 1101
Same month in the previous year 1131 1189 1024
The same period in the previous year 1163 111

Table 5 - Retail prices

Cloon [ v v v v v ] x| x| x| oxa

Chain index 1014 1004 1004
92007 =100 1054 1059 106.3
Same month in the previous year 108.3 108.8 108.8
The same period in the previous year 1085 108.6
December 2007 = 100 1014 1019 1023

Table 6 - Cost of living

o [ v v v v v | x| x| x| oxa
Chain index 1014 100.1 1004
22007 =100 105.8 106.0 1064
Same month in the previous year 1079 108.0 108.2
The same period in the previous year 1079 108.0
December 2007 = 100 1014 101.6 102.0
Table 7 — Producers’ prices of manufactured products
o [ v v v v v | x| x| x| oxa
Chain index 102.1 100.8 102.8
22007 =100 106.2 1071 1101
Same month in the previous year 1116 1Me 127
The same period in the previous year 111.6 1120
December 2007 = 100 1021 1029 1059

Source: Monstat




Table 8 - Prices

Producer’s prices of

Retail prices Cost of living manuf. products

Total Goods Services Total Total

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

Jan 20.3 1.7 19.0 0.6 26.5 6.9 18.3 1.3 73 0.6
Feb 19.7 09 18.7 1.1 245 0.3 18.0 1.3 6.0 1.1
Mar 19.8 0.6 19.2 0.8 223 0.0 18.2 09 79 1.0
Apr 20.8 1.6 206 20 216 0.1 19.7 20 71 -0.2
May 213 14 211 1.6 219 0.3 194 1.7 6.6 04
2002 Jun 20.7 0.8 21.2 09 18.2 0.2 191 0.8 3.8 24
Jul 194 0.1 20.7 0.1 13.5 0.2 17.6 -1.0 24 -0.3
Aug 173 0.3 18.2 0.3 13.0 0.8 15.8 0.4 09 -0.6
Sep 16.1 09 16.9 0.8 12.6 14 15.5 09 3.8 14
Oct 15.7 0.3 16.4 0.3 12.7 0.2 15.1 0.2 4.2 -0.1
Nov 12.8 0.3 124 0.0 14.7 19 11.0 0.1 39 0.1
Dec 94 0.1 87 0.1 12.7 0.0 9.2 0.5 0.7 -0.3
Jan 8.4 0.8 8.4 0.3 8.4 2.8 8.4 0.5 -0.7 -0.1
Feb 8.0 0.5 75 0.2 10.3 21 7.2 0.1 -1.5 0.0
Mar 8.0 0.6 6.8 0.1 13.8 3.2 6.5 0.2 -0.7 1.8
Apr 9.7 3.2 8.1 3.2 17.3 3.2 77 31 3.8 3.8
May 8.5 0.2 6.6 0.2 174 0.4 6.1 0.2 29 0.0
2003 Jun 8.0 0.3 6.0 0.4 171 0.0 6.6 13 6.7 09
Jul 8.3 0.3 5.8 -0.2 19.8 24 6.9 -0.8 7.2 0.2
Aug 8.0 0.1 5.7 0.1 189 0.0 6.7 0.2 79 0.0
Sep 74 0.3 5.2 04 174 0.2 6.3 0.5 6.7 04
Oct 71 0.1 5.0 0.1 17.2 0.0 6.3 0.2 70 0.1
Nov 6.8 0.0 5.0 0.0 15.1 0.0 6.4 0.1 73 0.2
Dec 6.7 0.0 5.1 0.2 14.3 -0.7 6.2 0.3 8.2 0.6
Jan 5.2 0.1 4.2 0.1 10.3 0.2 5.2 0.1 6.3 -0.2
Feb 5.7 0.5 4.5 0.2 11 2.3 54 0.2 6.9 0.5
Mar 55 0.1 49 0.1 8.4 0.2 5.8 0.1 8.7 33
Apr 2.3 0.1 1.7 0.2 5.0 0.0 2.6 0.0 6.3 0.6
May 2.7 0.6 1.7 0.2 74 2.6 2.8 04 6.7 0.3
2004 Jun 24 0.0 1.3 0.0 75 0.1 09 -0.6 55 -04
Jul 2.1 0.0 1.5 -0.1 50 0.1 09 -0.7 5.7 0.2
Aug 2.1 0.1 14 0.1 50 0.0 0.8 0.1 6.0 0.3
Sep 20 0.2 1.2 0.1 5.2 0.3 0.3 0.0 49 -0.6
Oct 24 0.5 1.3 0.2 7.1 1.8 0.3 0.3 4.6 -0.1
Nov 25 0.1 1.2 0.1 7.8 0.0 -0.1 0.1 4.0 0.0
Dec 4.3 1.8 11 -0.1 18.1 9.5 1.5 1.6 36 -04
Jan 3.7 0.1 09 0.1 16.5 0.0 1.2 0.1 3.6 0.1
Feb 35 0.1 0.9 0.1 15.0 0.0 1.2 0.1 3.3 0.2
Mar 3.6 0.2 1.0 0.2 15.2 0.2 1.3 0.2 2.5 2.2
April 39 04 13 04 15.6 0.3 1.8 0.5 0.4 -1.5
Maj 3.6 0.2 14 0.3 12.8 0.1 2.0 0.6 0.5 0.5
2005 Jun 3.8 0.2 1.6 0.2 13.2 0.4 29 0.3 1.7 0.8
Jul 35 -0.2 1.3 -0.3 13.1 0.0 2.7 -1.0 1.5 0.0
Aug 35 0.1 13 0.1 131 0.0 2.7 0.2 1.3 0.1
Sep 3.7 0.3 14 0.3 13.2 0.3 3.2 04 21 0.2
Oct 3.3 0.2 14 0.2 14 0.3 3.2 0.3 21 -0.1
Nov 34 0.1 1.5 0.1 14 0.0 38 0.6 2.2 0.1
Dec 1.8 0.1 1.8 0.1 1.8 0.0 24 0.2 35 0.8
Jan 26 0.2 2.8 0.3 1.6 0.0 29 0.3 31 0.1
Feb 2.3 0.1 2.5 0.2 1.6 0.0 29 0.3 -2.8 0.4
Mar 2.0 0.1 2.2 0.1 1.5 0.1 2.8 0.2 2.3 1.0
Apr 21 0.6 2.3 0.7 1.0 0.1 31 0.7 3.8 04
Maj 2.2 0.3 2.5 04 09 0.0 33 0.7 39 0.2
2006 Jun 2.3 0.2 2.6 0.2 0.8 0.1 31 0.1 3.6 0.5
Jul 23 -0.2 2.6 -0.2 09 0.0 33 -1 36 0.0
Aug 23 0.2 24 0.1 1.6 0.7 33 0.3 3.8 0.2
Sep 1.7 0.1 1.7 0.0 1.8 0.3 2.7 0.3 4.3 0.7
Oct 1.7 0.0 1.6 -0.1 2.0 0.5 2.8 04 4.1 -04
Nov 19 0.1 19 0.1 20 0.0 2.7 0.3 4. 0.2
Dec 2.0 0.2 2.0 0.2 2.0 0.0 2.8 0.3 29 -04
Jan 1.8 0.2 1.8 0.3 20 0.0 26 0.3 1.7 0.6
Feb 1.8 0.0 1.7 0.0 2.2 0.3 24 0.1 31 1.0
Mar 20 0.3 20 04 2.2 0.0 24 0.2 56 2.5
Apr 2.1 0.7 2 0.8 20 0.0 23 04 7.2 16
May 2.2 0.3 2.2 0.4 2.1 0.0 23 0.6 6.7 -0.1
2007 Jun 2.2 0.2 2.2 0.1 24 04 1.6 -0.6 6.6 0.2
Jul 4.7 2.3 5.0 2.6 31 0.8 4.2 1.7 11 4.8
Aug 4.5 0.1 5.0 0.1 24 0.0 4.6 0.6 10.7 -04
Sep 6.4 19 59 0.8 8.6 6.3 6.5 21 99 0.2
Oct 70 0.6 6.7 0.7 8.0 0.0 6.9 0.7 10.7 0.3
Nov 8.0 1.0 8.0 1.3 8.0 0.0 76 1.0 13.7 29
Dec 8.0 0.2 8.0 0.2 8.0 0.0 7.7 0.3 14.5 0.2
Jan 8.3 14 75 0.8 1.3 39 79 14 1.6 21
2008 | Feb 8.8 04 77 0.1 133 20 8.0 0.1 11.6 0.8
Mar 8.8 04 7.7 0.5 134 0.0 8.2 04 12.7 2.8

Source: Monstat




Table 9 - Tourism

2007. 2008. Index
i - n - —'I'I'I'I '?)3: Structure

Total 19,425 52,349 21,961 66,064 126,2 100,0
Arrivals domestic 5,424 18516 6,271 21283 1149 32,2
foreign 14,001 33,833 15,690 44781 1324 6738
Total 64,793 200,303 106,262 306,745 1531 100,0
Overnights domestic 20,542 87,237 22,776 86,810 995 283
foreign 44251 113,066 83,486 219,935 1945 717

Source: Monstat

Table 10 — Number of employed and unemployed people

o [ wm o [ ov o owve [ v [ v | x| x [ oxi | xu
Employed*

2001 114536 113500 113542 113663 113943 114137 114106 114024 115077 114755 114170 113744
2002 113504 113597 113953 113663 113943 114137 114422 113,684 113526 113676 113679 113425
2003 112637 112,846 112317 112132 111,738 112648 112905 112647 111,461 110911 110,387 109,639
2004 108562 107359 108634 109623 109642 109863 110,886 111158 110,049 109,696 110,055 108,228
2004+*+ 142,081 142,834 142361 143224 143845 146696 145160 142,634 143447 143113 143992 142,438
2005%** 142,145 142072 141298 140950 142,248 145852 148528 146744 145739 145923 145528 145261
2006%** 144978 145753 146554 147517 149321 151,678 154723 154280 154236 154652 155156 150,746
2007+ 151535 152114 153140 154074 156817 158190 160,045 158392 158,164 157458 157739 159,223
2008 160450 161,105 162,737

Unemployed**

2001 81,238 82158 82453 83,091 82629 82140 81,823 80686 80952 80668 80440 81,069
2002 80,385 81,360 81,510 81961 81,602 81,041 81,116 80,830 80,809 80,183 79894 76,293
2003 76,584 76,077 76165 74976 73520 69735 66951 66,277 67664 71023 72544 68,625
2004 69,573 71419 72,378 72,202 68993 64572 60993 60,771 60447 59930 59387 58,950
2005 59115 58,774 58075 57557 56,772 55199 53,683 52494 51,843 51,266 49886 48,825
2006 48,639 48,656 49388 48,651 45640 42560 40,220 39093 38919 38,747 38892 38876
2007 39104 39155 38,714 37571 35356 33,393 32205 31,271 31156 31569 31,787 31,469
2008 31,323 31,469 31,684

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

Annex realized in the period 15! January - 315t March 2008 in EUR miillion
DESCRIPTION I-X11 2007 | 1-111 2008

CURRENT REVENUES 1340.7 315.5
Taxes 783.0 185.5
Personal income tax 108.1 28.1
Corporate income tax 39.1 10.8
Property tax 40.2 14
VAT tax 393.2 854
Local taxes 326 9.0
Excise duties 94.5 237
Tax on international trade and transactions 68.5 15.2
Other Republic taxes 6.7 19
Contributions 306.9 69.6
Contribution for Pension and Disability Insurance 173.5 395
Contributions for Health Insurance 1255 283
Contributions for unemployment insurance 76 1.8
Other contributions 04

Duties 33.8 9.7
Administrative fees 1.6 34
Court fees 8.7 2.0
Residence taxes 0.8 0.1
Local communal taxes 9.3 3.1
Other taxes 35 1.1
Fees 122.8 32.2
Fees for public goods utilization 6.9 2.2
Fees for utilization of natural resources 37 06
Fees for utiization of construction land 2.2 4.8
Ecological fees 44 0.5
Fees for games of chance 15.7 1.2
Fees for local roads 4.8 1.1
Tolls 6.5 1.6
Other fees 785 20.3
Other revenues 71.4 13.7
Receipts from credit repayments 22.8 5.0
CONSOLIDATED EXPENDITURES 1161.4 273.8
Current expenditures 565.3 116.6
Gross salaries and contributions paid by employer 287.8 72.5
Net earnings 166.1 41.8
Tax on earnings 303 8.2
Contributions paid by employee 452 11.8
Contributions payable by employer 41.8 9.6
Surtax on tax 44 1.2
Other personal income 337 4.1
Material and service expenses 158.7 24.4
Current maintenance 30.0 4.4
Interests 279 3.7
Rent 5.6 1.7
Subsidies 13.9 4.0
Other expenditures 7.8 1.8
Transfers for social security 299.0 68.1
Social protection rights 39.4 10.3
Redundancies 1.5 2.1
Pension and disability insurance rights 2286 52.0
Other rights in social protection 12.8 2.6
Other rights in health insurance 6.8 1.2
Transfers to institutions, individuals, non-governmental and public sector 81.2 449
Transfers to institutions 385 36.6
Transfers to non-governmental sector 104 1.6
Transfers to individuals 19.6 4.1
Transfers to municipalities 0.0 0.0
Transfes to public sector 12.7 2.5
Capital expenditures 187.4 28.3
Capital budget of Montenegro 5.4
Loans and credits 9.6 7.4
Repayment of guarantees 0.1 0.0
Reserves 19.0 3.0
Surplus/deficit** 179.3 41.8

Source: Bulletin of the Ministry of Finance

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

from debts arising from borrowing and the issuance of securities.



