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Review of macroeconomic developments

2008 | 12009 | %
REAL SECTOR DEVELOPMENTS
GDP (in current prices in EUR million)* 3,339.0
Industrial output index (compared to the same period the year before) -2.0% -13.6%
Forestry (compared to the same period the year before) 6.6% -52.7%
Construction (compared to the same period the year before-measured by effective working hours) 20.7% -17.2%
Employment
Number of employed people (year-end) 169,160 170,607
Number of unemployed people (year-end) 28,366 29,170
Inflation rate (compared to December the year before)
Cost-of-living index 7.2%
Consumer prices** 6.9% 0.8%
RPI 7.3%
Average salary (EUR, without taxes and contributions) 416 466 12.0
MONETARY DEVELOPMENTS (EUR million)
M1
Total deposits 1,958.5 1,738.2 -11.2
Deposits by economy 591.1 415.2 -29.8
Government deposits 176.8 1879 6.3
Central government 29.8 46.7 56.5
Institutions and agencies of central government 24.3 447 84.0
Funds and municipalities 122.7 96.4 214
Deposits by financial institutions 193.6 203.1 49
Deposits by households (savings) 837.8 780.6 -6.8
Deposits - other 159.1 1514 -4.8
Total loans 2,769.0 2,654.6 -4.1
Loans to economy 1,630.5 1,5334 -6.0
Loans to government 337 39.1 16.0
Central government 51 0.1 -98.0
Institutions and agencies of central government 4.6 1.1 -76.1
Funds and municipalities 241 379 576
Loans to banks and financial institutions 241 224 -7.0
Loans to private citizens 1,032.0 1,006.5 -2.5
Other loans 48.7 53.2 9.3
MONEY AND CAPITAL MARKET
Turnover in stock exchanges (EUR million) 160.3 27.2
NEX stock exchange 8295 6.4
Montenegroberza stock exchange 774 20.8
Stock exchange indices
NEX20 10,002.9 4,4859 -55.2
NEX PIF 5,844.6 8,905.7 524
MOSTE 469.5 4117 -12.3
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 5.00%
FISCAL DEVELOPMENTS (EUR million)
Current incomes*** 1,5154 268.1
Expenditures*** 1,464.5 275.0
Surplus/deficit 509 -6.9
Foreign debt without debt of public enterprises (in EUR million) 4817
Public debt without debt of public enterprises (in EUR million) 413.0
EXTERNAL DEVELOPMENTS
Current account balance (EUR million) -1,005.7 -188.8
Trade balance -1,489.6 -199.6
Balance of services 403.1 -8.7
% of trade deficit/other balances coverage 325 54
Current account balance in % of GDP 30.1

* Estimate of the Ministry of Finance (EFP 2008-2011) for 2008.
**Since January 2009 the only inflation measure.

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






MACROECONOMIC DEVELOPMENTS

Thefirst quarter of 2009 showed that the consequences
of the crisis were felt in Montenegro. A downward
tendency was recorded in the level of industrial
production, and the transportation, forestry and civil
engineering sectors. For the first time after several
years a budget deficit occurred. Nevertheless, it is still
too early to predict if Montenegro would be affected
by the recession or if it would be possible to avoid
it, since this will largely depend on the happenings
in the second half of the year. The factors that may
have a significant impact on the economic growth
include a successful recapitalization of the Electric
Power Company of Montenegro (EPCG), a good tourist
season, the highway construction initiative, the invited
tenders in the field of tourism, etc., while the fact that
the most important stock markets of the world have
gradually started to recover should also be taken into
account.

At the end of March, measured by the cost-of-living
index, the inflation was 0.8% higher than at the end
of the previous year; it was 5.5% higher compared to
March of the previous year. The annual inflation rate
was somewhat higher; it was 5.7%. By all means, as a
consequence of the global financial crisis, the inflation
rate is expected to record a downward tendency
compared to the previous year.

The difficulties in the real sector were also reflected
on the operating transactions of the banking system.
In the first quarter of the current year, and especially
by the end of this quarter, deposit reduction was no
longer the result of psychological causes, but rather
of dominantly aggravating business operations and
an issue of illiquidity that occurred in the economy.

The situation is expected to improve gradually over
the following period of time, primarily as a result of
the sale of the Electric Power Company minority shares
package, the ongoing process of recapitalization of
the banks, and also the credit lines that entered the
final phase of approval by the international financial
institutions (EBRD, EFSE, EIB and KfW).

In the first three months of this year, the budget deficit
amounted to 7.9 million euros, or 0.2% of GDP. Thisis a
small budget deficit; nevertheless, its growth during
the year can be realistically expected. Since both the
expenditures and revenues were lower than originally
planned, the former by 31% and the latter by 15.8%,
it is clear that a budget revision shall be necessary,
most likely in addition to incurring new external debt.
However, it should not be forgotten that the tendency
of aggravation of budgetary (im)balance is equally
present in both developed market and transition
economies.

The industrial production was on a downward trend;
compared to the same quarter of the previous year,
the level of industrial production was 13.6% lower.
An extremely high growth was recorded in the electric
power production (40.5%) and food industry (27.6%).
On the other hand, most problems are related to the
manufacturing of basic metals and metal products
(43.8% lower); a downturn trend in the mining and
quarrying sector (44.7%) was also greatly influenced
by a low level of activity in this sector.

Speaking of public debt, Montenegro still belongs to the
category of not very indebted countries, although its
publicdebt wasincreased by 121.5 million eurosin the
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first quarter of the current year, compared to the end
of the previous year. Nevertheless, there is a tendency
of publicdebt growth in the developed countries also,
while a high number of the Euro zone countries have
already exceeded the maximum public debt to GDP
ratio stipulated by the Maastricht Treaty. Montenegro
shall certainly need some external financial resources
over the following period of time; however, it needs to
ensure that it remains within the Maastricht criteria.
Bearing in mind that a total of uncollected approved
credit linesamounts to approximately 125 million euros,
it would be useful to create the preconditions for those
resources to be withdrawn as soon as possible, and used
to encourage the economy in this crisis situation.

In the first quarter of this year, the number of tourists
was lower by 14.3%; this means that the consequences of
the crisis were already partly experienced by this branch
of economy. This is partly due to a lack of adequate
accommodation and complementary capacities in
the Northern Region of the country. Nevertheless,
it is still too early to draw conclusions since by far
the majority of tourists come in summer. Speaking of
tourist industry, price reduction has to be one of the
top-priority directions of activity since some significant
price reductions have already been announced by the
competitor destinations.

In the first quarter of this year, the value of completed
construction works was lower by 18.5%, while compared
to thefirst quarter of the previous year and measured by
the effective working time, the activity was reduced by
17.2%. In the field of forestry, 52.7%less wood products
were produced than during the same period of the
previous year. Negative growth rates were recorded
by all forms of transport.

The effects of more difficult business operations were
also obvious in the area of foreign trade. The current
account deficit amounted to 189 million euros, which
was 40% lower than during the same period of the
previous year. Both imports

(-35%) and exports (-23%) were on a downward trend,
although the former was considerably higher than the
latter one. Concerning the exchange of services, the
deficit was increased by 4 million, the income surplus
was reduced by 7 million, and the transfer surplus was
increased by 4 million euros.

Despite of the crisis, direct foreign investments did
not stop. Net income from direct foreign investments
amounted to 88 million euros, which was 37% lower
thanin the same period of the previous year. Providing
that at least one of the major planned investments
is accomplished (The Electric Power Company of
Montenegro, Velika Plaza, Valdanos), it would not be
unrealistic to expect an even higher FDI inflow than
the record one from the previous year.

In the first quarter of the year, capital market
transactions and stock exchange indices recorded a
further downward trend. Nevertheless, a moderate
recovery of the capital market may be expected in
the second half of the year, although still considerably
below the level reached before “the big fall” that
characterized this market.
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1.1. Gross Domestic Product

No official information on GDP developments in the first quarter
of the year is currently available; however, a considerable number
ofbranches of economy were faced with difficulties. There was a
decrease in industrial production, building industry and forestry,
and also lower numbers of visiting tourists and overnight stays.
A negative trend was recorded by all forms of transportation in
the first quarter of the year as well.

Table 1.1 — Assessed Gross Domestic Product
(in million euros)

2008 2009

GDP 33390 3538.0

Source: Ministry of Finance

The labor market developments have yet not been significantly
affected by the slowdown in economic activity over the first three
months of the year. Compared to the same period of the previous
year, this period was characterized by an increase in employment
0f 5.2% and lower unemployment rates, although this tendency
is not very likely to remain until the end of this year.

1.2. Activities

1.2.1. Industrial Qutput

Compared to the same period of the previous year, cumulative
production was 13.6% lower in the first quarter of 2009. A
production growth of 40.5% was recorded only in the electric
power, gas and water supply sector, while the processing industry

and mining and quarrying sector recorded a downfall of 33.9%
and 44.7% respectively. Speaking of the growth of monthly
industrial production, an increase of 3% was recorded only
in February.

A fall in manufacturing production in eight sub sectors of the
processing industry making up 52.9% of the total industrial
production resulted in an output reduction of 33.9% in this sector.
What was disturbing was the fall of 43.8% in the industry sub
sector of “basic metals and metal products”. The main reason
for this was a lower output in the production of aluminium
caused by numerous issues relating to business operations of
the Aluminium Plant Podgorica (KAP), including a low price
of aluminium on the world market, an outstanding debt to
the Electric Power Company, overstaffing, payment of salaries
to non-operating manufacturing factories etc. Negotiations of

Graph 1.1 - Industrial Output, Annual
Growth Rate
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the Government of Montenegro and CEAC (Central European
Aluminium Company) on how to resolve the KAP issue have
been going on for several months now. By implementing welfare
— development program, the Government started resolving the
issue of KAP's business operations.

Lower outputs were also recorded in the following industrial sub
sectors: textile industry products (-89,7%); wood processing
industry products (-62,7%); rubber and plasticindustry products
(-41,3%); manufacturing of other products made of non-metallic
minerals (-44,2%); manufacturing of means of transportation
(-32,2%); processing industry; and other industries (-74,3%);
while the level of production in the industry sub sector of
mechanical equipment and household appliances was not
recorded during this period of time. In the first three months
of this year, the production in five sub sectors of the processing
industry, otherwise making up 16.2% of the total industrial
production, was higher than in the same period of the previous

year. A significant growth was recorded in the sub sector of “food,
beverages and tobacco production” (27.6%); a higher level of
production was recorded in both areas of activity: 20.3%in food
and beverage industry, and 191.9% in tobacco industry. A higher
level of production was also recorded in the following sub sectors:
leather and leather products industry; paper industry; publication
and printing; manufacturing of chemical products and fibers;
manufacturing of machines and equipment; and other.

In the mining and quarrying sector, the production was 44.7%
lower mostly due to a lower output in the production of metal
ore and “other raw materials”. Since the production of bauxite
depends on the production of KAP, and due to a lower output
volume of the Aluminium Plant, there was no demand for bauxite
ore, forwhich reason the production was 85.6% lower. In the first
quarter of the year, the production of stone coal, lignite and peat
was 6.5% higher than in the same period of the previous year.

Graph 1.2 - Industrial Output by Sectors @ 2000 = 100
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Graph 1.3 - Industrial Production - Linear

Development Trend
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In the first quarter of this year, the production of electricity, gas
and water was 40.5% higher than in the same period of the
previous year. Maximum production of electricity was recorded in
all electric power stations in January. In addition to multimillion
capital investments into the production facilities, this record
production was contributed by favorable hydrological conditions
and reqular coal delivery to the thermal power station of “Pljevja”.
ARegional Conference on Economic Security and Efficiency was
organized in March; the objective was to present the situation
in the energy sector in Montenegro and a wider region, and
also attract investments for this sector. The importance of
energy efficiency was emphasized by numerous development
documents, including “The Energy Development Strateqy of
Montenegro” as one of the most important documents. The
year 2009 was proclaimed “The Year of Energy Efficiency in
Montenegro”, which also shows the level of commitment to
this issue.

Following the development of industrial production (Graph 1.3)
for a very long period of time, there was a positive trend from
the index point of view, whereas the trend line slowed down in
the first quarter of 2009.

1.2.2. Tourism

Negative consequences of the economic crisis were felt in the
tourist sector already over the first three months of this year.

According to Monstat’s data, Montenegro was visited by 56.6
thousand tourists during that period of time, which was 14.3%
less than in the same period of the previous year. The number of
arrivals of domestic and foreign tourists went down, by 23.1%
and 10.1% respectively. The coastal region was visited by 16.2%
tourists less than during the same period of the previous year,
while there were 18% less tourists in the mountain region.

The number of overnights (256.6 thousand) was 16.4% lower
than in the same period of the previous year. The number of
overnights in the coastal region was 2.5% higher; it was on
average somewhat less than 1% lower in the northern and
central region, and in other tourist settlements.

Although a lower number of overnights was recorded, which may
be the result of negative impacts of the financial and economic
crisis, certain positive results were also recorded. The number
of overnight stays by the tourists from the Czech Republic was
nine time higher in the first quarter of this year compared to the
same period of the previous year; there were also more tourists
from Germany (32.9%), Austria (105.7%), Hungary (50.3%),
Norway (100,7%) and Holland (11.8%). Nevertheless, speaking
of the surrounding countries, a lower number of overnights
was recorded by the tourists from Serbia (-41.3%), Bosnia and
Herzegovina (-2.4%), and Slovenia (-5.4%), while Croatia was
an exception with a higher number of arrivals and overnight
stays. Following a longer period of positive trends, the number
of overnights by Russian tourists was 32.3% lower.

Graph 1.4 - Tourist Arrivals, January -

March 2009
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Graph 1.5 - Structure of Tourist Arrivals, by
Regions
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Graph 1.6 — Tourist Overnights, January
- March 2009
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An active promotional practice was continued; tourist products
of Montenegro were presented at the fairs in Prague, Vienna,
Belgrade, Milan, Munchen and Berlin; Montenegro also
participated in numerous tourist manifestations; the objective
was to present Montenegro as a competitive and attractive
destination, as much as possible under the newly created
crcumstances.

An Action Plan for the Preparation of Tourist Season of 2009 was
also adopted whereby an implementation of numerous activities
was anticipated including the following priorities: improvement
of road infrastructure; improvement of water supply to the coastal
municipalities; better electric power supply; improvement of
airport infrastructure; shortening of tourist stays at the border
(rossing points, etc.

The Government of Montenegro, Ministry of Tourism and
Environmental Protection and National Tourist Organization
(NTO), in cooperation with their business partners from the
tourist industry, initiated some activities towards the preparation
of summer tourist season. It was decided to initiate a number
of activities in order to reduce the prices of as many services
as possible, such as private accommodation, transportation,
parking, beach requisites, and many more, so as to ensure the
most optimal conditions for the functioning of tourist sector
during the related tourist season.

In order to be as efficient as possible when dealing with the
potential problems in the process of implementation of priority
activities, a core team of the Coordination Body for the Preparation
and Monitoring of the Tourist Season was appointed, chaired by
Prime Minister, and including the following members: Minister of
Tourism and Environmental Protection; Ministers of the concerned
Ministries and directors of the companies included into the
process of implementation of priority activities; this core team
holds regular meetings once a month.

With the objective of attracting as many tourists as possible, hotel
and restaurant owners tried to offer numerous benefits including
the following: compared to the previous year, discounts of 10-
20% and in some cases even 35% for various arrangements;
extended stay benefits; 14-day preseason and postseason
arrangements at the price of 12 days; 7-day arrangements at
the price of 6 days; and other similar opportunities. Restaurant
owners will reduce the prices of their services by 10%, and also
keep the same quality level of service. In addition to this, the
national air carrier will consider all possibilities to increase the
number of destinations. The number of tourist arrivals from the
neighboring countries can be influenced by introducing charter
flights and creating favorable tourist arrangements, primarily
intended for the regional market.



Box 1.1 - World Travel and Tourism Council (WTTC) Forecast

According to WTTC forecast, despite of occasional annual falls, touristindustry nevertheless recorded an accelerated
growth in the last decade. Most countries recorded an activity decrease in the second half of 2008. Namely, the
demand in the area of travel and tourism went down as a result of the global economic crisis. WTTC prediction and
forecast for Montenegro for the year 2009, and also until 2019, was the following:

« The contribution of travel and tourism in Gross Domestic Product (GDP) is expected to rise from 20.8% in 2009

t025.6% in 2019.

« The contribution of travel and tourism economy to employment is expected to rise from 29,000 jobs in 2009
(17.8% of total employment) to 41,000 jobs in 2019 (23% of total employment).
« Real GDP growth for the travel and tourism economy in expected to be 0.7% in 2009, and to average 6.2% per

annum over the coming 10 years.

+ In2009, capital investments are expected to amount to approximately 288 million euros, meaning 33.7% of total
capital investments (improvement of facilities, infrastructure, complementary services, equipment, etc.); those
are forecasted to record an average annual growth of 2.3%, growing to 31.1% of total investments in 2019.

In September 2009, the World Travel and Tourism Council is expected to prepare a report including a comprehensive
chapter on investment opportunities in Montenegro, and also a recommendation relating to the manner of their
promotion and adjustment to the requirements of investors.

1.2.3. Forestry

In the field of forestry, in the first quarter of this year, a total of
11191 m? of wood products was produced, which was 52.7%
less than in the same period of the previous year. The main
reasons for this fall primarily concerned a lower export demand
and outputs in some branches of the processing industry, such
as manufacturing of furniture, wood and cork processing, etc,,
but also due to insufficientinvestment activity and exploitation
of the existing resources by the concessionaires. It is necessary to
continue the reform process in this area in the following period
of time, enabling the legislation, economy and society to be
adjusted to European standards.

In January, the Government of Montenegro revised the Draft Law
on Concessions by limiting the concession period. No concession
period had been stipulated under the previous version of the
Draft Law, while pursuant to the revised version of the Draft
Law the concessions granted for a period of up to 30 years have
to be approved by the Government, and those lasting for up to
60 years by the National Parliament. The Law on State Property
that was passed in February this year stipulates the conditions
for signing of a long-term lease contract.

Also, the preparation of a national forest inventory was initiated
in January this year, when the first workshop titled “The Purpose
and Approach to National Forest Inventory” was organized. This
project, following the internationally recognized methodology,
is implemented in Montenegro for the first time, and will be
highly important for the development of forestry; the project
will be coordinated by the line Ministry in cooperation with the
Forest Directorate, and assisted by foreign experts. The data
collected through field research will offer the latest information
on national forest resources, and improve the knowledge of
habitats and biodiversity, and also their respective conditions
in Montenegro.

1.2.4. Construction Industry

The value of completed construction works in the first quarter
of the current year amounted to EUR 39 million, being 18.5%
lower than in the same period of the previous year. Moreover,
construction activity measured by effective working hours went
down by 17.2%. According to Monstat data, new contracts
for the construction of residential buildings were worth EUR
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13 million, which was 52.8% lower, while the value of new
contracts for the construction of other structures amounted
to EUR 12 million, which was 58.3% lower than in the same
quarter of the previous year.

During this period of time a process of public consultations
was organized regarding the Strategy for the Construction
Building Development until 2020. One of the objectives of this
document is to create a more favorable climate for attracting
foreigninvestments. To that effect, a number of measures need to
be undertaken to shorten the required period of time for issuing
of various documents, approvals and permits, in order to enable
the construction works to start the soonest possible. In addition
to that, a comprehensive inventory of all real estate properties,
including the area size and ownership status of each property,
also has to be necessarily prepared. A clear land registry will
enable allinterested investors to be informed about any property
or land ownership status.

1.2.5. Transportation

According to Monstat data, 28.8% less passengers were
transported by road in the first quarter of 2009, compared to
the same period of the previous year. The transport of goods by
road recorded a decrease of 8.3%.

The Council for Montenegro Highway Projects metin January of the
current year to discuss the status of the current tender procedure
for the construction of Bar—Boljare highway. Six companies/
consortiums were selected following the pre-qualification tender
(Alpine Consortium, Aktor Consortium, Bouygues Consortium,
Konstruktor Consortium, Strabag AG and Housing & Construction
Holding Co), qualifying as potential bidders for the signing and
implementation of a public-private partnership (PPP) contract
relating to design, financing, construction, management and
maintenance of the Bar-Boljare highway. The bids were evaluated
and ranked by the Tender Commission for Evaluation of Bids and
Negotiations; the top-ranked consortium that won the tender to
build the Bar-Boljare highway was the one of Konstruktor, Split,
and the Croatian Civil Engineering Institute. According to their
calculations, total value of the construction works is expected to
amount to EUR 2.77 billion, including a planned governmental
contribution of EUR 1.74 billion. The future highway Bar-Boljare
will be 169 kilometers long, with 42 tunnels and 92 bridges
and viaducts.

During the reporting period, railway passenger transport went
down by 13.3% and the transport of goods by 33.4%.

Total turnover in ports amounted to 375.3 thousand tonnes,
which was 209% lower than in the first quarter of the previous
year; 40.1% of it related to export and 58.7% to import. The
export went down by 10.3%, and import by 24% during the
reporting period.

The air traffic recorded negative results in the first three months
of the year also. 1214 thousand passengers were transported
in the first quarter of the year, which was 14.6% less than in
the first quarter of the previous year, while the cargo transport
went down by 59.4%.

Graph 1.7 - Passenger Transport by Road
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Graph 1.8 - Air Passenger Transport
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1.3. Prices

Measured by the consumer price index, the inflation in
Montenegro was 0.8% higher in March this year than at the
end of the previous year. The prices relating to the group of
“alcoholic beverages and tobacco” increased the most during
this period of time, by 4.7%, while those from the group of “food
and non-alcoholic beverages” went up by 1.3%. In March, an
annual growth rate of consumer prices was 5.5%.

The increase of consumer prices by 0.8% was mostly due to an
increase of prices in the category of “food and non-alcoholic
products” by 1.3%, which was 66.4% of the total inflation.
The prices of some food products recorded a growth tendency
in the first three months of the year; the prices of meat went
up by 1.9%, fruits by 15.8%, and vegetables by 3.3%, while
those of il and fats went down by 4.1% and of non-alcoholic
beverages by 0.7%. The category of “alcoholic beverages and
tobacco” recorded the highest growth in the first quarter of the
year (4.7%), which was 27.3% of the total inflation. Namely,
the Law Amending the Law on Excise Duties (Official Gazette
of Montenegro 76/08) was adopted by the end of the last year,
increasing tax liabilities relating to cigarettes and other tobacco
products; as aresult of this, retail prices of cigarettes also went up.
As recorded, the prices of tobacco and cigarettes went up already
in January (6.2%), as well as the prices of alcoholic drinks, so that
the prices relating to this category of products went up by 4.7%
intotal. The prices relating to the “housing” category went up by
1.3%, where the highest price increase was recorded in the sub-

category of “water supply and other services” (9.4%). The prices
from the category “communications” also went considerably up,
mostly due to higher prices of postal (20%), telephone and fax
services (2%), where only the price of telegram services went up
(509%). Although the prices of transportation services were rising
inthe first quarter of the year (8.8%), those of fuels and lubricants
went down by 9.3%, resulting in a lower price increase rate in
the category of “transportation” (2%). The prices in the category
“culture and recreation” also went down during the reporting
period, while those relating to education, same as the category
of “restaurants and hotels” remained unchanged.

In March, the base inflation annual rate was 5.7%, which was 0.2
p.p. higher than the total inflation. The base inflation recorded
such a trend because of the rising prices in almost all categories
of food products, same as in other categories of products on
annual level. Graph 110 below shows annual growth rates of
both total and base inflation, noting that the base inflation in
2008 was calculated on the basis of cost-of-living expenses,
while the one in the first three months of 2009 was based on
consumer prices.

In March, annual growth rate of consumer prices was 5.5%, while
the highest one was recorded in the categories of “housing”
(24.9%), “alcoholic beverages and tobacco” (74%) and “food
and non-alcoholic beverages” (5,7%). Although the prices in
certain categories recorded various growth rates in the region,

Graph 1.10 - Comparison of the Total and
Base Inflation
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Graph 1.11 - Annual Growth of Total
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Table 1.2 - Contribution to Total Inflation, by Category

Contribution to
Total Inflation

TOTAL 10000 100.8 0.8 0.8 100.0
Food Products & Non-

Weights | Mar 09/Dec 08 | Growth Rate | Contribution

Alcoholic Beverages 4249 101.3 1.3 0.6 66.4
%')Cboat‘zlc'f Beverages & 483 104.7 47 0.2 273
Clothing & Footwear 822 99.8 -0.2 0.0 2.0
Housing 1277 101.3 1.3 0.2 20.0
Furniture & Appliances 542 999 -0.1 0.0 -0.7
Health 225 100.8 0.8 0.0 22
Transportation 995 98.0 2.0 -0.2 -239
Communications 660 1019 19 0.1 15.1
Culture & Recreation 293 989 -1 0.0 -39
Education 20 100.0 0.0 0.0 0.0
Restaurants & Hotels 5 100.0 0.0 0.0 0.0
Other Goods & Services 429 99.9 -0.1 0.0 -0.5

Source: Monstat and (BM Calculation

Box 1.2 — Consumer Prices and Cost-of-Living Structure Comparison

Consumer prices, as the official criterion of inflation in Montenegro since January 2009, are calculated for different
groups of consumer basket products in comparison with the previous cost-of-living structure. Namely, consumer
prices are grouped in twelve basic categories, while the previous cost-of-living structure used to consist of nine
basic and two additional categories, total goods and total services, which were not included into the basic ones.
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The difference in weighted structure is the most obvious in the category of food products because the contribution
of food products to the structure of consumer prices is lower than to the cost-of-living one by approximately 8%,
while the weighted contribution of electric power, liquid fuels, lubricants and PTT services (including a number of
newly added products) to the structure of consumer prices is higher in comparison to the cost-of-living one.
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Compared to the region, contribution of the category “Food Products and Non-Alcoholic Beverages” to a total CPI
structure in Montenegro is the highest (42.5%) - Serbia (38.5%), Bosnia and Herzegovina (32.9%), Croatia (32.4%),

and Euro zone (15.6%).

Since the beginning of the year, oil prices in the world market
have slightly increased compared to the end of 2008. This also
resulted from an assessment that following its decision to reduce
the production quota, OPEC would focus on controlling the
compliance with the agreement to reduce the volumes of oil
supply to the world market. In the first quarter of the year the
price of OPEC reference basket was 42.9 USD/barrel, which was
approximately 11.15% higher than in December of the previous
year. An average Brent price in the first quarter of the year was
44 4USD/barrel, which was approximately 10.05% higher than
in December of the previous year. The Brent price was the highest
in March, 46.55 USD/barrel, although lower than in March of the
previous year by 57.03 USD/barrel.

Producer’s prices of manufactured products recorded a
fall of 3.2% in the first quarter of the year; the prices of processing
industry products went down by 4.7%, while those in the
category of “Mining and Quarrying” remained unchanged.
Producers’ prices of industrial products recorded an annual
growth of 0.6%.

Graph 1.12 - Oil Prices, Monthly Growth Rate
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1.4. Labor Market

The number of employees in the first quarter of this year amounted
on average to 169,861, which was 5.22% higher than in the same
period of the previous year, while the employment in March was
0.9% higher than at the end of the previous year. Observed by
individual sectors, the highest growth was recorded in the filed of
building construction (23,10%), hotels and restaurants (21.72%),
real estate sales and rentals (14.73%), and transport, storage
and connections (14.36%). Compared to the same period of the
previous year, the sectors of mining and quarrying, processing
industry and electric power production recorded a decrease in
employment, by 7.32%, 6.73% and 1.54% respectively, in the
first quarter of this year, while a slight increase was recorded in
all other sectors.

Observing the structure of employees through the main three
sectors (manufacturing, services and the public sector), the
highest employment was registered in the sector of services,
followed by the public sector and manufacturing.

The labor market recorded a fall of unemployment. In the first
quarter of the year the number of unemployed persons was
on average 29.132 or 7.5% less than in the same period of the
previous year. According to the records of the Employment
Agency, there were 29.170 registered unemployed persons in
March, or 7.9% less than in March the year before, and 2.8%
more than in December 2008.

The same month the Employment Agency of Montenegro
communicated the results of a survey including 3,049 employers
from all Montenegrin municipalities, or 10% of the total number
of employers in the labor market. Following this information,
Montenegrin employers intend to employ 29,788 persons in
2009, which was 10,000 or 609% more than in 2008. According
to this research, a slower trend of employment is envisaged in
the state administration, education and health sectors. The
professions in short supply are mostly related to trade (17.4%) and
building industry (17.3%), while the news is that the first place
on these grounds is no longer occupied by the tourist industry.
The traditional survey of employers was conducted in November
2008, when a more extensive discussion regarding the global
economic crisis started both in the country and in the world, so
that this information should be taken with reserve.

Graph 1.13 - Number of Employees
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Graph 1.14 - Structure of Employees, by
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According to the Employment Agency, the unemployment rate
was 11.05% in March (the number of registered unemployed
persons compared to active residents). The other unemployment
rate is communicated by Monstat on quarterly basis, based on
Workforce Survey and according to the recommendations of
Euro stat. The movements of both rates are shown by Graph
116 below.

Graph 1.16 — Unemployment Trends
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Salaries and Wages

In the first three months of the year, an average salary in
Montenegro was 649 euros, which was 12.7% higher than
in the same period of the previous year. Not including taxes
and contributions, an average salary was 466 euros, recording
a growth of 18.6%. The highest salaries, not including taxes
and contributions, were recorded in the field of financial
intermediation, 877 euros, while the salaries in the fishing
industry still remained the lowest, 150 euros. The highest growth
of salaries, notincluding salaries and contributions, was recorded
in the sectors of health and social welfare (28.3%), transport,
storage and connections (25.3%), construction industry (24.8%),
agriculture, forestry and water management (22.3%).

It can be concluded from the demonstrated trends that the
total salaries and wages, and also those notincluding taxes and
contributions, recorded a growing trend, both nominal and real,
in the first quarter of 2009.

REAL SECTOR
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Table 1.3 - Average Salaries not Including Taxes and Contributions, by Sector

Salaries not Including Taxes and

Contributions Index
@1-11108. @1-111009. %
Total 393 466 118.6
Agriculture, Forestry and Water Management 368 450 1223
Fishing Industry 143 150 104.9
Mining and Quarrying 545 569 1044
Processing Industry 383 459 119.8
Electricity, Gas and Water Production 497 600 120.7
Construction Building 327 408 124.8
Wholesale and Retail Trade, Repairs 224 269 120.1
Hotels and Restaurants 277 331 119.5
Transport, Storage and Communications 466 584 1253
Financial Agencies 844 877 1039
Real Estate Sales and Rentals 332 405 122.0
State Administration and Social Insurance 429 490 114.2
Education 384 426 1109
Health and Social Welfare 361 463 128.3
Other Communal, Social and Personal 350 416 189

Services

Source: Monstat and (BM Calculations

Box 1.3 — Amendments to the Law on Personal Income Tax

Taxation of personal income is regulated by the Law on Personal Income Tax; the application of its basic provisions
dates from mid-2002. Payment of personal income tax by both resident and non-resident persons was introduced
by this Law. Income tax rates were progressive and depending on the level of taxable income amounted to 17%,
21% and 25%. By the end of 2006, the mentioned law was amended; the amendments entered into force on
1 January 2007, when a uniform (proportional) tax rate of 9% was introduced; its application was delayed and
scheduled to start on 1 January 2010. During the transitional period of time (2007 and 2008), the tax rate was

15%, and 12% in 2009.
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A slowdown of economic growth that characterized the first
quarter of this year affected the banking sector, which resulted
inthe following: slower credit activity; deposit reduction; slight
growth of active interest rates; reduction of mandatory reserves,
and available liquid assets of the banks. Also, in the first quarter of
the year the banks used all available potentials in order to maintain
own liquidity under the conditions of the crisis: one bank used a
part of the loan issued by the Government according to the Law
on Measures for the Protection of the Banking System; the option
to use a part of the reserve requirements for a period longer than
one day was applied; the banks also maintained a part of the
reserve requirements in the form of treasury bills.

In the first quarter of this year, the requlations relating to the
instrument of reserve requirements and partial employment
of obligatory reserve funds were modified; the objective was
to support the liquidity of banks. In addition to this, a decision
relating to the appointment of an ombudsman for the banking
sector was adopted, relating to more effective protection for
clients of banks.

2.1. Bank Liquidity

The first quarter of this year was marked by entrance into force
of a new Decision on Minimum Standards for Liquidity Risk

Management'. The new Decision stipulates the obligation of
banks to maintain minimum liquidity ratios (the result of dividing
the total liquid assets by payable borrowings), on daily (0.9%)
and decadic basis (1.0%).

In the first three months of 2009, the liquidity ratio, on daily
and decadic basis, was above the stipulated minimum for the
banking system as a whole. Nevertheless, observed by banks,
one bank continuously had lower daily and decadic ratios than
the standard ones.

Graph 2.1 - Liquid Assets and Payable
Borrowings of Banks (EUR thousand), and

Aggregate Liquidity Indicator, Jan - Mar 2009
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Table 2.1 - Liquid Assets and Payable Borrowings of Banks (EUR thousand), and Aggregate

Liquidity Indicator
o ) 2009
Description/Period
Jan 31 Feb 28 Mar 31
Liquid Assets of Banks 270,596 255177 284,767
Payable Liabilities — Loans and Borrowings 201,254 192,118 231,507
Surplus/Deficit 69,342 63,059 53,260
Liquidity Indicators (I/I1) 1.34 1.33 1.23

1 (Official Gazette of Montenegro 60/08). The reporting requirements pursuant to this Decision entered into force on January 1st, 2009.
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Liquid assets of banks at the end of March of the current year
amounted to EUR 285 million, which was lower by 9% than at
the end of the previous year. The structure of liquid assets shows
that the contribution of domestic assets to the total liquid assets
was 63%, and of foreign banks” assets 37%.

In the first quarter of 2009, three banks employed their respective
mandatory reserve assets in order to maintain the liquidity,

pursuant to the related Decision on Employment of Mandatory
Reserves of Banks Deposited at (BM for a Period Longer than
One Day’.

By mid-March of the current year, the bank “Prva banka Crne
Gore” repaid an amount of EUR 11 million to the Government,
asapartofthe loan it had received in December of the previous
year (EUR 44 million), following the Law on Measures for the

CHIEF ECONOMIST REPORT - FIRST QUARTER 2009

Protection of the Banking System.

Box 2.1 — Measures Applied by Central Banks to Maintain the Liquidity of
Banks under the Conditions of Global Financial Crisis

At the times of global financial crisis, national central banks in many countries undertook certain measures in order
to protect the liquidity of the domestic banks.

Montenegro

In October 2008, for the purpose of protection of the banking sector against after effects of the global financial
crisis and in order to maintain its security and stability, the Law on Measures for the Protection of the Banking
System? was adopted guaranteeing payment of the deposits of legal entities and natural persons kept at the
banks incorporated and doing business in Montenegro, above the level stipulated by special law and up to the full
amount, and also stipulating the measures for the protection of liquidity and solvency of the banks incorporated
and doing business in Montenegro.

Inaccordance with the mentioned Law, the Central Bank of Montenegro (CBM) adopted the following two decisions:
The Decision on Employment of Mandatory Reserves of Banks Deposited at the Central Bank of Montenegro for
a Period Longer than One Day, and the Decision on Issuing Short-Term Borrowings to the Banks, the latter one
remaining in force until the end of 2009.

The Decision on Employment of Mandatory Reserves of Banks Deposited at the Central Bank of Montenegro for a
Period Longer than One Day stipulates that a bank having problems to maintain its liquidity due to the effects of
the global financial crisis may be allowed by CBM to use up to 50% of its mandatory reserves, on daily basis, for a
period longer than one day, and not exceeding seven working days during one month. For the applied amount of
mandatory reserves, the bank has to pay a monthly interest at the rate of 5% per annum.

The Decision on Issuing Short-Term Borrowings to the Banks stipulates that a solvent bank having problems to
maintain its liquidity due to the effects of the global financial crisis, and having previously applied all other options
available in the market to resolve this problem, may receive a short term borrowing from CBM for a period not

2 (Official Gazette of Montenegro 65/08 and 15/09)
3 (Official Gazette of Montenegro 64/08)



longer than 30 days. Short-term borrowings may be issued to the banks by (BM on the basis of pledged securities
issued by the State of Montenegro or a member-state of EU, with an annual interest rate of 6%.

By the end of February 2009, (BM amended the regulations relating to the application of mandatory reserve
instrument®. The banks were once again enabled to keep a part of their respective mandatory reserves, not exceeding
20%, as domestic treasury bills. In addition to this, the differentiated rate for mandatory reserves (19% and 2%) was
replaced by a uniform one of 11% for all bank deposits. The period of application of mandatory reserves for liquidity
was also extended from seven to ten working days. Furthermore, the interest rate applying to the employment
of mandatory reserves for the purpose of liquidity was reduced from 5% to 4%, while the one applying to delayed
repayment of used funds was reduced from 11% to 9%.

Serbia

The National Bank of Serbia (NBS) enabled the banks to receive short-term borrowings in dinars for the purpose
of liquidity maintenance for a period of no longer than one year, in exchange for pledged securities. The interest
rate was 2% above the reference one. Furthermore, NBS enabled swop purchases of dinars/foreign currency for
a period of two weeks, or one day, in order to maintain the liquidity of banks. In addition to this, banks will be
allowed to do the following: include subordinary liabilities amounting to no more than 75% of fixed assets for
regulatory requirements; determine a delay in the collection of receivables according to the subsequently agreed
date of maturity for the receivables subject to the amended terms and conditions of repayment according to the
delineated framework; and increase the foreign currency risk from 10% to 20% of assets.

Bosnia and Herzegovina

The Governing Board of the Central Bank of Bosnia and Herzegovina (CBBH) adopted new measures whereby the
funds of the banks in Bosnia and Herzegovina that could be used to finance the real sector were partly released.

The mandatory reserve rate for fixed-term deposits longer than one year was reduced from 10% to 7%, whereby
approximately KM 262 million would be released for the banks. Governmental deposits intended for development
programmes were taken out of the basis for the calculation of mandatory reserves. Both measures will increase
the potential of the banks for credit activities and longer-term investments, in the interest of support to the
development of economy. These measures entered into force on 1 May 2009.

Croatia

The measures relating to the maintenance of liquidity of the banks were adopted by the Croatian National Bank (HNB)
in November 2008, and entered into force in December 2008. The mandatory reserve rate was reduced from 17% to
14%, ensuring additional liquidity in the amount of approximately 8.4 billion kunas for the banks. Furthermore,
by reducing the requirements relating to minimum foreign currency receivables® that had to be maintained by
the banks depending on actual foreign liabilities (from 28.5% to 20%), the banks were enabled to activate own
reserves amounting to EUR 2,084 million. Some other measures were undertaken also, including the following:
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swop; foreign currency interventions; and open position mechanism® totaling EUR 200 million (net). The swop
arrangements concern short-term borrowings based on the exchange of kunas for foreign currency that has to be
purchased by business banks from the Croatian National Bank, including their obligation to recover the kunas by
selling own foreign currency to the Central Bank. State interventions represent a primary mechanism used by HNB to
control the stabilization of HRK exchange rate, either to protect it against further dropping orin order to support its
further strengthening. The open position mechanism is used by Central Banks (in this case HNB) in order to protect
the domestic banks against the risk of foreign currency. At the same time, the banks took some new foreign loans
in the amount of 2,131 million euros, including 1,898 million euros in short-term borrowings.

Macedonia

The Central Bank of Macedonia has been continuously implementing a restrictive monetary policy over the last
15 months (slowdown of loan growth; reduction of aggregate demand; and release of pressure on the reserves
that were going down in the last six months — IMF data, end of April 2009). According to the latest measures of
the National Bank of Macedonia (NBRM) for 2009, each bank is obliged to maintain a reserve fund equaling its
obligations to the clients for a period of 30 to 180 days.

Theliquidity boosting measures are intended to restrict the issuing of loans to the residents, both in terms of numbers
and volumes, so that more money can be lent to the economy. Banks may deposit foreign currency in NBRM, at the
applicable interest rate for the Euro zone. The National Bank of Macedonia applied a stricter monetary policy by
increasing the interest on treasury bills from 7% to 9% per annum, in order to protect the stability of denar in the
situation where the macroeconomic indications were going down.

2.2. Aggregated Balance Sheet of

Banks 2.2.1. Structure of Balance Sheets of Banks
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At the end of March, the total assets of banks amounted to EUR
3,159.9 million, which was lower by EUR 149.7 million (4.5%)
than at the end of the previous year.

Inthe first three months of the current year, an increase in assets
was recorded relating to the reserves for potential losses (12.5%)
and investments into securities (158%). The invenstments into
securities were increased due to the Government’s decision to
issue treasury bills and the decision of (BM authorizing the
banks to maintain a portion of mandatary reserves in the form
of treasury bills. At the same time, an increase in liabilities was
recorded relating to the borrowings (9.1%) and other liabilities
(7.7%).

Observed in relation to March and December 2008, the structure
of balance sheets of banks changed at the end of March of the
current year (Table 2.2).

In the first three months of the current year, the share of monetary
funds and deposits at depositary institutions in total assets
decreased by 1.1 percentage point, while the share of loans,
securities, other assets and reserves for potential losses increased
by 0.4, 1,0.3 and 0.5 percentage points respectively. At the
same time, the share of deposits in total liabilities decreased
by 4.4 percentage points, while the share of borrowings and
other liabilities increased by 3.9 and 0.5 percentage points
respectively.

6 Open position is any transaction that s not closed by a reverse transaction.



Table 2.2 - Structure of Balance Sheets of Banks, %

2007 2008 2009
Xl I Xl 1
1. Tﬂgg{é&;gﬂzunds and Deposits at Depositary 223 189 143 132
2. Loans 75.5 79.0 84.5 849
3. Securities 0.6 0.7 0.6 1.6
4. Other Assets 34 3.7 4.2 45
5. Reserves for Potential Losses -1.8 2.2 -3.6 -4
6. TOTAL ASSETS 100 100 100 100
1. Deposits 70.3 68.5 60.1 55.7
2. Borrowings 18.0 19.8 274 313
3. Other Liabilities 37 34 4.0 45
4. Total Equity 8.0 83 84 84
5. TOTAL LIABILITIES 100 100 100 100

2.2.2. Concentration Indicators

In the first three months of the current year, the concentration
indicators of the banking system in Montenegro, measured by
the assets, were not significantly changed, while following a
visible concentration increase measured by deposits and loans
in the second half of the previous year, those recorded a decline
at the end of the current quarter.

The Herfindahl-Hirschman Index (HHI), measured by the assets,
amounted to 1,916.1 points at the end of March 2009, almost
remaining unchanged compared to 1,910.7 points at the end of
2008 (Table 2.3).

The concentration ratio measuring the concentration of market
shares held by four largest banks ((4), measured by assets, was
771% at the end of March 2009, remaining almost unchanged in
comparison with the end of 2008 (77.7%). The (4 ratio, measured
by deposits, was 80.9% at the end of March 2009, being slightly
lower than at the end of 2008 (83.1%).

With the (4 concentration ratio of approximately 80% and
HHI of approximately 2,000 points (i.e. considerably more
than 2,000 for deposits), the structure of the banking sector in
Montenegro at the end of March 2009 continued to demonstrate
the characteristics of a highly concentrated market, which was
understandable taking into account the size of Montenegrin
economy necessarily entailing a higher concentration of the
banking sector.

Compared to the countries of the region, the banking sector
of Montenegro is highly concentrated. According to the latest
available data, measured by assets, the HHI in Serbia, Croatia and
Slovenia was 629, 1,310.7 and 1,301 points respectively.

Table 2.3 - HHI of Concentration, End of the Quarter

HHI X112007 1112008 V12008 1X2008 X112008 1112009
According to Assets 1918 1,878.7 19164 19287 1910.7 1,916.1
According to Deposits 2,298 2,3089 2,329.6 24075 2,465.0 2,3294
According to Loans 1917 1913.7 1905.2 19354 1,958.8 1905.2
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2.2.3. Banks’ Lending Activity

Following a gradual increase of lending activity that characterized
the year of 2008, with an average monthly growth rate of 1.9%,
in the first three months of the current year the lending activity
decreased on average by 1.4% per month.

At the end of March of the current year, total loans amounted
to EUR 2,682.2 million. Compared to the end of the previous
year, the loans were lower by EUR 115.4 million (4.1%), while
compared to March of the previous year, they were higher by
EUR 214.3 million (8.7%).

Most of the loans (26%) were issued for the purpose of liquidity
(working assets); the share of cash loans in total loans was
15.7%; in total, 13.6% of loans were issued for the purpose of
construction and reconstruction of buildings; the share of housing
loans in total loans was 12.6%, while 11.4% ofloans were issued
for the purpose of procurement of fixed assets. In addition to this,
the so-called overdraft’ loans made 2.4%, consumer lending
1.8%, credit card lending 1.5%, and loans for the preparation of
tourist season 1.1% of the total loans at the end of March of the
current year. The remaining loans were issued for car purchases
(0.6%), buying of securities (0.2%), refinancing of obligations to
other banks (0.1%), and other purposes (13.1%).

The loans issued to refinance the obligations to other banks
amounted to EUR 2.4 million at the end of March of the current
year; as shown by the term of payment structure, those loans
were issued for a period of one to three years. The so-called
overdraftloans amounted to EUR 65.1 million, all with a maximum
term of payment of three years, and mostly one to three years
(579%).

Graph 2.2 - Gross and Net Loans, and
Reserves for Potential Losses in EUR million
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The reserves for potential losses amounted to EUR 125.9 at the
end of March of the current year. In the first three months those
increased by EUR 14 million (12.5%), and by EUR 62.4 milliona
(98.3%) over the year. The growth of reserves was due to an
increase in bad loans, application of stricter classification rules
and higher rates of reserves stipulated by CBM.

The loans classified as category C, D and E (poor quality loans)
amounted to EUR 237.1 million, or 8.84% of total loans.

Total overdue loans amounted to EUR 390.7 million, or 14.6% of
total loans. The share of loans overdue by 31-60 days was the
highest in total overdue loans (59.5%).

By the end of March, the term of payment loan structure was
dominated by long-term loans (74,5%). According to the currency
structure of loans, the dominant share related to the loans issued
in euros (96%). Foreign currency loans totalling EUR 107.2 were
used by private companies (52.2%) and the residential sector.

Table 2.4 — Reserves for Potential Losses to Total Loans Ratio, %

2007 2008 2009
xit [ owm | owvi | o [ oxa | o] o [ om
Reserves for Potential Credit Losses /Loans 23 26 2.7 2.8 4.0 43 4.5 47

7 Overdraftloan allows the client to continuously withdraw money from his/her bank account subject to a maximum amount of outstanding.



Observed by sectors, besides the residents that received 36.8% of
total loans, most of the loans were issued for the trading activities
(22.6%), services, tourism and catering industry (8.9%), and
construction building (7.5%).

2.2.4. Deposits

During the first three months of the current year, the deposits
were decreasing on average by approximately 4% per month,
taking into account the fact that the decrease recorded in January
(5.5%) and February (5.6%) considerably slowed down in March
(0.7%).

At the end of March total deposits amounted to EUR 1,761.2
million. During the first three months of the current year, the
deposits were reduced by EUR 2294 million (11.5%), or EUR
378.9 million (17.7%) compared to March of the previous year.
Following a research of the Central Bank, it was established
that an important reason for deposit reduction concerned the
fact that the banks, in case of defaulting on loan obligations by
the clients, used to use the deposits as cash collaterals to settle
their respective outstanding claims. Out of the total number of
reduced deposits from the end of September until the end of
March, more than 60% related to settlement of loan obligations.
This means that this amount did not leave the banks; moreover
it was used to settle the outstanding obligations to the banks.
The reduction of depositsimpacted the term structure of deposits,
whichwas considerably changed. At the end of March, the highest
share in total deposits related to short-term deposits (82.7%).

Observed by sectors, in addition to the residents that owned most
of the deposits (44.3%), the highest number of deposits related
to the finance (13.2%), trade (9.6%) and transport (7,9%).

2.2.5. Foreign Assets and Liabilities of Banks

At the end of March 2009, foreign assets of banks® amounted
to EUR 265.4 million, which was 6.2% higher than at the end of
2008, and 16.6% lower than in the same month of the previous
year. By the end of March 2009, the structure of foreign currency
assets was dominated by bank deposits in foreign countries
(65.1%) followed by loans issued to non-residents (17.6%) and
cash in safe deposits (17.3%) (Table 2.5).

At the end of March 2009, foreign liabilities of banks® amounted
to EUR 1,353.5 million, which was 7.6% more than at the end
of 2008, and 46.8% more than one year before. (Table 2.6).
The structure of foreign liabilities, at the end of March 2009,
was dominated by loans (borrowings) (68.0%) and deposits
(31.6%), while a small percentage (0.3%) of those related to
the obligations against issued debt securities.

Borrowings of banks from foreign banks/financial institutions,
constituting the majority of foreign liabilities, amounted to EUR
920.9 million at the end of March and in the first three months
of the current year, increasing by 11%.

Table 2.5 - Foreign Assets, End of Period, in EUR Million

1112008 V12008 1X 2008 X112008 1112009
Foreign Assets 318.2 343.0 3121 250.0 2654
Deposits 219.6 226.3 2029 160.0 172.8
Cash (Egros and other Foreign 580 274 675 48.4 459
Currencies)
Loans 40.6 394 41.6 416 46.7

Securities, not including Shares

8 Qutstanding claims of banks from non-residents.
? Obligations of banks towards non-residents.
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Net foreign assets'® amounted to EUR -1,088.0 at the end of March
2009. During the period of one year, an increase of EUR 483.9
million or 80.1% was recorded in net foreign assets.

Based on the share of foreign liabilities in the total balance
amount, it was concluded that non-residents were financing
more than 43.1% of assets of the banks, while at the same
time 8.5% of assets related to the outstanding claims from
non-residents. The gap between foreign assets and liabilities
(34.6 structural points) was growing deeper and deeper from
one quarter to the other. Nevertheless, the support of mother
banks was crucial to overcome the difficulties that resulted from
the global financial crisis.

2.2.6. Residential Sector

In the first three months of the current year, residential sector
deposits were decreasing on average by 3% per month,
amounting to EUR 780.6 million by the end of March which
was EUR75.9 milliona (8.9%) less than at the end of the previous
year, and EUR 280.5 milliona (26.3%) less than at the end of
March of the previous year. Nevertheless, the lowest percentage
of decrease was recorded in March, only 1.5%.

The loans to residential sector amounted to EUR 1,009.5 million at
the end of March. In the first three months, those were reduced
by EUR 28.1 million (2.7%), and increased by EUR 115.0 million
(12.9%) during the year.

Graph 2.3 - Contribution of Foreign Assets

and Liabilities to the Banks’ Assets
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The term structure of loans was dominated by long-term loans
(88.3%).

The loan purpose structure showed that special-purpose loans
were primarily used by the residential sector (46.5%), mainly
housing loans (53.6%) and those for the reconstruction of
residential or business premises (21.1%).

The loan-to-depositratio for the residential sector was 1.29 at the
end of March, which was worse than at the end of the previous
year (1,21) and in the same month (0.84) of the previous year.

Table 2.6 — Foreign Liabilities, End of period, in EUR Million

1112008 V12008 X 2008. XI12008. 111 2009.
Foreign Liabilities, Total 922.3 1,095.1 1,200.2 1,2574 1,3534
Loans 5934 715.0 748.7 8295 9209
Deposits 324.2 3754 4469 4233 4279
Securities, not including Shares 4.6 4.6 4.6 4.6 4.6

10 Difference between assets and liabilities.



2.2.7. Corporate Sector

Atthe end of March of the current year, deposits of the commercial
sector amounted to EUR 438.2 million. Compared to the end of
the previous year, those were lower by EUR 151.3 million (25.7%),
or EUR 210.8 million (32.5%) less than in March the year before.
The deposits relating to this sector started going down in the
fourth quarter of the previous year, which was intensified during
the first quarter of this year clearly showing the difficulties in the
real sector business operations. Namely, observed by months,
those deposits were reduced by 10.2% in January and 15.1%in
February, while a considerably lower fall was recorded in March,
24%. Such developments resulted in an average monthly fall of
9.3% relating to the commercial sector deposits in the first three
months of the current year. Nevertheless, observed since 2004,
anegative average monthly growth was always recorded in the
first three months of the year, except for the first three months of
2007, when a positive growth of 4.4% was recorded.

2.2.8. Capital of Banks

Total capital of banks amounted to EUR 264.5 million at the end
of the first quarter of the current year. In the first three months,
it was decreased by EUR 14.8 million or 5.3%, while it was
increased by 5.6 million or 2.2% in one year.

The finandial result of the banking system as a whole was negative
in the first quarter of the year, amounting to EUR — 12.4 million
atthe end of March. Negative financial results contributed to the
reduction of total equity in the first three months of the current
year. The aggregate-level solvency ratio was 12.42% at the end
of March of the current year.

2.3. Lending Interest Rates

The Average Weighted Effective Interest Rate (AWEIR) amounted
109.30% in March 2009. Compared to December 2008, it was
lower by 0.10 percentage points, while it was higher by 0.14
percentage points than in March 2008. In the first quarter of this
year, a constant growth of AWEIR was recorded (Table 2.7).

Observed by term of payment, average weighted effective interest
rate for long-term loans was 9.15% in March 2009, which was
lower by 1.74 percentage points than the one for short-term
loans (Graph 2.4).

Table 2.7 — Active Interest Rates, %

2008. 2009
o loxe [ ] o |

AWER 838 881 848 866 876

AWER 916 940 916 928 930

Graph 2.4 - Annual AWEIR on Loans, by
Term of Payment, %
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Box 2.2 —EURIBOR Trends

Starting from September 2008, 3-month EURIBOR was falling noticeably. A slight fall was recorded in the first
quarter of 2008, in order to keep increasing from the end of March until mid-September when its highest value of
5.393% was reached. From January 2008 to mid-September 2008, EURIBOR increased by 0.728 percentage points or
15.6 index points. Having reached this peak value, it suddenly started going down which also continued in 2009. By
mid-May this year, EURIBOR was 1.266%, reaching its lowest value since the beginning of 2008 and thus recording
a fall of 3.399 percentage points compared to January 2008 (Graph 1).
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Despite of this continuing major
fall of EURIBOR, the active interest
rates in Montenegro continue to
increase. The same trend was

recorded in other counties also.

The growth of interest rates is
primarily the response to risk

increase (of the country, client) due

to the global economic crisis.

Graph 1- 3-Month and 6-Month Euribor,
Jan 2008 - May 2009
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In March 2009, AWEIR for total loans issued to natural persons
was 10.62%, which was lower by 0.14 percentage points than
in December of the previous year, and by 0.11 percentage points
than in the same period of the previous year. In case of short-
term loans issued to this sector, AWEIR recorded a growth of 1.49
percentage points compared to the same period of 2008, while
at the same time a fall of 0.13 percentage points was recorded
by the related rate for long-term loans (Table 2.8).

Anaverage weighted effective interest rate (AWEIR) for total loans
issued to legal entities was 8.5% in March of the current year,
which was less than in December 2008 only by 0.08 percentage
points, and more than in March 2008 by 0.22 percentage points.
Observed by term of payment, both short-term and long-term
rates increased compared to the first quarter of 2008: the interest
rate on short-term loans increased by 1.92 percentage points,
while the one on long-term loans increased by 0.07 percentage
points (Table 2.9).

Table 2.8 - AWEIR for Loans to Natural Persons,
by Term of Payment, %

2008 2009

ol ovi | x| x| ow

Total 1073 1072 1078 1076 10.62
Short-Term  10.88 11.04 1254 1266 1237
Long-Term 10721071 1073 1072 10.59

Table 2.9 — AWEIR on Loans to Legal Entities,

by Term of Payment, %
2008 2009
|l ovi | x| x| ow
Total 828 837 846 858 85
ShortTerm 885 898 91 977 1077
Long-Term 809 817 827 833 816




Table 2.10 - AWNIR (Average Weighted Nominal Interest Rate) on Loans to Legal Entities, by
Industry Sector, %

— fate 2007 2008. 2009.
Xl m o[ v [ x| xu i
AWNR 692 703 726 742 692 711
AWER 725 736 764 800 770 765
AWNR 747 750 761 765 777 791
AWER 832 778 797 798 826 950
AWNR 771 783 793 790 822 833
AWER 849 849 853 851 872 867
AWNR 702 724 733 717 749 754
AWER 765 802 796 781 836 836
AWNR 774 791 797 806 817 813
AWER 869 852 858 867 846 826
AWNR 766 768 772 782 79 826
AWER 806 831 832 833 834 876
AWNR 834 796 793 802 812 775
AWER 939 841 845 853 855 83
AWNR 773 775 795 807 834 825
AWER 837 831 849 880 884 863
AWNR 719 733 720 820 823 800
AWER 821 776 768 871 860 824
AWNR 774 779 796 804 823 777
AWER 872 840 858 869 867 809
AWNIR 748 769 793 820 841 835
AWER 779 787 826 860 1123 866
AWNR 730 644 705 722 736 80l
AWER 961 695 744 715 728 784

1. Agricult., Hunting, Fishing

2. Mining

3. Manufacturing

4. Energy

5. Construction

6. Trade

7. Services, Tourism, Catering

8. Transport, Storage, PTT

9. Finance

10. Real Estate Sales

11. Admin. & other public serv.

12. Other

Box 2.3 — Real Interest Rates on Loans

From July 2008 to March 2009, lending interest rates were relatively stable, while at the same time the inflation, measured
by CPI, recorded a downward trend. Due to such trends, the lending interest rate was increasing (Table 1; Graph 1).

Table 1 - Lending Interest Rate, Inflation Rate'' and Real Interest Rate

wi

[

o

2008 2009 2

-9

vi | v x| x [ x| xi o [ S

AWEIR 924 929 931 930 930 940 916 928 930 =
Inflation Rate 08 106 84 74 62 69 49 54 55 z
<<

RealInterestRate 156  -131 091 19 31 25 426 388 38 2
s

=

"inflation rate measured by Consumer Price index. Since July 2008, Monstat publishes Consumer Price Index as internationally comparable
inflation rate.
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In March 2009, real interest rate was 3.8%, which was higher than in December 2008 by 1.3 percentage points. The
real interest rate reached its peak value in January of the current year 4.26% (Table 1).

12.00

Graph 1 - Real Lending Interest Rates
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Graph 2 - Issued Loans (EUR thousand) and Real Interest Rate (%)
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2.4. Interest Payable

Debit rates were oscillating in the first quarter of 2009: they
were increased to 4.27% in January, only torecord a downward
trend in February (4.10%) and March (3.85%). An average
weighted effective payable interest rate (AWEPIR) recorded in
March was lower than in December 2008 by 0.25 percentage
points, and higher than in March 2008 by 0.20 percentage
points (Graph 2.5).

Observed by term of payment, in March of the current year,
compared to December of the previous year, interest rates on sight
deposits and 3-5 year fixed-term deposits recorded the highest
growth, while the largest fall was recorded (0.91 percentage
points) by interest rates on 5-year and more fixed-term deposits
(Table 2.11).



Graph 2.5 - AWEPIR %
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Table 2.11 - AWPIR on Total Deposits in Banks, by Term of Payment, AWEIR in %

2008 2009
| ovi | ox [ oxa | oo | o uw | om
Sight Deposits 072 068 069 080 074 090 094
Fixed-Term Deposits
Up to 3 months 493 516 528 549 608 598 484
3 Months to 1 Year 561 556 567 573 609 581 571
13 Years 656 652 639 647 648 58 597
35 Years 533 487 702 556 520 597 560
More than 5 Years 6.06 518 589 538 584 642 448
Total 366 373 397 410 427 410 385

Box 2.4 — Interest Rates Payable on Deposits

From July 2008 to March 2009, payable interest rates were relatively stable, varying from 3.85% to 4.28%. During the
same period of time, the inflation measured by Consumer Price Index recorded a downturn trend, resulting in a fall
of real payable interest rate that recorded negative values throughout the reporting period. (Table 1; Graph 1)
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Table 1 - Payable Interest Rate and Inflation'?

2008. 2009.

vi |owve | ox [ox | oxi | i o [

AWEPIR 392 38 397 415 428 410 427 410 385
InflationRate 108 106 84 74 62 69 49 54 55
Real AWEPIR 688 -674 443 325 192 280 063 129 -6

AWEPIR: Average Weighted Effective Payable Interest Rate

In the first quarter of 2009, real payable interest rate increased in March also, equaling -1.62%. Compared to
December 2008, real payable interest rate increased by 1.18 percentage points. In January 2009, real payable
interest rate reached its peak value in the reporting period, since July 2008, being -0.63%, which was followed by
its fall. The growth of real interest rate compared to July 2008 was caused by the fall of inflation by 5.3 percentage
points, from 10.8% in July 2008 to 5.5% in March 2009 (Table 1).

Graph 1 - Real Payable Interest Rates
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12|nflation rate measured by Consumer Price index. Since July 2008, Monstat has been publishing Consumer Price Index as internationally
comparable inflation rate.



The AWEPIR on deposits of natural persons amounted to 4.11%,
which was lower by 0.19 percentage points than in December
2008. The greatest fall was recorded by interest rates on fixed
deposits for 5 years and more, which were lower by 4.38
percentage points. In addition to this, interest rates on 1-3 year
deposits also recorded a fall (0.12 percentage points), while those
on other deposits recorded an increase (Table 2.12).

The AWEPIR on deposits of legal persons amounted to 3.67%
in March 2009, which was lower by 0.28 percentage points
compared to December of the previous year. Observed by term

of payment, the highest growth of AWEPIR on deposits of legal
personsin the first three months of the current year was recorded
by AWEPIR on fixed-term deposits for more than 5 years, while
the greatest fall was recorded by AWEPIR on fixed term deposits
for 1-3 years, - 0.74 percentage points (Table 2.13).

The reduction of payable interest rates and a slight increase
in lending interest rates in the first quarter of 2009 resulted
in higher interest margin: the difference between the lending
and payable interest rates (spread) in March amounted to 5.45
percentage points.

Table 2.12 - AWEPIR on Deposits of Natural Persons, by Term of Payment, %

2008 2009

m | v

x | o | [ ow | o

Sight Deposits
Fixed-Term Deposits
Up to 3 Months

3 Months to 1 Year

1to 3 Years

31to 5 Years

More than 5 Years
TOTAL

070 073 070 078 0.61 0.85  0.90

4.79 497 51 5.51 6.21 6.24 441

541 557 5.70 6.17 5.81 5.57

6.37 6.33 6.16 6.23 6.30 518 549
4.88 3.88 7.05 3.29 3.31 472 4.39
575 532 5.84 4.81 5.05 6.07 6.20

3.61 393 3.95 416 386  3.67

Table 2.13 - AWEPIR on Deposits of Legal Entities, by Term of Payment, %

2008 2009

m | v

x | oxn |0 [ ow | o

Sight Deposits 073 062 068 083 092 098 1.03

Fixed-Term Deposits
Up to 3 Months
3 Months to 1 Year
1 to 3 Years
31to 5 Years
More than 5 Years

5.09 532 541 546 5.85 544 548

5.67 575 5.75 6.02 5.81 5.89

6.95 6.92 6.86 6.84 6.77 6.81 6.72
6.27 6.31 6.95 7.06 6.99 6.86 6.53
6.77 5.00 599 6.17 8.49 703 1.79

TOTAL 360 3.87 4.01 430 44 4.39 4am
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Box 2.5 — Income Tax based on Interest Rates in the Country
and in the Region

In Montenegro, in 2007 and 2008, interest-based income tax rate amounted to 15%; the rate of 12% is applied in
2009, while the rate of 9% will be applied in 2010 and beyond. Income tax rate for interest-based income generated
by nonresidents in Montenegro amounts to 5%.

In Croatia, interest-based income originating from kunas and foreign currency savings is not taxed in Croatia, in
case of fixed-term and sight deposits (either in kunas or in foreign currency) on accounts of natural persons in banks,
savings banks and savings-credit cooperatives, irrespectively of the amount of interest-based income collected
from the mentioned financial institutions. The exclusion of interest-based income from taxable income is aimed
to encourage the savings of natural persons in domestic banks.

In Serbia, interest-based income tax rate for loans, savings and other deposits (either fixed-term of sight deposits)
amounts to 20%. No taxis charged for interest-based income in dinars, from savings and other deposits (either fixed-
term or sight deposits). In Serbia, the Law on Impermanent Income Tax Exemption for Specific Types of Income of
Natural Persons entered into force on 30 January 2009. Pursuant to this law, interest-based income was temporarily
exempted from tax payment obligations in case of foreign currency and other deposits of natural persons, applying
to interest effected until 31 December 2009. The purpose of this Law is to implement the package of measures for
stabilization of the financial sector; this is also a measure to mitigate the effects of global financial crisis.

In Bosnia and Herzegovina no tax is charged on interest-based income for savings accounts in banks, savings
banks and savings-credit cooperatives, banking accounts (giro accounts, foreign currency accounts, and other),
and on interest originating from treasury bills. Income generated on the basis of interest on loans is taxable, at
the tax rate of 10%.

CHIEF ECONOMIST REPORT - FIRST QUARTER 2009

2.5. Mandatory Banks’ Reserves

In February 2009, the Central Bank amended the regulations on
the application of instruments of mandatory reserves”. According
to the amendments, keeping of a part of mandatory reserves
(up to 20%) in treasury bills issued by the State of Montenegro
was again made possible for the banks. In addition to this, the
differentiated rate for mandatory reserves (19% and 2%) was
replaced by a uniform one of 11% for all bank deposits. The
period of application of mandatory reserves for liquidity was
also extended from seven to ten working days. Furthermore,
the interest rate applying to the employment of mandatory
reserves for the purpose of liquidity was reduced from 5% to

4%, while the one applying to delayed repayment of used funds
was reduced from 11% to 9%. Annual interest rate paid by (BM
to the banks, relating to 30% of total mandatory reserve funds,
still amounts to 1%.

[t should be pointed out that the banks were given a time limit
until June of the current year to harmonize their respective
accounts and obligations with new requlations (relating to
the base and the rate), including the possibility, should it be
more favorable for them, to start calculating and apportioning
the funds for mandatory reserves according to the amended
conditions already in April.

13 Decision on Amendments to the Decision on Bank Reserve Requirement to be Held with the Central bank of Montenegro and the Decision on
Using Reserve Requirements Held with the Central bank of Montenegro for the Period Longer than One Day (“Official Gazette of MNE’, no.15/09)



In the first three months of 2009, the deposits constituting the
basis for the calculation of mandatory reserves amounted on
average to EUR 1,491.4 million. The amount of average base for
the calculation of mandatory reserves was considerably lower
than in the same period of 2008 (EUR 1,776.1 million), as a result
of the reduction of total deposits.

In the first quarter, the deposits not constituting the base for
the calculation of mandatory reserves on average amounted
to EUR 323 million (EUR 272 million in the first quarter of the
previous year).

On 25 March 2009, total calculated mandatory reserves of the
banks deposited at (BM amounted to EUR 204.7 million, which
was lower by 5.5% than at the end of the previous year, and lower
by 26.6% compared to March of the previous year.

The share of mandatory reserves in the amount of EUR 2.5 million
was used for liquidity until 31 March 2003, so that the mandatory
reserves at the end of March of the current year amounted to
EUR 202.2 million.

The structure of mandatory reserves was considerably changed
at the end of March of the current year compared to the end of
the previous year because nine banks had used the option to
maintain a part of their respective mandatory reserves in the
form of treasury bills. On 31 March 2009, the banks had EUR
31.9 million of mandatory reserved in treasury bills.

The share of mandatory reserve funds in the total deposits
of banks at the end of the first quarter of 2009 amounted to
11.5% (Table 2.15).

Table 2.14 -The Structure of Separate Mandatory Reserve Funds, |11 2007 - 111 2009, in %

2007 2008 2009

Description/Period

m vl ox ] x| ow | owi| x| x| om

Mandatory Reserve Funds on Domestic Account
Separate Funds in Treasury Bills
Mandatory Reserve at CBM foreign account

86 92 71 43 157 196 472 600 505

14 08 15.8

900 900 929 957 843 804 528 400 337

Table 2.15 - Mandatory Reserves, Deposits, Borrowings, on EUR Million

- , 2008 2009
Description/Period
11l VI IX Xl 1
Set Aside Mandatory Reserve 278.8 283.2 2876 216.6 202.2
Total Deposits 2.140.1 2.275.2 2.326.0 1.990.6 1.761.2
Total Borrowings 618.7 742.2 7778 908.2 990.5
Separate Reserve Funds/Total Deposits 13.0 124 124 109 11.5
Separate Reserve Funds/Total Deposits and 100 94 93 75 73

Borrowings
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H

2.6. Microcredit Financial
Institutions

The total assets of micro credit financial institutions (MFI)
amounted to EUR 76.2 million at the end of March 2009.
Compared to the end of the previous year, those were lower by
3.8%, and compared to the same month of the previous year,
those were 22.9% higher (Table 2.16).

Total MFl loans amounted to EUR 74.6 million. In the first three
months of the current years, they decreased by 1.6%, and
increased by 28.3% during one year (Table 2.17). The reserves
for credit losses amounted to 3.5% of total loans.

The share of loans for agriculture is dominant in the structure of
MEFI's loan portfolio, by sectors — 61% (Graph 2.6).

Graph 2.6 - MFI Loans, by Sectors,
March 2009, %

B Trade 12%

B Services 22%
Population 4%

B Agriculture 61%

B Other 1%

The share of long-term loans is dominant in the structure of
loans by term of payment (95.6%). At the end of March 2009,
total assets of MFI consisted of monetary (3.4%) and other
assets (2.2%).

Regarding the liabilities of MF, total obligations™ amounted
to EUR 57 million, or 74.8% of total liabilities. The source of
funding for micro credit institutions is mostly foreign capital
which is directed by means of micro credit lines to agricultural
producers, entrepreneurs in the field of services, small businesses,
shops, etc.

Total equity of MFI amounted to EUR 19.2 million or 25.1% of
total liabilities at the end of March 2009. 59.3% of the total equity
originated from grants, while the undistributed profit amounted
t0 40.7% of the total equity. At the end of March 2009, MFI
recorded a negative result of EUR 0.3 million in total.

MFI Interest Rates

An average weighted nominal interest rate (AWNIR) on MFI
loans was 15.04% in March 2009, while an average weighted
effective interest rate (AWEIR) was 26.99%, which was higher
by 0.18 percentage points than in December 2008, or lower by
0.79 percentage points than in the same period of the previous
year (Graph 2.7).

Table 2.16 — MFI Balance, End of the Month, in EUR Thousand

2008 2009

Description/Period

1 Vi IX Xl 1

Total

62,034 69,433 69,974 79124 76,247

Table 2.17 - Total MFI Loans, End of the Month, in EUR Thousand

2008 2009

Description/Period

11l Vi IX Xl 11l

Total

58,163 65,782 68,990 75,823 74,630

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



Graph 2.7 - AWLIR on Total Loans of MFI, % Observed by term of payment, AWEIR on short-term loans
amounted to 33.61%, which was higher by 6.89 percentage

points than the corresponding interest rate on long-term loans.

30 i ST Although the value of AWEIR still remained high, it obviously
5 decreased over a period of one year (Table 2.18).
20

In March 2009, the AWNIR on loans issued to legal entitles
amounted to 16.14%, while the AWEIR was 26.75%. At that,
AWEIR on short-term loans amounted to 31.37%, which was
higher by 5.5 percentage points than the corresponding interest
rate on long-term loans (Table 2.19).

14.36 14.17
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In March 2009, the AWNIR on loans issued to natural persons
0, i 0,
AWLIR: Average Weighted Lending Interest Rate amounted to 15.03%, while the AWEIR Wa§ 26.99 A): The
AWEIR on short-term loans was 33.72%, which was higher
by 7 percentage points than the corresponding interest rate on
long-term loans (Table 2.20).
Table 2.18 — AWLIR on Total Loans, %
2008 2009
1] Vi IX Xl 1]
Short-Term | Long-Term | Short-Term | Long-Term | Short-Term | Long-Term | Short-Term | Long-Term | Short-Term | Long-Term
AWNIR 1751 143 1811 141 1649  14.06 16.43 1388 1858  14.89

AWEIR 3417 27.32 34.52 269 3349 26.71 33.27 26.53 33.61 26.27

Table 2.19 - AWLIR on Loans to Legal Entities, %

2008 2009
1l VI IX Xl 1l
Short-Term | Long-Term | Short-Term | Long-Term | Short-Term | Long-Term | Short-Term | Long-Term | Short-Term | Long-Term
AWNIR 15.2 16.22 16.18 16.29 15.73 16.37 15.67 16.3 15.88 16.18
AWEIR 31.86 26.14 31.18 26.08 30.07 26.26 30.53 26.3 31.37 2592

Table 2.20 — AWLIR on Loans to Natural Persons, %

2008 2009
1l VI IX XIl 1l
Short-Term | Long-Term | Short-Term | Long-Term | Short-Term | Long-Term | Short-Term | Long-Term | Short-Term | Long-Term
AWNIR 17.64 14.49 18.22 14.07 16.54 14.02 16.48 13.86 18.72 14.88
AWEIR 343 2778 34.72 2691 33.71 26.72 3344 26.53 33.72 26.72
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The levels of interest rates applied by the banks and MFI to the
issued loans showed that the banks applied considerably lower
interests than the IMF (Graph 2.8).

Graph 2.8 - Interest Rates of Banks and

MFI, %
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The institutional investors, uncertain of the signs of recovery
of the market, as well as the individual ones, due to the recent
considerable investment losses, are still cautious when it comes
to the placement of savings into stocks and other securities. The
first signs of recovery of the market are marked by an increase in
the value of securities, which is not the case at the Montenegrin
stock exchanges. The value of some securities recorded a slight
growth in the previous quarter, although the turnover was still
not on a satisfactory level. Considering the size of the market, an
inflow of several million euros would considerably contribute to
liquidity improvement and initiation of a new cycle in the capital
market. Some signs of improvement may be expected in the
following period. Moving of the investors’ portfolios towards
the stocks of companies most probably indicated the perception
that the prices had reached the bottom, so that their current
underestimated value represented an investment challenge.

Inthe first quarter of 2009, the total turnover on the Montenegrin
stock exchanges amounted to EUR 27.2 million, which was 52.2%
less than in the first quarter of the previous year. The turnover
was also lower than in the same quarter of the previous years
(Table 3.1.). An average monthly turnover amounted to EUR 9.1
million, which was considerably lower than the effected average
monthly turnover in 2008 (EUR 13.4 million). The fall of turnover
was followed by the fall of completed business transactions, so
that 2.5% less transactions were completed than in the same

period of the previous year. Almost the entire turnover was
effected through secondary trade. The share of the primary trade
in the total effected turnover was only 0.5%.

The main part of the turnover and transactions was achieved on
the Montenegro stock exchange (76.6% of total turnover, and
57.5% of total transactions), and the remaining portion on the
Nex Montenegro stock exchange (23.4% of total turnover, and
42 5% of total transactions).

Graph 3.1 - Turnover on the Montenegrin

Stock Exchanges in the First Quarter of the
Year, by Years

250,000,000
® March

200,000,000{ ® February
B January

150,000,000
100,000,000

50,000,000

2005 2006 2007 2008 2009

Source: Montenegro Stock Exchange and Nex Montenegro
Stock Exchange

Table 3.1 - Turnovers in Quarter 1, Comparative Ratio by Years (Relative Changes)

. Q1°09 Q109 Q1°09
Period Q1°08 Q 07 Q 06
Total Turnover on the Montenegrin Stock Exchanges -52.2% -87.6% -16.9%

(alculations: CBM
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Turnover Structure

Asfor the structure of trade in the first quarter of 2009, the main
trade was with company shares (80.3%), then various bonds
(16.6%), while the contribution of shares of mutual investment
funds (MIF) was a mere 3.1%.

The turnover structure recorded a considerable decrease in the
trade with shares of mutual investment funds (by 15.2 percentage
points), and a considerable increase in the trade with bonds (by
8.5 percentage points) and company shares (by 6.9 percentage
points). The changes in trade structure were the consequence
of shifting towards safer “investment material”.

In the previous quarter, total turnover achieved through trading
with shares of Montenegrin companies amounted to EUR 21.8
million, achieved through 3.7 thousand transactions, or 21.7%

Graph 3.2 - Turnover Structure at

Montenegrin Stock Exchanges in
Quarter 1, 2009

| Stocks 80.3%
B MIF Stocks 3.1%
® Bonds 16.6%

Source: Montenegro Stock Exchange and Nex Montenegro
Stock Exchange

of overall transactions. The achieved turnover through trading
with company shares was 47.8% lower than in the first quarter
of the previous year. 9,291 less transactions were completed
than in the comparative period.

The situation of mutual investment funds is especially unenviable.
The value of their net assets was significantly decreased in
slightly more than one year and a half. Compared to the “peak”
value from September 2007, when the total net assets of
the funds amounted to EUR 900 million, the present value
of their net assets “went down” to less than EUR 90 million.

Graph 3.3 - Turnover and Number of

Transactions with Company Shares in Q1 of
2008 and 2009
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Source: Montenegro Stock Exchange and Nex Montenegro
Stock Exchange

Table 3.2 — Total Turnover and its Structure in Q1, by Years

Q12006 Q1 2007

Q12008 Q12009

Turnover

Structure  Absolute | % of Total | Absolute |% of Total | Absolute | % of Total | Absolute | % of Total
Amount | Turnover | Amount | Turnover | Amount | Turnover | Amount | Turnover

Shares 24,124,969 73.8 179,855,537
MIF Shares 6,587,479 201 31,158,689
Bonds 1,980,259 6.1 8075093
Total 32,692,707 100.0 219,089,319

82.1 41,834,069 735 21,829313 804
14.2 10,417,702 18.3 830,054 31
3.7 4,626,758 8.1 4,501,206 16.6
100.0 56,878,529 100.0 27161173 100.0

Source: Montenegro Stock Exchange and Nex Montenegro Stock Exchange



This was contributed by an enormous fall of the prices of shares in
theirrespective portfolios, in addition to high fund management
fees and other operating expenses. The assets and shares owned
by the funds are currently blocked as collaterals for the loans
issued by the banking sector. They incurred a significant debt
relating to the fees for control and supervision payable to the
Commission for Securities (approximately half a million euros).

Graph 3.4. - Turnover and Number of

Transactions with MFI’s Shares bon
Montenegrin Stock Exchanges in Q1, 2009
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Source: Montenegro Stock Exchange and Nex Montenegro
Stock Exchange

Nevertheless, at the end of the first quarter, compared to the
end of the previous year, the prices of shares of the funds were
stabilized, and even increased slightly in case of some funds, most
probably due to the expected sale of a package of shares of the
Electric Power Company of Montenegro (the funds’ portfolios
presently contain 17% of total assets of the Electric Power
Company of Montenegro). The funds could use the income from
this sales transaction to repay the loans and improve their financial
and liquidity status. Nevertheless, the question that remains open
is whether such poor operation of the funds is the consequence
of poor conditions at the market and global financial crisis, or
poor management by the managing companies.

Although it recorded a significant growth of contribution in the
turnover structure, trade with bonds recorded a fall in nominal
amount. Compared to the previous quarter, it was lower by
2.7%, while compared to the same quarter of the previous
year, its was lower by 16.6%. In total turnover with bonds of
EUR 4.5 million, most transactions related to restitution bonds
49.7%", followed by those of pension insurance beneficiaries
(45.69%'°), and frozen foreign currency deposits (FFCD) (4.7%).
There was no trade with municipal bonds and bonds for road
reconstruction in the previous quarter.

Table 3.3 - Prices of MIF Shares, Comparative Overview

Maximum Price of MIF Shares in the

Price of MIF Shares at the | Price of MIF Shares at

MIF Name First Half of 2007 end of 2008 the end of Q1, 2009
ATMO €040 €0.03 €0.05
EURF €0.68 €0.02 €0.04
MONF €040 €0.03 €0.03
HLTA €0.29 €0.02 €0.03
MIGF €048 €0.03 €0.03
TREN €0.60 €0.03 €0.03

Source: Montenegro Stock Exchange and Nex Montenegro Stock Exchange

15 aw on Montenegrin Budget, Official Gazette of MNE No.12/07, has planned EUR 10 million for purchase of restitution bonds in 2009,
Nominal value of bonds was EUR 1. Broker house that was the most favourable bidder committed itself to pay them at the price of EUR 35

cents, whereas its market value was somewhat below this amount.

16 The Ministry of Finance of Montenegro has issued bonds for remuneration to beneficiaries of pension and disability insurance amounting in total
t0 EUR 105,000,000. Bonds have the maturity in 6 different series starting from 20.10.2008. Law on Compensation to the Holders of Pension and
Disability Insurance Rights (“Official Gazette of Montenegro”, No. 40/08) has prescribed that the pensioners may use their restitution rights for paying
electricity bills, tax obligations, purchasing shares of state companies and companies owned by Montenegrin Development Fund which are in the
privatization process, as well as for the purchase of flats, residential premises, land or other state property. The nominal value of each bond is EUR 1.00.
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Graph 3.5 - Movements of Turnover and
Number of Transactions on Montenegrin
Stock Exchanges in Q1, 2009

2,000,000 6,000
1,800,000
1,600,000 5,000
1,400,000 610
1,200,000

1,000,000 3,000
800,000
600,000 2,000

400,000 mmmm Turnover of Bonds

200000 —— Number of Transactions Including Bonds 1,000
o 1 1 W |
January February March
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The high share of trade with restitution and FFCD shares resulted
from the decision of the Ministry of Finance of Montenegro'”
authorizing the debtors (natural and legal persons) to settle
their obligations to the State (taxes, debts owed to the State)
with FFCD and restitution bonds. The growth in trade with bonds
over the reporting period was significantly contributed by the
trade with bonds of pension insurance beneficiaries (PO9P. POID.
P10P. P10D. P11P). A significant number of pension insurance
beneficiaries, due to poor standard of living, decided to sell their
bonds immediately after they had received them, to meet their
everyday needs. A slight increase in the turnover on the stock
exchanges in the first quarter of 2009 was exactly contributed
by the trade with the mentioned bonds.

Indices

Although all three stock exchange indices recorded a slight
increase at the beginning of the year, at the end of the quarter
all of them were under the level recorded at the end of 2008.
The Moste index recorded a decline of 12.3% compared to the
end of the previous year, the NEX 20 index declined by 11%,
while the one of the funds declined by 23.2%.

Graph 3.6 — The MOSTE Index Movements
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Graph 3.7 -Movements of NEX PIF and
NEX 20 Indices
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Compared to their historic peak values (achieved in 2007), all

indices were lower at the end of March 2009, as follows: the Moste
by 83.2%, NEX PIF by 91.2%, and NEX20 by 81.7%.

17 Decision on the Conditions and Procedure of the Debt Buy-Out of Montenegro Using the Foreign Savings Bonds and Restitution Bonds for
Property Rights, Official Gazette of Montenegro No. 17, 11th March 2008.



Table 3.4 — General Information on Indices

MOSTE NEX 20 NEXPIF
Value as of 31 March 2009 411.73 8.905.72 4.485.88
Absolute Index Change in Q1 2009 -57.8 -1.097.2 -1.358.8
Initial Index Value 100.0 March 2003.  1000.00 March 2003. 1000.00 March 2003
Maximum Value in Q1 2009 54820 02.02.2009. 11.36447 02.02.2009. 9.169.10 28 Jan 2009.
Maximum Historic Value 24554 07052007 48.617.88  07.05.2007. 50.780.54 17 Aug 2007
Minimum Historic Value 94.8 23.06.2004 918.57  14.04.2003 959.53 2 Apr 2003
Relative Change in Q1 2009 -12.3 -109 233

Source: Montenegro Stock Exchange and Nex Montenegro Stock Exchange

Block Trade

No block transaction was accomplished on the stock exchanges
in the first quarter of the current year.

Capitalization

At the end of March 2009, market capitalization on the Nex
Montenegro stock exchange amounted to EUR 1.5 billion,
which was higher by 7% than in December 2008. Compared to
the maximum market capitalization achieved in August 2007,
it recorded a decline of 65.4%. Market capitalization of the

Graph 3.8 - Capitalization at Montenegrin

Stock Exchanges, in EUR million
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Montenegro stock exchange, at the end of the year, amounted to
EUR 2.3 billion, whereby it recorded a growth of 2.2% compared
to the end of the previous year. Compared to the maximum
achieved capitalization (in August of the previous year), it was
lower by 44.9%.

In March 2009, compared to December 2008 and measured by
turnover ratio, the liquidity was lower at the Nex Montenegro
stock exchange by 57.7%, while it was 7 times higher at the
Montenegro stock exchange.

Graph 3.9 - Turnover Ratio
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Conclusions

The last quarter was marked by numerous events in the capital
market. The capital of some companies was increased, while
other companies entered the process of restructuring (some
introduced new sectors, such as the Transmission Sector of the
Electric Power Company of Montenegro, while others plan to
integrate the existing sectors, for example Telecom). A new issuer
appeared, while the bankruptcy procedure was completed in one
company. The sale of a majority package of shares of the Medical
Center “Dr Simo Milosevic” was announced. An investment fund
changed its business activity, moving from the capital to the
real estate market. A pension fund officially started receiving
contributions, while one stock broker company was closed. The
largest telecommunications company announced payment of
dividends from undistributed profit generated in the previous
years. Payment of frozen foreign currency deposits with the
banks seated outside of Montenegro was organized through
a commercial bank.

In the first quarter of 2009, only one bank (NLB Montenegro
Bank) issued new stocks to a known buyer in the amount of
EUR 1,330,463.6 million. During the same period of time, the
Commission for Securities issued no work permits.

The highest expectations for the recovery of capital market were
related to the implementation of planned recapitulation of the
Electric Power Company of Montenegro (recapitulation of 22%
in addition to 17.2% shares of investment funds and minority
shareholders; the package totally includes approximately 40%
of assets of the Electric Power Company of Montenegro).

The reasons for the return of investors back to the Montenegrin
capital market can be sought in low prices and attractive
estimated values of shares, and most probably above the

average growth of GDP of regional economies following the
recovery. On the other hand, the putting off factors include low
market liquidity, fear of potential further decline of the market,
overrequlation of the corporate sector and shortcomings in the
requlation of capital market.

Methods forimprovement of the capital market functioning should
be sought through the following: realization of an integrated,
open, competitive and efficient market; implementation of
good market control practices; ensured customer protection;
implementation of continuously evolving legislation; introduction
and compliance with the requirement of mandatory application of
international accounting standards of reporting for the companies
listed on stock exchanges; ensured facilitation of access to the
market; higher competitiveness of the market through new
financial products; higherinteraction and number of participants
in the market in order to increase the liquidity of stock exchanges
(the financial market crisis showed that there was a strong
correlation between the liquidity and market structure); deletion
from the listing of the companies that fail to comply with the
applicable regulations; ec.

Ensuring of compliance with three important principles of
operation of the financial market, the transparency, continuous
investing and impartial treatment, is of crucial importance
to regain the trust of investors. The existence of these three
principles guarantees the investors the existence of an efficient
process of price forming, real market prices and market liquidity
in the market.

The recovery of the capital marketin Montenegro will certainly be
related to the recovery of the global financial market. Nevertheless,
its recovery will also depend on the inflow of funds from the real
estate market, and also the size of investments by large foreign
funds and individual portfolio investors.

Box 3.1 — Regional Stock Exchanges, Reference Indices

The fallin the regional markets was not stopped, but it could be felt that it was slowing down. The fall of indices in
the regional stock exchanges was not as drastic as in the previous quarters. Compared to the end of the previous
year, the greatest fall was recorded by the reference index of the Belgrade stock exchange of Belex15 which went
down by 32.6%, followed by the index of the Sarajevo stock exchange of SASX-10 which recorded a decline of 28.9%.
The stock exchanges of Macedonia and Ljubljana recorded the smallest decline (-9.1% and 4% respectively).



According to the sentimentindex of a regional stock exchange, the expectations of investors relating to the market
development in the following months are still pessimistic, although moving towards more optimistic forecasts.

Table 1 - Changes in the Selected Indices of the Regional Stock Exchanges

31 Mar 2009
Stock Exchange Name Index 31 Dec 2007 | 31 Dec 2008 | 31 Mar 2009 31 Dec 2008
Belgrade Stock Exchange BELEX15 2.318.27 565.18 380.83 -32.6%
Zagreb Stock Exchange CROBEX 5.239.03 1.722.25 1.451.31 -15.7%
Sarajevo Stock Exchange SASX-10 3.685.12 1.233.65 877.02 -28.9%
Macedonian Stock MBI10 774079 209616 190564 -9.08%
Exchange
Ljubljana Stock Exchange SBI20 11.369.58 3.695.72 3.547.16 -4.01%
NS N DR NEX20 3416863 1000293 8.905.72 -1096%
Exchange
HiETREmElE @ STk MOSTE 162769 469.53 41173 12.31%
Exchange

Source: Reports of Regional Stock Exchanges

Graph 1 - Belex Sentiment, Market Perception Index'®
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"8 Belex sentiment is the index of expectations of the most active stock exchange members (important share in turnover and frequency
in trade in the period preceding the voting), portfolio managers of investment and voluntary pension funds and the public. The index is
calculated as the weighted value of votes of these three groups of participants about the direction and the intensity of further movements
in the market in the following month. Belex sentiment has the base value of 100, and it may have the value from 0 to 200. The value lower
than 100 points to negative expectations of participants in the market, whereas the value above 100 points to their positive expectations.
The index value points to deviation of base value, as well as the change in value in relation to the previous month. Similar index existed in
the Montenegro stock exchange — so called “Moste intuitivo”.
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Negative impacts of the global financial crisis on the economy of
Montenegro were registered in Montenegro in the first quarter
of 2009. The economic activity slowed down, primarily in the
field of construction industry, trade, tourism and transportation,
resulting in lower collection rates of planned budgetary and
public revenues and a budgetary deficit.

4.1. Consolidated Public
Consumption

In the period January-March 2009, according to the Ministry of
Finance data®, total current public revenues’ amounted to
EUR 268.1 million, which was 7.6% of the assessed BDP for 2009.
Compared to the same period of the previous year, public revenues
were lower by 15.6% or 15.8% less than planned.

The share of tax contributions in the structure of public revenues
was dominant (55.9%), in addition to the revenues from
contributions (20.6%), while all other revenues amounted to
23.5% of the public revenues.

Consolidated public expenditures in the period January-
March 2009 amounted to EUR 275 million, or 7.8% of planned
(DP. Compared to the same period of the previous year, the public
consumption remained on the same level, while it was lower by
319% than planned. The reduction of expenditures was effected
by both current and capital expenditures and transfers.

Current Public Consumption’' amounted to EUR 230.2
million, or 6.5% of GDP, which was lower than planned by 29.8%,
or 4.6% less than in the same period of the previous year.

Current expenditures recorded the highest contribution to the
structure of public expenditures (394%), followed by transfers
(42.1%) and capital expenditures (16.3%), while the contribution
of all other expenditures was insignificant (total 2.2%). At the
end of the first quarter, public revenues were lower than public
expenditures by EUR 6.9 million, or 0.2% of planned GDP for
2009 (Annex C; Table 11).

4.2. The Budget of Montenegro and
State-Owned Funds

Total budgetary revenues with state-owned funds,
according to the preliminary data of the Ministry of Finance, in
the first quarter of 2009 amounted to EUR 252.8 million, or 7.1%
of planned GDP. As for the structure of budgetary revenues, 85.7%
related to current revenues, while the contribution of revenues
from privatization proceeds, sold assets, grants, borrowings and
loans from domestic and foreign sources amounted to 14.3%.

In the first three months of this year, considerably lower revenues
from privatization proceeds were obviously effected as a result
of unsuccesful implementation of the privatization plan. The
revenues from grants were also considerably lower, while the
borrowings and loans from foreign sources increased almost
twenty times compared to the previous year (Table 4.1).

Current budgetary revenues in the first quarter of 2009
amounted to EUR 216.7 million, or 6.1% of planned GDP.
Compared to the plan, those revenues were lower by 13.8%,
while compared to the same period of the previous year a decline
of 16% was recorded.

19Source: Bulletin of the Ministry of Finance; estimated GDP for 2009 amounts to EUR 3,538 million.
0 Total current public revenues include revenues of the budget, state funds and local self-administration.
2 Consolidated public expenditures decreased by total capital expenditures.
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The highest contribution to the structure of budgetary revenues
was from taxes (62%), followed by contributions (25.4%), fees,
other revenues and debt servicing obligations (12.6%).

In the first quarter of this year, revenues from taxes decreased
by 23.2% compared to the plan, or 17% compared to the same
period of the porevious year. All tax categories recorded a decline,
as a result of lower rates in import of goods, demand for and
sales of properties, and inflow of foreign capital. The revenues
from VAT, customs duties, property tax, personal income tax

and profit tax recorded much lower collection rates compared
to the same period of the previous year, those were lower by
20%, 41%, 58%, 14% and 8% respectively. At the same time,
revenues from excise duties increased by 9.8% compared to the
same period of the previous year. Otherwise, pursuant to the
amended Law on Excise Duties (Official Gazette of Montenegro
76/08) that entered into force on 1 January 2009, the excise duties
on tobacco products were increased (espedially cigarettes), which

will increase the budgetary revenues.

Table 4.1 — Current Budgetary Revenues of Montenegro and State-Owned Funds (in EUR million)

%
1l i 0, 0
Plan | Recorded Contribution % % (.)f .| Collected % Recorded
. ) to the . ICollectionin|. Compared
Revenue Categories Jan-Mar |in Jan-Mar Contribution lati in Jan-Mar
2009 2009 Revenues t0 GDP Relation to 2008 to Jan-Mar
Jan-Mar the Plan 2008
2009

TAXES 17459 13413 61.89 3.79 76.83 16093 83.35
Personal Income Tax 1797 17.86 8.24 0.50 9939  20.86 85.62
Corporate Income Tax 14.08 9.89 4.56 0.28 70.24 10.80 91.57
Property Tax 3.77 1.31 0.60 0.04 34.75 3.10 42.26
Value Added Tax 9349  68.13 3144 193 72.87 8536 79.81
Excise Duties 2778  26.06 12.03 0.74 93.81 23.72 109.87
e ngiiens) iEe e 1535 902 416 025 5876 1523 5923
Transactions
Other Republic Taxes 215 1.86 0.86 0.05 86.51 1.86 100.00
Contributions 55.66 55.10 2543 1.56 9899  69.58 7919
Contribution for Pension and Disability 3497 3514 16.22 099 10049 395 88.94
Insurance
Medical Insurance 19.04 18.15 8.38 0.51 95.33 283 64.13
Unemployment Insurance 1.65 1.81 0.84 0.05  109.70 1.77 102.26
FEES 4.86 4.32 1.99 0.12 88.89 573 75.39
DUTIES 4.38 5.28 244 015  120.55 572 9231
OTHER REVENUES 9.38 6.25 2.88 0.18 66.63 12.31 50.77
Proceeds from Loan Repayment 2.51 11.63 5.37 033 463.35 2.57 452.53
CURRENT REVENUES 25138 21671 100.00 6.13 86.21 256.84 84.38
Proceeds from Privatization 8.75 0.05 0.00 0.57 4.44 113
Grants 213 043 0.01 20.19
Eerer eI LM eI (REEe 631 3402 096 53914 018 18900.00
Sources
Borrowings and Loans from Domestic 159 004
Sources
TOTAL BUDGETARY REVENUES OF
MONTENEGRO AND STATE-OWNED 268.57 252.80 715 9413 261.46 96.69

FUNDS

Source: Ministry of Finance



A downward trend was recorded by contributions, revenues
from taxes, fees and other revenues, while the proceeds from
debt servicing obligations recorded an increase of almost five
times, amounting to EUR 11.6 million, including EUR 11 million
from the repayment of firstinstallment of the loan issued to the
bank “Prva banka Crne Gore”, following the Law on Measures
for the Protection of the Banking System?”.

Total Budgetary Expenditures, as assessed by the Ministry of
Finance, in the first quarter of 2009 amounted to EUR 249 million,
or 7% of planned BDP. The budgetary expenditures included
timely settlement of all obligations to foreign and domestic
financial institutions, and also payments to all beneficiaries of
and budget participants.

Consolidated Budgetary Revenues” in 2008 amounted to
EUR 224.6 million, or 6.3% of planned GDP. Effected expenditures
remained on the same level as in the first quarter of the previous
year, and were lower than planned by 31%. The reduction
of expenditures resulted from the implementation of saving
measures and orientation of the Government towards rational
use of budgetary revenues on all levels, in compliance with
the adopted plan on saving by all beneficiaries of the current
budget.

The structure of budgetary expenditures included 40.4% of
current budgetary expenditures, which recorded a decline of
8% compared to the corresponding period, and also by 38%
compared to the plan for the reporting period. Reduction of all
cost categories was noticeable in those expenditures. Otherwise,
the majority of funds (73.6%) was allocated to gross salaries,
while 26.4% related to other current expenditures (annuity;
interest; expenditures for supplies and services; subsidies; current
maintenance).

220fficial Gazette of Montenegro”, No. 64/08.
2 Total expenditures minus repayment of debts.

48.8% of total expenditures accounted for the transfers to
institutions, individuals, non-governmental and public sector,
and social welfare, and 8.9% for capital expenditures, while the
remaining 1.9% related to approved borrowings and loans by the
Government, and budgetary reserves. EUR 24 million was spent
on debt servicing obligations. Repayments of debts to residents,
based on the principal and guarantees, amounted to EUR 15.4
million, while the repayment of debts from the previous period
(based on frozen foreign currency deposits, restitution and other
obligations) amounted to EUR 8.6 million; no debt repayments
to nonresidents were recorded in the first quarter.

In the first quarter of 2009, the Budget of Montenegro recorded
adeficit* of EUR 7.9 million, or 0.2% of GDP.

The budgetary deficit is expected to grow in the following period
of this year, affected by the global crisis, although it should not
exceed the Maastricht criteria.

The public revenues are realistically expected to be significantly
lower than planned, followed by necessary budget rebalance
that will have to lead to further reduction of the level of public
expenditures.

Despite the expected reduction of public revenues, some exterior
financial support will most likely be required in order to close
the financial gap. In any case, the mitigating effects relate to
the fact that as a result of good policies from the previous
years the public debt is low, leaving some noticeable room for
additional borrowing.

2 Calculating the amount of surplus/deficit as the residual of revenues and expenditures, whereas revenues are reduced by 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 (Methodology of surplus/deficit calculation, 0G MNE 71/05).
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Table 4.2 - Consolidated Budgetary Expenditures of Montenegro and State-Owned Funds,

1 January - 31 March 2009 (in EUR million)

0
Planned | Recorded Con:fi)t:)uftion . Reaol/?zgiion Recorded Beaﬁzg;on
DESCRIPTION Jan-Mar | Jan-Mar in % in GDP in Relation Jan —Mar | in Relation
2009 2009 Expenditures tothePlan| 2008 | toJan-Mar
2008
Current Expenditures 126.29 90.85 40.44 2.57 7194 98.90 91.86
E;OES:”ETS;Q%S andContributions paid ;) »s gs58 2977 189 9255 6452 10366
Other Personal Income 548 298 133 008 5438 293 101.71
Expenditures for Supplies and Services 3030 1370 610 039 4521 18.59 73.70
Current Maintenance 215 048 0.21 0.01 2233 3.25 14.77
Interests 522 344 1.53 0.10 65.90 3.52 9773
Rent 2.86 0.80 0.36 0.02 2797 1.56 51.28
Subsidies 6.35 1.88 0.84 0.05 29.61 3.67 51.23
Other Expenditures 1.67 0.69 0.31 0.02 4132 0.86 80.23
Transfers for Social Insurance 8524 7323 32.60 2.07 8591 69.19 105.84
Social insurance rights 12.24 11.14 4.96 0.31 91.01 10.25 108.68
Redundancies 4.19 0.90 040 0.03 2148 2.02 44.55
Pension and Disability Insurance Rights 64.91 58.18 2590 1.64 8963 5198 111.93
gz:f;r?l%hts SR DhSee] 262 202 090 006 7710 321 6293
Other Rights relating to Health Insurance 1.28 099 044 003 7734 1.73 57.23
Transfers to Public Institutions 5342 3594 16.00 1.02 6728  34.69 103.60
gfg”;;?zr; ttigr']\‘SO“'Govemmema' 001 028 012 001 280000 088  31.82
Transfers to Individuals 0.01 0.01 0.00 000 100.00 3.55 0.28
Transfers to Public Companies 0.02 0.00
Total Capital Expenditures 36.87  20.05 893 057 5438 6.74 29748
Borrowings and Loans 11.80 2.80 1.25 0.08 2373 714 39.22
Reserves 842 147 0.65 0.04 17.46 2.16 68.06
CONSOLIDATED EXPENDITURES 32206 22463 100.00 6.35 69.75 22327 100.61
Repayment of Debts to Residents 13.26 15.43 044 11637 0.61 252951
Egﬁgémem of Debts from the Previous 74 g 024 3135 1535 5609
Repayment of Debts to Non-Residents 2.21
TOTAL EXPENDITURES 362.78 248.67 7.03 68.55 241.44 102.99

Source: Ministry of Finance



Box 4.1 - Fiscal Responses to the Global Economic Crisis?®

Countries throughout the world undertake various steps to mitigate the effects of the global financial crisis. From
the tax and fiscal perspective, approaches vary from formal stimulating packages to ad hoc measures, impermanent
regulations and expedited implementation of planned measures. In some cases, the measures are directly aimed
to stop the downfall of GDP, while in other cases some of the effects of the crisis are indirectly mitigated.

An overview of changes in the tax policy and other fiscal measures undertaken to mitigate the effects of the global
economic crisis is shown in the table below.

Table 1 - Amendments to Tax Policies and other Fiscal Measures in the Selected European
Countries

Proposed Measures: An expedited depreciation of newly procured material goods will be applied,
Austria | thatis 30% for the first year in operation, and a linear method of depreciation from the second year
onwards; tax exemptions for the individuals who reinvest the profit back into the business.
Amendments to Corporate Profit Tax: 5-year tax exemption for the regions living in poverty (remains
to be approved by the European Commission).

Bulgaria | Personal Income Tax Amendments: Tax exemption/relief for young families repaying the loans for
housing purposes.

Amendments to Indirect Taxes: Some administrative VAT tax deductions were approved.
Amendments to Corporate Profit Tax: Tax rate reduction from 21% to 20% from 1 January 2009.
Amendments to Personal Income Tax: Advance tax payments by entrepreneurs and companies with
more than 5 employees have been temporarily cancelled since 1January 2009; the health insurance
rates for employees and employers have been reduced since 1January 2009.

Proposed Measures: A lower social insurance rate for low-income employees; extension of VAT discounts
(deductions) for passenger vehicles; faster recovery of VAT by tax payers whose tax return applications
were submitted in electronic form.

Proposed Measures: Special municipal tax on daily rate per room will be reduced from 2% to 0.5%;
annual property-related charges for hotel companies will be reduced from 0.1% to 0.033%in 2009 and
2010, while the minimum fee of 1EUR/m2 will be cancelled; in 2009, debts of hotels to banks, same as
new loans issued to tourist companies shall not be subject to the special contribution of 0.6%.
Other Fiscal Measures/Correctional Management: The Government decided to undertake a stricter
control towards reduction of tax evasion.

Amendments to Corporate Profit Tax: In 2009 and 2010, corporate profit tax for the first EUR 200.000
of profit is reduced from 23% to 20%.

Amendments to Indirect Taxes: The Government abandoned the planned decision to increase VAT
from 19% to 20%.

Other Fiscal Measures/Corporate Management: The Government will pay the costs of the companies
which are forced to shorten the working hours on temporary basis.

Lithuania | Amendments to Indirect Taxes: The PDV rate was increased from 18% to 19% from 1 January 2009.
Proposed Measures: Suspension of common business tax of 4% and an increase of corporate income
Hungary | tax from 16% to 19% until 1 January 2010; proposed reduction of personal income tax, and VAT rate
increase from 20% to 23% from 1July 2009.

Czech
Republic

Greece

Holland

% Source: Deloitte Touche Tohmatsu: Tax responses to the global economic crisis, March 2009.
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Norway

Amendments to Corporate Income Tax: 28% of tax losses up to NOK 20 million in 2008 and 2009 can
be refunded so long as the taxable profit for the previous two years is not exceeded by the losses; an
additional depreciation of 10% was permitted for the machines, cars, etc. purchased in 2009, and
also an addition of 20% to regular depreciation.

Germany

With the objective of mastering the credit crisis, the first stimulating package of measures was
announced in November 2008, and entered into force on 29 December. A declining amortization
rate of 25% was introduced for movable and fixed assets for a period of two years, starting from 1
January 2009.

The other stimulating package of EUR 50 billion was passed on 20 February 2009, to amend the shortages
of the first package. The measures include approximately EUR 9 billion in the form of tax exemptions,
an increase of tax-free amounts, a slight decline of (initial) tax rates from 15% to 14%, and further
adjustment of the rate in order to compensate for the inflation-related tax progression.

Romania

Amendments to Corporate Income Tax: On 1 January 2009, dividends were exempted from taxation, if
allocated and reinvested; an additional reduction (discount) of 20% was applied to the qualifying
costs of research and development; and expedited depreciation to the equipment used for research
and development was also applied.

Amendments to Personal Income Tax: Since 2009, income from interest on fixed-term deposits and/or
other saving instruments have been considered non-taxable revenues. Tax exemption applies to the
revenues of residents of non-EU countries.

Slovenia

Proposed Measures: Planned shortening of the period for VAT refunding, from 60 down to 21-30 days,
starting from 1 July 2009.

Spain

Amendments to Corporate Income Tax: Fixed assets and properties acquired (including leasing) in 2009
and 2010 can be fully depreciated during the year of acquisition provided that an average number
of staff employed by the tax payer remains unchanged in the year of property acquisition and in the
following year.

Amendments to the Personal Income Tax: The tax on capital that applied to individual persons since
January 2008 was cancelled.

Amendments to Indirect Taxes: Since 1 January 2009, VAT returns can be collected on monthly instead
of yearly basis.

Proposed Measures: The Government plans to adopt certain amendments to the applicable regulations
expecting to create the confidence in real estate investments. The benefits will include corporate
income tax exemptions under certain conditions.

The Great
Britain

Amendments to Corporate Income Tax: The proposed measure to increase tax rates for smaller companies
from 21% to 22%, staring from 1 April 2009, was postponed until 1 April 2010.

Amendments to Indirect Taxes: Impermanent reduction of standard VAT rate from 17.5% to 15% was
introduced on 1 December 2008, to last until 31 December 2009.

Proposed Measures: The Government will consider an additional fiscal stimulus for 2009.

4.3. Local Governance

As assessed by the Ministry of Finance, in the first quarter of
2009, current revenues of local governments amounted
to EUR 51.4 million, or 1.4% of estimated GDP for 2009.
Compared to the first three months of the previous year, those

The structure of the collected revenues showed that the largest
contribution to the revenues came from fees (39.2%) and taxes
(31%), while all other contributions (other fees, proceeds from
loan repayments, and other revenues) amounted to 29.8%.
Especially poor collection rates related to the fee for organization
of the construction land, other contributions, property excise tax,

were lower by 15%, and also 23% lower than planned. income tax, and local taxes.



Local Government Consolidated Expenditures amounted by current revenues (35%), transfers to institutions, individuals,
to EUR 504 million, or 14% of the estimated GDP. Compared ~ NGOs and the public sector (11%), while the remaining 5% related
to the first quarter of 2008, those decreased by 2.5%, and  tothereserves, borrowings and loans, and social welfare transfers.
were 33.4% lower than planned. The contribution of capital  Inthe first quarter of the year, local governments accomplished
expenditures to total local government expenditures amounted to  a surplus of EUR 1 million (Table 4.3).

499, which was the most significant costitem. It was followed

Table 4.3 - Current Revenues and Consolidated Expenditures of Local Governments

(in EUR million)
Planned | Recorded % % Recorded | Recorded (yzjo[:s:)(;rr(:fjd
Revenues Jan-Mar | Jan-Mar |Contribution|Comparedto| Jan-Mar to Jan-Mar
2009 2009 to GDP the Plan 2008 2008
CURRENT REVENUES 66.99 51.38 145 76.70 60.64 84.73
Taxes 21.10 15.80 045 74.88 24.54 64.38
Fees 9.74 8.65 0.24 88.81 3.96 21843
Charges 28.80 20.15 0.57 69.97 2644 76.21
Other Revenues 7.35 6.78 0.19 92.24 3.32 204.22
Loan Repayment Proceeds 0.00 2.38 0.00
CONSOLIDATES EXPENDITURES 76.1 50.36 142 66.18 51.64 9752
CURRENT SPENDING 42.51 25.56 0.72 60.13 24.65 103.69
Current Expenditures 28.08 17.55 0.50 62.50 17.70 99.15
Sr:f;foEyaerrzmgs EIie) OISV [ 197 988 858 024 8684 800 10725
Other Personal Income 6.96 1.50 0.04 21.55 1.19 126.05
Expenditures for Supplies and Services 6.25 495 0.14 79.20 5.83 8491
Current Maintenance 2.54 1.64 0.05 64.57 117 140.17
Interests 0.5 0.27 0.01 54.00 0.16 168.75
Rent 0.35 0.17 0.00 48.57 0.12 141.67
Subsidies 1.10 033 0.01 30.00 0.29 113.79
Other Expenditures 0.5 0.1 0.00 22.00 094 11.70
Transfers for Social Insurance 1.64 0.82 0.02 50.00 0.08 1025.00
Capital Expenditures 33.59 24.80 0.70 73.83 2699 91.89
Borrowings and Loans 0.79 0.21 0.01 26.58 0.26 80.77
Reserves 2.10 143 0.04 68.10 0.87 164.37 ,°°_=
SURPLUS -9.11 1.02 0.03 9.00 11.33 é
Montenegro Budgetary Transfers 5
Privatization Proceeds 11.51 4.84 0.14 42.05 8.67 55.82 i
Grants 1.59 0.56 0.02 3522 0.15 37333
Borrowings from Foreign Sources 2.20 0.33 0.01 15.00 1.53 2157
Debt Repayment 533 4.36 0.12 81.80 4.01 108.73
Source: Ministry of Finance
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4.4, State-Owned Funds

National Pension and Disability Insurance Fund”, in
the first quarter of 2009, recorded total revenues in the amount
of EUR 62 million. Current revenues of the Fund amounted to
974%, which was 4% higher than in the same period of the
previous year, and 19% lower than planned. Contributions,
as the main source of financing of the Pension and Disability
Insurance Fund, accounted for 58.3% of the current revenues,
which was 11% lower than in the first quarter of the previous
year. Especially poor collection rates related to the contributions
by the corporate sector, recording a decline of 24%. In addition to
the application of lowerrates for pension insurance contributions
in 2009, the reduction of revenues was also contributed by
considerably reduced liquidity of the corporate sector, including
delayed payments and no servicing of the related obligations
by a number of corporate entities. The revenues contributed by
the non-economy sector increased by 15% in relation to the
same period of the previous year. At the same time, budgetary
transfers increased by 27%, or 38% of total expenditures. Credit
funds used by the Fund over the reporting period amounted to
EUR 1.6 million.

Total expenditures of the Pension and Disability Insurance Fund in
the first quarter of 2009 amounted to EUR 65.4 million, which was
6% higher than in the same period of the previous year. The most
significant expenditure position was the expenditure for pensions,
which amounted to 85% of total expenditures, while 15% of
the expenditures related to fees, allowances, pensions to the
beneficiaries in foreign countries, military pensions, contributions
for health insurance of retired persons, operating expenditures
and settlement of liabilities from previous years.

The deficit generated by the Fund in the first quarter of the year
amounted to EUR 3.9 million.

The National Health Insurance Fund, according to own
estimations, in the first quarter of 2009 recorded the total revenues
in the amount of EUR 25.5 million, which was 28% less than in
the same period of the previous year, and 36% less than planned.
Lower realization of current revenues resulted from lower collection
of contributions in all categories, and lower budgetary transfers.

% Source: Republic Pension Fund (preliminary data).

Total expenditures of the Health Insurance Fund, in the first
quarter of the current year, amounted to EUR 28.5 million, which
was lower by 17% than in the same period of the previous year,
and 29% less than planned. The largest share in total expenditures
(95%) was of expenditures forreqular activity, while 5% of funds
were spent on the Fund’s operations. According to the balance
of total revenues and realized expenditures in the first quarter
of 2009, the Fund generated a deficit of EUR 3 million.

According to the data of the Employment Agency of
Montenegro, total revenues recorded by this institution in the first
quarter of 2009 amounted to EUR 4.1 million. Current revenues
(contributions, taxes, other revenues and revenues from loan
repayment) constituted 70% of total revenues, which was lower
by 24% than in the first quarter of the previous year, as a result
of lower tax collection rates relating to employment on non-
resident persons (by 54%) and loan repayment obligations (by
40%). The budgetary transfers were lower by 27%, making 29%
of the revenues, while the remaining 1% related to privatization
proceeds.

The expenditures of the Agency in the first quarter of 2009
amounted to EUR 3.3 million, which was lower by 31% than
in the first quarter of the previous year. 30.3% of the current
expenditures related to current expenditures, 30.3% to the
transfers to individuals, institutions and public sector, 24.2%
to social insurance transfers and 15.2% to borrowings and
approved loans.

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

The Development Fund, in the first quarter of 2009, recorded
EUR 0.8 million of revenues, and EUR 0.3 million of expenditures,
sothata surplus of EUR 0.5 million was generated in the reporting
period.



Box 4.2 — Measures Implemented by the Governments in the Region, in
Response to the Global Economic Crisis

Serbia: According to the First Program of Measures of the Government of Serbia, it was planned to introduce
a budgetary stimulus of 2.18% of GDP to mitigate the effects of the crisis. The following specific measures were
proposed: direct subsidizing of interest rates on liquidity loans; co-financing of investment loans, guaranteed by
the Guarantee Fund (Development Fund); direct subsidizing of interest rates on consumer loans for the purpose
of purchasing some durable and consumable goods; and governmental guarantees for loans from international
sources. At the same time, in parallel with the stimulation of economic growth, certain measures towards the
reduction of consumption and rationalization were undertaken in all governmental sectors. The framework program
of measures included the following measures: governmental sector (reduction of expenditures, staff numbers,
salaries, etc.) industry sector (improvement of economic liquidity; improvement of export; increase of domestic
demand through implementation of infrastructure projects; higher investment activity by creating more favorable
business environment; reduction of fiscal load); financial sector (an increased trade with securities); residential
sector (canceling of interest-based tax; stimulus to new employment; social welfare; etc.).

The second package of measures was adopted by the Government of Serbia in April 2009; the weight of adapting
to the crisis was mostly transferred to the public sector. The package of measuresincludes the following: reduction
of the state administration expenses in the Government, Ministries, Municipalities, National Bank of Serbia, and
the Chambers of Commerce (anticipated savings: EUR 90 billion). Net salaries in the state administration exceeding
40,000 dinars were reduced by 10%, and those exceeding 100,000 dinars by 15%, applying to the sum above 40,000
dinars; the highest net salary was limited not to exceed six average salaries in Serbia. This package of measures
also included the following measures to ensure an additional saving: reduction of staff numbers in the state
administration, number of regulatory bodies, and other administrative expenditures. This package of measures
also included the following measures intended to ensure an increase in the budgetary revenues of 16 billion
dinars: higher excise duties on gas and diesel fuels; introduction of impermanent tax in the amount of 10% of the
recorded impulses, relating to mobile telephony; higher tax on property and luxury vehicles; impermanent tax on
other revenues. The framework program of measures also included the following stimulative package: subsidized
loans for the economy (162 billion dinars); active employment measures (new employment program — ,The First
Chance”; public works program; mortgage-free loans for new businesses; loans of the Development Fund for small
and medium-size businesses); traffic infrastructure investments.

The latest package of measures entering into force on 18 May 2009, includes the following: liquidity loans with
foreign currency clause at the interest rate of 3% per annum; liquidity loans in dinars at the interest rate of 10.5%
(reference interest rate minus 3.5 percentage points); stimulative export loans; consumer loans for the purchase
of construction material; lower interest rates on loans issued through the Development Fund; etc. Annual interest
rate on loans to companies in undeveloped regions will amount to 0.5%, and in developed ones up to 2.5%. The
new package of measures was based on the assumption that the banks would issue additional loans for the liquidity
of companies in the amount of 40 billion dinars, whereby the total borrowings to the economy and the residential
sector would be increased to approximately 180 billion dinars.

In January and May of the current year, stand-by arrangements for Serbia were approved by the International
Monetary Fund (detailed information in Box 5.3).

Croatia: The Government of the Republic of Croatia adopted a package of anti-recession measures on 26 February
2009, including the following: a) Further strengthening of macroeconomic stability through budgetary rebalance:
implementation of various budgetary savings was announced; b) Reduction of certain parafiscal paymentsincluding
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the reduction of membership fees (contribution) paid by companies to the Croatian Chamber of Commerce, by 25%;
¢) Insurance of the liquidity of public companies, and accordingly of the private sector also, by shortening the time
limit for the settlement of liabilities of the public companies to not more than 60 days; and also economy measures
onall levels of business operations of the public companies. Total effects of the economy measures were assessed to
2 billion kunas; d) Strengthening of the financial position of the Croatian Bank for Reconstruction and Development
by ensuring an additional amount of EUR 400 million for its programmes (intended for support the Croatian exporters
and further stimulus to small and medium size businesses, tourism and agriculture) from international financial
institutions (EIB, World Bank, and others); e) Measures of support to the real estate market: in order to improve
the liquidity of and stimulate the construction industry, the Government will subsidize interest rates on loans for
the purchase of first apartment, and the purchase of a larger apartment, invite the banks to lower their interest
rates on loans for housing purposes, and also the construction companies to lower the prices of apartments; f)
Tourism strengthening measures: direction of the existing reserves to achieve higher competitiveness, promote
the Croatian tourism and encourage domestic tourism (for example, by recommending to all Croatian schools to
organize the final-year excursions and other travels in Croatia); g) Reinforced import supervision, for the protection
of local industry and consumers; h) Ensuring of adequate resources to maintain the standard of living of the poorest
segments of the society; i) Coordination of governmental support with the structure of support of the European
Union: maximum amount of financial help that can be received by a company over a 3-year period of time requiring
no approval of the Agency for the Protection of Market Competition (called “de minimis”) will be increased from
the current EUR 200 thousand to EUR 500 thousand; previous financial help will be reallocated to more efficient and
beneficial fields of activity (small and medium size enterprises, education, and other fields of national economy that
will guarantee fast effects on economic development and competitiveness of the concerned branch of industry);
the guarantee potential of the Croatian Agency for Small Businesses will be further increased, in order to support
small and medium size enterprises; j) Encouragement of direct investments and technology transfers: ensuring of
efficient coordination between the national and local levels in order to create more favorable conditions for direct
foreign investments; expedited implementation of already designed projects; expedited permitting procedure
for direct investments exceeding EUR 10 million, within 45 days; encouragement of technology transfers from
academic and research institutions to the economy.

The adopted Tourism Action Plan for 2009 anticipated the measure of cancellation of seasonal tourist visas for
Russia and Ukraine (impermanent cancellation from 1June to 31 October 2009), including the possibility of doing
the same for China and India. The measures also included the reduction of parafiscal obligations of the sector, as
follows: music copyright fees, Croatian radio and television subscription fee paid by tourist companies, and income
based on certificate of service. VAT reduction for the tourist sector in the following year will also be considered.

According to the Croatian budgetary rebalance (at the beginning of April), budgetary revenues were reduced from
HRK 124 billion to HRK 116 billion, and budgetary expenditures were reduced from HRK 126.9 billion to HRK 121.5
billion. The salary funds were planned to be reduced by HRK 1.4 billion. Savings relating to material expenditures,
subsidies, foreign financial support, and other expenditures were also anticipated by the budgetary rebalance. The
revenues from VAT were expected to drop the most, followed by contributions and excise tax. The objective of the
budgetary rebalance was to protect the social rights and the poorest segments of the society, for which reason the
pensions, social contributions, maternity leave and child allowances would remain unchanged.

Bosnia and Herzegovina: The Government of the Federation of Bosnia and Herzegovina introduced the following
measures: a) Reform of publicadministration: staff numbers reduction in publicadministration, in parallel with the
preparation of aredundancy program for the potentially laid off staff; b) Measures of relief and financial support to
the economy, including the following: 1) Amendments to the Law on Contributions, to reduce the health insurance
contributions, from 1January 2009, by 1.5 percentage points, and the pension and disability insurance and employment
contributions by 1 percentage point. In this manner, in the first quarter of 2009, the load on the economy would



be reduced by 3.5 percentage points, and by 15 percentage points until 2012; 2) The following parafiscal payments
made by the corporate sector were cancelled: fee for using publicly beneficial functions of forests paid by all legal
entities doing businessin the territory of the Federation of Bosnia and Herzegovina; water management fee; tourist
membership fee paid by the companies directly or indirectly related with the tourist industry; 3) The procedure
to amend the Law on Chambers will be initiated to reduce the membership fees; the cantons and municipalities
were recommended to reconsider the levels of various parafiscal charges in order to relieve the economy; 4) The
preferential of 5-10% for domestic producers was preserved by the Law on Public Procurement; c) Strengthening of
therole of the Development Bank of the BH Federation: 1) Increase the lending activity and issuing of guarantees to
the domestic economy, especially the export-oriented companies, in the amount of no less than KM 100 million, and
request financial support from international entities; 2) By means of the Development Bank of the BH Federation
and commercial banks, ensure anamount of no less KM 1,000 million to be used for new credit lines to the economy,
atamaximum interest rate of 6%; 3) In cooperation with the Banking Agency of the BH Federation, provide for the
restructuring of current loans to the residents and economy, in order to urge the consumption.

The Government of Bosnia and Herzegovina signed an arrangement with the International Monetary Fund (detailed
information in Box 5.3).

Macedonia: The Government of the Republic of Macedonia adopted a package of 10 measures to mitigate the effects
of the global financial crisis. The total support amounts to EUR 330 million. The package of measures includes tax
reduction and write off of uncollected revenues for social welfare. In addition to this, further reduction of profit
tax and income from agricultural activity, and also write off of all unsettled health insurance contributions by
the companies. The measures included restructuring of the manner of settlement of tax obligations, so that the
companies faced with difficulties could opt for settlement of their tax liabilities in installments. The measures also
included the reduction of customs rates, enabling the companies to be more competitive in the foreign market by
importing duty-free raw materials or at lower duty rates. The effects of the crisis will be especially felt by the real
sector because a number of companies export their products to the European and world market, to the countries
already in recession. The Government planned to finance this package of measures from international borrowings
and by issuing Euro bonds.

Atthe beginning of 2009, the Government of the Republic of Macedonia announced a major long-term infrastructure
program of an estimated value of approximately EUR 8 billion, or 120% of GDP, to be implemented for 7 years. The
program included a major reconstruction of the road and energy infrastructure in the country; it is expected to
mitigate the effects of global crisis and improve the competitiveness of overall economy.

At the end of April 2009, the Government of the Republic of Montenegro adopted a budgetary rebalance based on
its restructured macroeconomic framework (GDP growth by 1%, and inflation growth by 1%, unlike the previously
estimated GDP growth by 5.5%, and inflation growth by 3%). The planned budget of the Republic of Macedonia for
2009 amounted to EUR 2.7 billion, while following the rebalance it should amount to EUR 2.4 billion. The deficit
is expected to remain at the level of 2.8% of GDP. The budget is expected to maintain the macroeconomic activity
and reduce the pressure on domestic capital market. Furthermore, the Government announced an EIB loan for the
financial support to small and medium-size businesses. At the same time, the Central Bank has been continuously
implementing a restrictive monetary policy over the last 15 months (to slow down the growth of loans, and reduce
the aggregate demand and pressure on the reserves which were going down over the previous six months — IMF
data, end of April 2009).
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According to the data of the Ministry of Finance, public debtat  Compared to the end of 2008, public debt increased by EUR 121.5
the end of the first quarter of 2009 amounted to EUR 1,016.2  million. Governmental guarantees for loans to public companies
million, or 28.7% of the estimated GDP for 2009.” amount approximately to EUR 63.4 million, which is 1.8% of GDP
or 6.2% of total public debt. Public debt, including the debt of
public companies, amounted to EUR 1,093.1 million, or 30.9%

Table 5.1 — Public Debt Struct in EUR
avle ublice ructuretn of estimated GDP (Table 5.1).

Thousand
1,016.2 .
Total Public Debt Graph 5.1 - Public Debt, % of GDP
28.7% BDP
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Domestic Debt 1399 BOP — Foreign Debr
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Foreign Debt : 40 : — Total
15.6% BDP 35 301 32.7
: 28.3 29 28.8
Public Debt and Debt of 1,093.1 30 2.8
Public Companies 30.9% BDP %
20
156
" 10.3 10.3 10.8
Source: Ministry of Finance 10 ' : e 24 132
5
0
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Box 5.1 — Public Debt in the Situation of Global Financial Crisis

According to the definition, public debt of a country consists of its domestic and foreign financial obligations
overtaken and effected by the Government of the concerned country. In the case of Montenegro, public debt applies
to repayment of restitution claims, frozen foreign currency deposits, loan installments and obligations relating to
the implementation of important infrastructure projects: water supply, railway infrastructure, etc., and also other
important strategic projects concerning local and regional development.

PUBLIC DEBT

7 Estimated Gross Domestic Product for 2009 amounts to EUR 3,538.0 million.




CHIEF ECONOMIST REPORT - FIRST QUARTER 2009

At the time of global financial
crisis, public debt tends to
grow in most of the Euro zone
countries. It should be noted 190
that the limit stipulated by the 1058
Maastricht criteria equals 60% 100
of GDP, as the upper limit of 801
tolerance set by the European 601
Monetary Union. Nevertheless,
some of the member countries
of the European Monetary Union
broke through the mentioned
limit. For example, at the end of
2008, this indicator was higher
than 105% and 90% in Italy and
Greece respectively, and almost

Graph 1 - Contribution of Public Debt to GDP, %, End of 2008
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Source: Economic Forecast. European Commission. Spring 2009.

70% in France.

According to the research work of the IMF, the public debt in the Euro zone amounted to 69.3% of GDP in 2008
(Table 1).

Table 1 - Euro zone, Public Debt Overview

Average
2002-2006 2007 2008 2009 2010
Gross Public Debt (% GDP) 69.1 66.0 69.3 777 83.8
Net Public Debt (Liabilities - Assets) (% of changes) 0.5 2.2 33 8.3 6.1

Source: Economic Forecast. European Commission. Spring 2009.

According to the IMF forecasts, public debt will record a sudden growthin the following period, especially in Ireland,
Letonia, the Great Britain, Spain, France and Lithuania. A reduction of public debt, as expected, will be recorded
in Cyprus. The share of public debt in GDP will remain unchanged in Denmark, while a slight increase is expected
in Bulgaria, Estonia and Luxembourg.

The global financial crisis will continue to affect the reduction of budgetary revenues, resulting in the occurrence of
budgetary deficit. Montenegro will not avoid such a situation either. The position of Montenegro is more favorable
when it comes to debt taking. In the first quarter of 2009, the public debt of Montenegro amounted to 28.7% of
GDP, so that Montenegro belongs to the countries whose public debt is considerably under the limit stipulated by
the Maastricht criteria and the European Union, being almost the lowest in Europe.

5.1. Domestic Debt

At the end of the first quarter of 2009, the domestic public
debt amounted to EUR 465.8 million, which was higher by

EUR 52.8 million than at the end of 2008. The growth of public
debt in 2009 resulted from the continued implementation of



projects of the Directorate for Transportation, aimed to resolve
the traffic bottle necks by taking over the debt of the Railway
Transport of Montenegro and the Railway Infrastructure of
Montenegro in the amount of EUR 3 million, owed to the
commercial banks, and the debt of the Radio and Television of
Montenegro in the amount of EUR 4.1 million, for which purpose
the treasury bills in the amount of EUR 34.7 million were issued,
in addition to an increase in municipal financial obligations.

At the end of the first quarter of the current year, the share
of frozen foreign currency savings in the public debt was the
highest (25%), followed by compensation claims (24.1%), unpaid
pensions (18.4%), and local governments’ debt (13.2%) consisting
of commercial loans (8.8%), treasury bills (74%) and loans from
non-financial institutions (3%) (Table 5.2; Graph 5.2).

Total obligations relating to the restitution amount to EUR 112.1
million, which is EUR 4.7 million less than at the end of 2008.
The reduction of debt relating to the restitution was caused by
cash settlements and the purchase of bonds, series FO01 and
F002, by the state at the exchange market. The Government of
Montenegro started purchasing the restitution bonds. The total
purchase of bonds at a nominal price of approximately EUR 5
million amounted to approximately EUR 1.5 million.

Graph 5.2 - Structure of Domestic Debt in

EUR million
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Local Government's Debt

The municipal debtamounts to EUR 61.7 million, which is higher
by EUR 19.3 million than at the end of the previous year.

In the first quarter of 2009, total interest paid to the residents
amounted to approximately EUR 0.4 million, while the payments
of principal amounts amounted to EUR16.8 million.

Table 5.2 — Structure of Domestic Debt, 31 March 2009

Debt Balance Domestic Debt % of Domestic % of

Creditor in Contribution to Assessed | Debt Public

EUR Million GDPin % Debt
Frozen Foreign Currency Savings 116.6 33 25.0 1.5
Local Governments' Debt 61.7 1.7 13.2 6.1
Compensation Claims 1121 3.2 24.1 11.0
Loans from Commercial Banks?® 4.2 1.2 8.8 4]
Loahs f_rom Non-Financial 139 04 30 14

Institutions

Unpaid Pensions 85.7 24 184 84
Treasury Bills 34.7 1.0 74 34
TOTAL 465.8 13.2 100.0 45.8

Source: Ministry of Finance

% The amount of commercial loans includes loans to Ministry of Finance, State Funds and debt of Railway Company at the Commercial bank

amounting to EUR 3.3 million.
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5.2. Foreign Debt

At the end of the first quarter of 2009, foreign debts amounted
to EUR 5504 million, which was 15.6% of estimated GDP (Table
53).

Box 5.2 — Comparative Overview of the Foreign Debt of Montenegro and
the Countries of the Region

The foreign debt of Montenegro is recording a downward trend in relation to GDP. Bu comparing it with the
countries of the region, it can be noticed that Montenegro belongs to the group of the countries with the lowest

debt (Graph 1).

120

Graph 1 - Contribution of Foreign Debt to GDP — Region, 2003-2008
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Sources: Ministry of Finance of Montenegro; Ministry of Finance of Serbia; Croatian National
Bank; Central Bank of Bosnia and Herzegovina; Ministry of Finance of Macedonia; Bulgarian
National Bank; Romanian National Bank; Slovenian Ministry of Finance; IMF

In relation to the end of 2008, foreign debt increased by EUR
68.7 million. This increase of public debt in the first quarter of
the current year resulted from taking over of the debt of the JSC
Railway Infrastructure of Montenegro owed to the Czech Export
Bank (CEB) in the amount of EUR 45.0 million; to the European
Investment Bank (EIB) in the amount of EUR 7 million (EUR 0.2
million carried out so far), European Bank for Reconstruction
and Development (EBRD) in the amount of EUR 11 million

(EUR 3.5 million carried out so far); and from taking over of
the debt of the JSC Railway Transport of Montenegro owed to
EUROFIMA in the amount of CHF 34.5 million. The debt balance
was reduced by reqular servicing of the principle amount in the
amount of approximately EUR 4.2 million. In addition to this,
approximately EUR 3.4 million was paid to nonresidents based
on interest rates.



Table 5.3 - Structure of Foreign Debt, January — March 2009

Debt Foreign Contribution to Cotr;t;iltj)gltiiccm
Creditor Balance | Debt/ GDP Foreign Debt Debt
Million %

IEr)mtt?evrerwli)téomnzlnEia(lrél}Bc))r Reconstruction and 186.7 53 339 184
International Financial Corporation (IFC) 74 0.2 1.3 0.7
Member Countries of the Paris Creditors’ Club?® 130.5 37 23.7 12.8
International Development Agency (IDA)* 55.1 16 10.0 5.4
European Investment Bank (EIB)*! 36.2 1.0 6.6 36
EDuer\?Elia;”EngI:(fé)BrIES)constructlon and 120 03 2 12
Council of Europe Development Bank 14 0.0 0.3 0.1
European Community 55 0.2 1.0 0.5
Credit Bank for Reconstruction - Germany (KFW) 1.5 03 2.1 1.1
Austrian Loan 4. 0.1 0.7 04
Hungarian Loan 1.8 0.3 21 1.2
Polish Loan 1.3 0.3 2.1 1.1
Societe Generale - Education IT 0.5 0.0 0.1 0.0
French Loan*? 8.1 0.2 1.5 0.8
EUROFIMA - The Railway Company’s Debt?? 233 0.7 42 23
Czech EXIM - The Railway Company's Debt 45.0 1.3 8.2 44
TOTAL 550.4 15.6 100.0 54.2

Source: Ministry of Finance

Out of the total available credit funds, it is possible to withdraw
the financial resources on the basis of the following: IDA loan,
approximately SDR 11.5 million; KW loan (water supply, phases
lland I11), EUR 28.3 million; EBRD loan for the road reconstruction
project of approximately EUR 2.6 million; the Polish loan
amounting to approximately EUR 1.0 million; the Hungarian
loan of approximately EUR 3.2 million; and the French loan to
the Electric Power Company of Montenegro of approximately
EUR 1.9 million; in addition to the assumed loans of the Railway
Companyissued by EIB in the amount of EUR 6.8 million, and by
EBRD in the amount of EUR 7.5 million.

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

2 The amount of total debt in EUR is 71%, in USD 26% and 3% in other currencies.
The original amount is in Special Drawing Rights (SDR). The exchange rate XDR/EUR = 1.1666 has been used.
3TEIB loans amounting EUR 47.0 million in total servicing state enterprises (Monteput, Airports of Montenegro and EPCG) are not calculated

in external debt, but are treated as guarantees.
32 Merchandise loan - EPCG

3 Debt to EUROFIMA amounts to CHF 34.5million, using the exchange rate 0.6745.
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bank Steiermarkisiche Bank und Sparkassen AG in the amount of
EUR 22.0 million to finance the project of “Procurement of Special
Purpose Vehicles for the Fire Fighting and Rescue Operations”.
According to the foregoing, the total available although not
withdrawn funds amount to approximately EUR 124.2 million.

In the first quarter of 2009, the Ministry of Finance signed a
loan agreement to finance the project “Procurement of Special
Purpose Vehicles for the Fire Fighting and Rescue Operations”
with the Austrian bank Steiermarkisiche Bank und Sparkassen
A Gin the amount of EUR 22 million.

Future Withdrawals

During the year 2009, following the Decision on Debt Taking and
Issuing of Guarantees of Montenegro, signing of loan agreements
to finance the following projects was anticipated:

- Projects: “Sustainable Tourism Development”,
“Development of Rural Areas” and “Health System” (Loan
Agreement with EBRD, EUR 19.9 million in total);

- Project: “Water Supply and Wastewater, Phase IV (Loan
Agreement with KfW, EUR 25 million in total);

- Projects: “Solid Waste"; “Addressing of Traffic Bottle
Necks”, and “Wastewater” (Loan Agreement with EIB34,
EUR 60 million in total);

- Project: “Solidarity Housing” (Loan Agreement with
(CEB35, EUR 5 million in total);

- Project: “Procurement of Equipment for the Oncology
(linic” (EUR9.2 million), and signing of a loan agreement
tofinance the budgetary consumption (Loan Agreement
with the Government of Austria in the amount of EUR
75 million).

3 European Investment Bank
% Counil of Europe ‘s Development Bank

In addition to the foregoing, Montenegro will issue guarantees
forthe following loans: EBRD loan to finance the Railway projects,
Phase Ill, in the amount of EUR 4 million, and the project of
“Hlectrification of the Niksi¢-Podgorica Railway” in the amount of
EUR 12 million; KFW loan for the projects “Thermal Power Plant of
Pljevljal and the Transformer Station of Ribarevine” in the amount
of EUR 15 million, “The Hydroelectric Power Station of Piva” in
the amount of EUR 9.5 million, and “Support to the Banking
Sector” in the amount of up to EUR 50 million. Furthermore,
Montenegro will provide quarantees for the following loans:
EIB loan for the Railway Project, Phase Il, in the amount of EUR
7 million, and “Support to the Banking Sector” in the amount
of up to EUR 80 million; the Abu Dhabi Development Fund loan
for the project “Regional Water Supply” in the amount of up to
EUR15 million, and a bilateral loan arrangement to support the
economy in the amount of EUR 20 million, where the creditor
is yet to be identified.

5.3. Public Debt Projection and
Sustainability

The projection of the Ministry of Finance relating to the
development of public debt in the period 2009-2012 is based
on the legal and contractual obligations taken by the State, in
order to estimate the sustainability of the debt. According to
the assessments of the Debt and Cash Management Sector, the
amount of foreign debt will increase for approximately EUR 210
million in 2009, not including possible financing of budgetary
deficit, while the domestic debt will increase for approximately
EUR 110 million; total debt level will amount to 34.4% of GDP
(Table 5.4)



Table 5.4 — Projection of the Level and Structure of the Public Debt of Montenegro,

end of 2009-2012

Scenanio | projected Amoune | 2010 | 201 | 2012
Foreign Debt (EUR million) 691.7 905.8 1.065.0 1.153.2 11333
Foreign Debt (% of GDP*%) 19.6 256 28.0 281 26.3
Domestic Debt (EUR million) 523.0 715.2 616.5 595.2 595.2
Domestic Debt (% of GDP) 14.8 20.2 16.2 14.5 13.8
Total Debt (EUR million) 1.214.7 1.621.0 1.681.5 1.748.4 1.728.5
Total Debt (% of GDP) 344 45.8 442 42.7 40.2

Source: Ministry of Finance

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

- Theobligationsrelating to restitution will reach the legal
limit of approximately 10% GDP, while the servicing of
those obligations will amount to 0.5% of GDP.

- Theobligations relating to unpaid pensions will amount
to EUR 34 million per annum, to be fully paid until the
end of 2011.

- Thedebt oflocal governments will remain at the same
level.

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

- The purchase of the bonds 0B16, 0B17, D017 and
DO7%, relating to frozen foreign currency savings,
was not taken into account, same as of the restitution
bonds, while the draft Budget for 2009 anticipated the
purchase of approximately EUR 20 million in total.

In support of the projection of foreign public debt, a projection
of new debts and transferred loans was prepared, according to the
agreed cooperation framework with international and bilateral
creditors, while the funds will be used to finance the wastewater,

regional water supply, road and railway infrastructure and energy
projects. EUR 100 million was added to 2009, 2010, and 2011
respectively, to finance possible budgetary deficits that may
occur in the following period of time as a result of lower GDP
growth than originally planned; the financial resources are
expected to come from foreign sources. The projection did no
include the obligations resulting from the construction of Bar-
Boljare highway, or other infrastructure projects which had not
been identified through cooperation with international financial
institutions and bilateral creditors. Furthermore, no possible
increase of obligations of the Pension and Disability Fund and
the Health Insurance Fund due to an adverse development of the
demographic structure of population was taken into account.

Speaking of the effects of global financial crisis on debt
accumulation expenditures, since the international financial
institutions are the main source of finance of Montenegro,
the Ministry of Finance believes that the costs of financing of
the State will not be significantly increased. Nevertheless, the
international financial institutions usually grant credit funds for
specific projects, so that problems may occur with the financing
of current expenditures.

36 Estimated GDP in 2009 amounts to EUR 3,538 million, EUR 3.807 million in 2010, EUR 4.098 million in 2011, and EUR 4.303 million in 2012.

37 Foreign exchange savings bonds with maturity in 2016 and 2017,
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Box 5.3 — Stand-by Arrangements with the IMF

Stand-by arrangement means financial assistance granted by the IMF to amember-country from general sources®
up to a certain amount and for a defined period of time, under the condition that the member-country complies
with the provisions of the agreement. It is granted to the member-countries that have problems with the balance
of payments, following a Letter of Intent and Memorandum on Economic and Financial Policy.

Stand-by arrangements are very attractive at the times of global financial crisis, resulting in balance of payments and
budgetary deficits. For an arrangement with the IMF to be implemented, the member-stated entering the financial
arrangements with the IMF through the so-called stand by arrangements have to be committed to implementation
of certain policies, as a result of negotiations and agreement with the IMF. The IMF arrangement may be said to
limitand direct the Government'’s policy, meaning that the Government is committed to comply with the identified
measures from the arrangement. Most arrangements concluded with the IMF over the recent months with the states
affected by the economic crisis were focused on the maintenance of financial and fiscal stability.

Montenegro has used no MMF arrangements so far. Since in the following period of time some additional exterior
financing will obviously be required, it needs to be considered whether to apply the IMF funds of some other sources
of finance. An arrangement with the IMF might be useful for Montenegro because it would increase the credibility
of the country and its banking system. It would mean securing of additional liquidity for the banking system, and
the funds for possible restructuring of problematic banks. It should be taken into account that within the program
with the IMF certain “painful” adjustments could be expected on the fiscal side, due to the nature of monetary
regime. Before a final decision is made, it is necessary to consider all alternative sources of borrowing.

The MMF granted the first arrangement to Serbia in January 2009, in the amount of EUR 402.5 million and for a
period of 15 months, as a support to the Government of Serbia in maintaining the macroeconomic and financial
stability of the country, in view of the global financial crisis. The program anticipated a restrictive fiscal policy,
budgetary deficit of Serbia in 2009 amounting to less than 1.75% of GDP, control of inflation and continuation of
structural reforms for the strengthening of economic growth and export. The associated measures include limited
growth of pensions and salaries in the public sector, in addition to the rationalization of consumption. In May
2009, the IMF granted a new stand-by arrangement to Serbia in the amount of EUR 2.94 billion, until April 2011,
for the strengthening for foreign currency reserves and the exchange rate of national currency. The new program
was necessary because the assumptions used to structure the previous program turned out to be unrealistic. This
arrangement will support the maintenance of fiscal stability, solvency of banks, and the stability of foreign currency
exchange rate. Nevertheless, the arrangement also includes some major costs, since the Government has to increase
the taxes and reduce the expenditures of governmental authorities.

Bosnia and Herzegovina signed an arrangement with the IMF worth EUR 1.2 billion for a period of three years,
the quota being EUR 400 million per annum; two thirds of this arrangement relate to the Federation of Bosnia and
Herzegovina, and one third to the Republic of Srpska. The objective of the arrangement is to keep the macroeconomic
stability and support a sustainable mid-term growth. The arrangement with the IMF will initiate the necessary
process of reduction of public consumption, to bring the budget down to a realistic framework. The mentioned
arrangement with the IMF should be approved in the second half of 2009.
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38 GRA - General Resources Account. Sources used for reqular IMF's operations..




Romania signed a stand-by arrangement with the IMF in the amount of EUR 12.95 billion, for a period of two years.
The first installment will amount to EUR 5 billion. The objective of the stand-by arrangement is to assist Romania
to mitigate the effects of a suddenly reduced inflow of capital resulting from the international financial crisis,
and also support the strengthening of the financial sector. The most important measures of this program aim to
reduce the fiscal inequality by reducing the deficit below 3% of GDP until 2011, maintain adequate capitalization
of the banks and liquidity at the domestic financial market, bring inflation down to the level targeted by the
National Bank of Romania until the end of 2009, and keep it on that level, and secure adequate foreign financing
and higher reliability.

In November 2008, the IMF granted a stand-by arrangement to Hungary in the amount of EUR 12.3 billion, in
order to relieve the increasing pressure on the financial market. Furthermore, this assistance should be applied
towards the achievement of long-term economic goals by creating the necessary conditions to implement the
reform in the financial and banking sector. The framework of this program includes fiscal harmonization, in order
to ensure the reduction of public debt, maintain an adequate level of liquidity and a high level of capitalization
in the banking sector.

By the end of December 2008, the IMF granted a stand-by arrangement to Letonia in the amount of EUR 1.68 billion,
for a period of 27 months, to assist the program of revitalization and stabilization of the economy. This program
is focused on the maintenance of stability of the exchange rate of Letonia. The main elements of the program
include the following: direct measures to discontinue the losses in banking deposits and international reserves;
steps to regain the confidence in the banking system as a mid-term program, and support to the restructuring of
private debt; fiscal measures to limit a considerable increase of budgetary deficit, and ensure the application of the
Maastricht criteria; and structural reforms to restore the competitiveness in the regime of fixed foreign currency
exchange rate.
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The slowdown of economic activity due to the global financial
risis affected the economic relations between Montenegro and
foreign countries. The effects of the crisis are especially visible in
the area of foreign trade, with an evident decrease in export and
import of goods. The movement of balance of payments in the
first quarter of 2009 was characterized by the reduction of current
account deficit due to a decline in import, reduced possibilities
forits finance, relatively high level of foreign direct investments,
and reduction of foreign borrowings by the companies.

According to the preliminary data, the current account of balance
of payments recorded a deficit ofin EUR 188.8 million in the first
quarter of 2009, which was lower by 39.6% than in the same
period of 2008.

Total merchandise turnover amounted to EUR 366.5 million,
which was lower by 32.9% than in 2008, while at the same
time the foreign trade deficit amounted to EUR 199.5 million,
which was 39.5% lower than in 2008. The coverage of foreign
trade deficit by surpluses achieved in other current account sub-
accounts amounted to 5.4%. The achieved coverage ofimport by
export of goods amounted to 29.5%, which was 5 percentage
points more than in 2008.

The trade of services volume amounted to EUR 120 million,
which was lower by 10.8% than the volume effected in 2008.
Accordingly, there was a deficit of EUR 8.7 million, which was
84.4% more than in the previous year.

The account of factor revenues recorded a surplus of EUR 3.8
million, while the one of current transfers recorded a surplus of
EUR 15.6 million.

Net FDI amounted to EUR 88.2 million, which was 37.4% less
thanin 2008. Total inflow of foreign direct investments was EUR

117.5 million, while at the same time the outflow amounted to
EUR 29.3 million.

n the first quarter of 2009, portfolio investments recorded an
inflow of EUR 7.1 million, while at the same time their outflow
amounted to EUR 17.6 million.

Theinflow of funds from other investments was EUR 434 million,
which was 82.2% less than in 2008.

EXTERNAL DEVELOPMENTS
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Table 6.1 - Balance of Payments of Montenegro, in EUR Thousand

Q12008 Q12009 Changein %

A. CURRENT ACCOUNT -312,392 -188,824 -39.56
GOODS -329,848 -199,552 -39.50
1. Revenues 108,253 83,476 -22.89
1.1 Export in Foreign Trade Statistics 101,560 78,599 2261
1.2 Coverage Adjustment 6,693 4,877 2713
2. Expenditures 438,101 283,028 -35.40
2.1 Import in Foreign Trade Statistics 432,178 280,948 -34.99
2.2 Coverage Adjustment 5923 2,080 -64.89
SERVICES -4,720 -8,701 84.35
1. Revenues 64,926 55,668 -14.26
2. Expenditures 69,646 64,370 -7.58
INCOME 10,579 3,814 -63.94
1. Revenues 27988 29,739 6.26
2. Expenditures 17,409 25925 4892
CURRENT TRANSFERS 11,597 15,615 34.65
1. Transfers to Montenegro 2191 26,202 19.58
2. Transfers from Montenegro 10,314 10,587 2.64
B. CAPITAL AND FINANCIAL ACCOUNT 381,372 182,939 -52.03
1. CAPITAL ACCOUNT -77 -3 -96.02
2. FINANCIAL ACCOUNT 381,449 182,942 -52.04
2.1. Direct Investments — Net 140,874 88,241 -37.36
2.2. Portfolio Investments - Net -7,638 -10,471 3709
2.3. Other Investments — Net 243,507 43,404 -82.18

2.4.Change in CBM Foreign Reserve Assets 4,707 61,768

C. NET ERRORS AND OMISSIONS (-A-B) -68,980 5,884

Source: (BM

6.1. Balance of Payments Current
Account

In the first quarter of 2009, the current account deficit was
lower than in the same period of the previous year, which was
primarily the result of a significant reduction in the foreign
trade deficit. During the reporting period, the current account
deficit was EUR 188.8 million, which was lower by 39.6% than
in the previous year.

The volume of merchandise turnover recorded a decline in the first
quarter of 2009. The deficitin the account of goods amounted to
EUR 199.5 million, which was 39.5% less than in 2008. During
the reporting period, the account of services recorded a deficit
of EUR 8.7 million. The revenue account recorded a decline in
surplus, while the account of current transfers recorded a higher
surplus than in the first quarter of 2008.



Table 6.2 - Current Account, EUR Thousand

Change in %

Q12007 Q12008 Q12009 (2009/2008)
A. CURRENT ACCOUNT (142+3+4) -149,269 -312,392 -188,824 -39.56
1. GOODS -173,901 -329,848 -199,552 -39.50
1.1. Revenues 127,530 108,253 83,476 -22.89
1.2. Expenditures 301,431 438,101 283,028 -3540
2. SERVICES 4,053 -4,720 -8,701 84.35
2.1.Revenues 49,268 64,926 55,668 -14.26
2.2. Expenditures 45,215 69,646 64,370 -7.58
3. INCOME 7,243 10,579 3,814 -63.94
3.1. Revenues 20,148 27988 29,739 6.26
3.2. Expenditures 12,905 17,409 25925 4892
4, CURRENT TRANSFERS 13,335 11,597 15,615 34.65
4.1. Transfers to Montenegro 23,281 21911 26,202 19.58
4.2. Transfers from Montenegro 9,946 10,314 10,587 2.64
Source: (BM

Graph 6.1 - Current Account Structure, in
EUR Thousand 32.6% compared to the same period in 2008. The total foreign

trade amounted to EUR 359.5 million, EUR 78.6 million relating
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6.1.1. Merchandise Turnover®®
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The effects of global financial crisis are especially visible in the Source: CBM and Monstat

area of foreign trade. The preliminary data of Monstat show that
the total foreign trade, in the first quarter of 2009, was lower by

2008 2009

% Methodological notes: External trade data in the balance of payments of Montenegro have been presented using the general
trade system. The CBM makes adjustments of data received from Monstat for the needs of the balance of payments pursuant to IMF

methodology (Balance of Payments Manual, Fifth edition, IMF, 1993).
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In the first quarter of 2009, the foreign trade deficit was EUR 202.3
million, which was lower by 38.8% than in the same period of
2008, primarily as a result of a decline in the value of imported
goods. Over the reporting period, the import of vehicles and
products from the category “Reactors, Boilers, Machines and their
Mechanical Components” was reduced, same as the export of iron
and steel and the related products. Theratio between import and
export of goods during the reporting period amounted to 28%,
which was 4 percentage points less than in 2008.

The preliminary data of Monstat show that the merchandise
exportsin the first quarter of 2009 amounted to EUR 78.6 million,
which was 22.6% less in relation to 2008. The decline in economic
activity by the end of 2008 and the beginning of the current year
resulted in lower merchandise exports. The fall of iron and steel
export and the related products contributed the most to the

decline in overall export. The contribution of aluminium export
was dominant in the structure of exports, same as the products
from the categories of “Iron and Steel”, “Beverages, Alcoholic
Beverages and Vinegar”, and “Reactors, Boilers, Machines and
their Mechanical Components”.

The situation in aluminium industry in the world, and the fall
of aluminium prices resulted in lower aluminium exports. The
exports of aluminium and aluminium products in the first quarter
of 2009 amounted to EUR 42.5 million, which was 3.6% less than
in 2008. Lower demand and a drastic fall of the price of iron in
the world market resulted in 53% lower values of exports of
products in the category “Iron and Steel” compared to 2008.
The exports of products in the category “Beverages, Alcohol
and Vinegar” amounted to EUR 3.4 million, which was lower
by 32% than in the same period of the previous year.

Table 6.3 — Montenegro Foreign Trade, Period January - March 2009, in EUR Million

Period

January - March 2009
(General Trade System)

January - March 2009
(Special Trade System )

Export

Import

Trade Balance

Coverage of Import by Export (%)

78.60 73.39
280.95 349.04
-202.35 -275.65
2798 21.03

Source: MONSTAT

Table 6.4 — Structure of Merchandise Exports, period January — March 2009, EUR Thousand

DESCRIPTION Value | Comtribution

Aluminium and Related Products 42,504,7 541
I[ron and Steel 8,334.5 10.6
Beverages, Alcohol and Vinegar 34423 44
Reactors, Boilers, Machines and Mechanical Devices, and their Components 3132.8 4.0
Fruits, including stone fruits; citrus fruit or cantaloupe and watermelon 2,989.2 38
Mineral fuels, mineral oils and product of their distillation ;bitumen material; 54503 31
mineral waxes '

Iron and Steel Products 2,403.1 31
Pharmaceutical Products 19234 24
Wood, Wood Products, Wood Coal 1,717.3 2.2
Vehicles, excluding Rail and Tram Vehicles and their Components and 12225 16

Equipment

Source: MONSTAT



Table 6.5 - Five Products that had the Strongest Impact on the Fall of Merchandise Exports in the

Period January — Mach 2009, in EUR Thousands

Description Jan — Mar 2008 | Jan-Mar 2009 | Difference
Iron and Steel 17,772.5 8,334.5 -94379
Iron and Steel Products 53572 2,403.1 -2.954.1
Electrical Machines and Equipment and their Components;
Machines for Recording and Reproducing, TV Apparatus }
for Recording and Reproduction Picture and Sound, and 25851 o13.0 16721
Related Products
Beverages, Alcohol and Vinegar 5,062.1 34423 -1.619.8
Aluminium and Aluminium Products 44,073.7 42,504.7 -1.569.1

Source: Monstat

The preliminary data of Monstat showed that the merchandise
exportsin the first quarter of 2009 amounted to EUR 281 million,
which was 35% lessin relation to 2008. The reduction ofimports
resulted from the fall of domestic demand, due to a lower inflow
of direct foreign investments and stagnation of loans from the
domestic banking sector. Extremely high merchandise exports
over the previous several years had been financed from the
inflow of foreign direct investments and loans. Raw materials
and equipment still make a significant part of the structure of
imports. During the reporting period, the majority of imported
products belonged to the following categories2: “Mineral Fuels,
Oils and the Products of their Distillation”, “Electric Machines and
Equipment, and their Components”, “Reactors, Boilers, Machines
and Mechanical Equipment”, “Vehicles, excluding Rail and Tram
Vehicles and their Components and Equipment”, “Iron and Steel’,
and “Iron and Steel Products”.

The import of products from the cateqory of mineral fuels,
mineral oils and products of their distillation amounted to EUR
33.6 million, which was lower by 36% in relation to 2008. In
the reporting period, the import of electric machines and their
components amounted to EUR 18.3 million, which 39.2% less
compared to the first quarter of 2008. The import of products
from the category of “Reactors, Boilers, Machines and Mechanical
Equipment and their Components” was reduced by 61.2%,
amounting to EUR 16.9 million, mostly resulting from the effects
of the financial crisis on the construction sector that mostly used
the related products (construction machines). The total value of
imported vehicles was lower by 70.6% than in the first quarter of
2008, amounting to EUR 13.3 million. The iron and steel imports
amounted to EUR 12.1 million, which was 54% less than in the
same period of 2008.

Table 6.6 — Structure of Imports, January — March 2009, in EUR Thousand

DESCRIPTION Value | Contribution
in %

I\/l!neral Fuels, Mineral Oils and Products of their Distillation, Bitumen Material; 33,586.48 195
Mineral Waxes
Electrical Machines and Equipment and their Components; Machines for
Recording and Reproducing, TV Apparatus for Recording and Reproduction 18,259.92 6.50
Picture and Sound, and Related Products
Reactors, Boilers, Machines and Mechanical Equipment and their Components 16,900.96 6.02
Vehicles, Excluding Rail and Tram Vehicles and their Components and Equipment ~ 13,329.37 4.74
Iron and Steel 12,069.94 4.30
Iron and Steel Products 10,129.25 361

Source: MONSTAT

“0The structure of products was presented by HS nomendlature.
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Table 6.7 - Five Products Recording the Lowest Imports, January - March 2009, EUR Thousand

Description Jan — Mar 2008 | Jan — Mar 2009 | Difference
Vehicles, Excluding Ra!l and Tram Vehicles and their 45,2940 13,3294 319646
Components and Equipment
Nuc.lear Reactors, Bqllers, Machines and Mechanical 43,5422 169010 26,6412
Equipment and their Components
Mmeral Fuels, Mmergl Oils and Products of their Distillation, 524005 33,5865 18.814.0
Bitumen Material; Mineral Waxes
[ron and Steel 26,243.5 12,070.0 -14.173.5
Electrical Machines and Equipment and their Components;
Machines for Recording and Reproducing, TV Apparatus for 30,0245 182599 117646

Recording and Reproduction Picture and Sound, and Related
Products

Source: MONSTAT

Table 6.8 — Structure of Exports and Imports by Country, January — March 2009, EUR thousand

Country Exports Con'gril:())ution Imports Cont.ribution
in % in %
TOTAL 78,599.27 100.00 280.948.49 100.00
TOTAL EU 51,067.89 64.97 84,622.37 30.12
ltaly 8,954.71 11.39 16,378.78 5.83
Greece 25,729.02 3273 3,659.51 1.30
Slovenia 5,416.65 6.89 19,884.11 7.08
Germany 1,258.12 1.60 12,248.58 4.36
Hungary 6,726.81 8.56 4,308.42 1.53
Austria 474.51 0.60 8,680.92 3.09
Czech Republic 688.75 0.88 3,564.34 1.27
Great Britain 289.01 0.37 350.37 0.12
Holland 834.41 1.06 3,006.62 1.07
Finland 100.97 0.13 175.51 0.06
Romania 229.32 0.29 1,743.85 0.62
Sweden 127.29 0.16 445,04 0.16
Bulgaria 0.07 0.00 974.57 0.35
France 92.67 0.12 1,17795 042
Belgium 28.54 0.04 703.92 0.25
TOTAL CEFTA 25,807.62 32.83 161,653.78 57.54
Albania 1.581.34 2.01 8.001.96 2.85
Bosnia and Herzegovina 3.800.62 4.84 19.222.1 6.84
Croatia 536.94 0.68 21.332.84 7.59
Macedonia 398.11 0.51 3.926.76 1.40
Serbia 15.494.46 19.71 108.865.03 38.75
Kosovo 3.996.15 5.08 305.08 (AN
OTHER COUNTRIES 1.723.76 2.19 34.672.34 12.34

Source: MONSTAT



The most significant export partners of Montenegro were the
European Union countries, 65% of total exports. In the reporting
period, most of the goods were exported to Greece, EUR 25.7
million (32.7%), Serbia, EUR 15.5 million (19.7%), and Italy, EUR
8.9 million (11.4%).

According to the structure of import by groups of countries,
most of the imports to Montenegro continue to come from the
signatories of the CEFTA agreement, 57.5% of total imports. In
the first quarter of 2009, the highest percentage of goods was
imported from Serbia, EUR 108.9 million (38.8%), Croatia, EUR
21.3 million (7.6%), Slovenia, EUR 19.9 million (7.1%), Bosnia
and Herzegovina, EUR 19.2 million (6.8%), Italy, EUR 16.4 million
(5.8%), and Germany, EUR 12.2 million (4.4%).

6.1.2. Services

As for the foreign trade in services, in the first quarter of 2009,
Montenegro recorded a deficit of EUR 8.7 million, which was
84.3% more than in the first quarter of 2008, as a result of
the reduced revenues from services. The overall volume of
service trade in the first quarter of 2009 amounted to EUR
120 million, which was lower by 10.8% compared to the same
period of 2008.

The revenues from services amounted to EUR 55.7 million,
which was 14.3% less than in the same period of the previous
year. The highest revenues were accomplished in the field of
transport, EUR 18.2 million, followed by travel, EUR 14.5 million,
construction services, EUR 8 million, and other business services,
EUR 7.1 million.

Graph 6.3 - Structure of Service Revenues,

January - March 2009

m Transport 33%
m Travels 26%

Communication Services 6%
m Other Business Services 13%
m Construction Services 14%
m Other Services 8%

Source: (BM

Expenditures on services amounted to EUR 64.4 million,
representing a decline of 7.6% in relation with the first quarter
0f2008. The share of the expenditures on other business services
was the highest in the expenditure structure, EUR 15.1 million.
The highest expenditures in the mentioned category related to
the research and development services, EUR 4.5 million, and
payments for legal, accounting and consulting services, EUR 4.2
million. Inthe field of transportation, the expenditures amounted
to EUR 14.8 million, followed by the construction services, EUR
6.8 million, and travels, EUR 4.5 million.

In the first quarter of 2009, a surplus of EUR 3.3 million
was recorded on the transport services account. Revenues
from transportation amounted to EUR 18.2 million, which
was 32.2% higher than in the same period of 2008.

Graph 6.4 - Structure of Expenditures on
Services, Period January - March 2009

m Travel 7%

m |nsurance Services 5%

m Personal, Cultural and
Recreation Services 6%

IT Services 5%

Other 19%
m Construction Services 11%
B Other Business Services 24%
B Transport 23%

Source: (BM

Graph 6.5 - Transportation Revenues,

Period January - Mart 2008/2009, EUR
Thousand EUR
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The highest revenues were accomplished in the field of
maritime traffic (44.5% of total transport revenues) and air
traffic (31%).

Graph 6.6 — Transportation Expenditures,

January - March 2008 and 2009, EUR Thousand

8,000

Revenues from maritime traffic amounted to EUR 8.1 million, 7000

, , _ , _ H Q1 2008
which was higher by 41.5% than in the previous year, resulting  6,0001-g o
from an increase in revenues from port services, and also collection 5,000
of agent fees and margins for the provided passengerand cargo 4090
transportation services. Revenues from air traffic amountedto ~ 39%°
EUR 5.6 million. Revenues from road transportation amounted to 2000
EUR 2 million, and from railway transportation to EUR 1.3 million, ]’002:
which was 30.8% more than in the same period of 2008. Maritime Railway ~ Air Road  Other
Total transportation expenditures amounted to EUR 14.8 Source: (BM

million, which was 3.5% less than in the same period of 2008.
The highest expenditures were recorded in the field of air and
road transportation.

Table 6.9 — Structure of Revenues from Transportation, January - March 2009, EUR Thousand

Type of Transportation Service L
Type of Transport Total Contribution in %
Passenger Cargo Other
Maritime 292 2 7,786 8,080 44.48
Railway 0 1,279 0 1,279 7.04
Air 4974 3 653 5,630 3099
Road 71 1,873 63 2,006 11.05
Other 0 0 1,170 1,170 6.44
TOTAL 5,336 3,157 9,671 18,165 100.00
Contribution in % 29 17 53 100
Source: (BM
[=2)
3
N Table 6.10 — Structure of Transport Expenditures, January - March 2009, in EUR Thousand
2
s
T fT t Servi
3 ype of Transport Service Contribution
= Type of Transport Passenger Freight Total -
9 Other in %
= Transport Transport
'EI Maritime 20 361 1,525 1,906 12.84
S Railway 0 281 10 291 1.96
i
f_‘ Air 4,067 17 3,188 7272 4897
= Road 145 4,895 31 5,072 3415
% Other 0 0 310 310 208
bre] TOTAL 4,233 5,554 5,064 14,851 100.00
ek
"‘E‘ % of Contribution 29 37 34 100
L=

Source: (BM




The air transportation expenditures amounted to EUR 7.3 million
during the observed period, which was 8.6% higher than in the
first quarter of 2008. Road transportation expenditures amounted
to EUR 5.1 million, or 21.19% less in relation to 2008, as a result of
reduced foreign trade. The share of merchandise transportation in
the total transportation was 374%, while the share of expenditures
on passenger transport amounted to 28.5%.

The revenues from travel are calculated by estimating tourism
revenues, which are supplemented with data on the provided
medical and recreational services and expenses for education.
In the first quarter of 2009, estimated revenues from travel
amounted to EUR 14.5 million, which was 12.5% more in relation
to the same period of 2008, resulting in a lower number of arrivals

and overnights by foreign tourists. The surplus generated from
travel in the first quarter of 2009 amounted to EUR 10.1 million,
which was 29 more than in 2008. This year will bring numerous
challenges when it comes to tourism. The demand for tourist
services s expected to go down as aresult of the global economic
risis, for which reason an emphasis should be placed on the
development of congress tourism since this type of tourism will
not be, or will be very little affected by the economic crisis; the
promotion of Montenegrin tourism should be intensified, and
options considered for the financing of major cultural and sports
manifestations that could attract a considerable number of foreign
tourists. Taking into account the situation in the market, it would
not be realistic to expect that the growth trends recorded in the
previous years would be repeated.

Box 6.1 — Congress Tourism in Montenegro

The development of tourism in Montenegro in the following period is envisaged as the development of congress
tourism, as an important branch of the tourist industry in the world. Montenegro is a small but well-positioned
country, very close to the metropolises of Europe, with diverse offer, good air traffic connections; it represents a
special challenge for all clients and business people, and offers excellent conditions for the development of congress
tourism. The advantage of our country for the development of this type of tourism lays in the fact that euro is our
local currency, which makes the travel much easier.

The congress tourism, as a profitable industry, has not taken root in the countries of the region; its potential has
is fully used yet, which represents an opportunity for Montenegrin tourism. The development of congress tourism
would affect an extension of the tourist season and an increase in revenues from tourism (conference participants
spend on average four to five times more than average tourists). Under the conditions of global economic and
financial crisis, congress tourism may represent a good opportunity for a higher number of overnights in hotels,
thus mitigating the effects of the crisis. A Congress Agency was opened as a part of the National Tourist Organization
of Montenegro in 2008, as the main point of contact for the MICE (Meetings — Incentives - Conferences/Congresses
- Events) market and the point of contact for everyone wishing to organize a congress or motivation travel in
Montenegro. The Congress Agency has 18 members, exclusively four or five star hotels that have the required
organization and technical structure for this type of tourism, and also travel agencies specializing in MICE tourism.
The British magazine “Conference & Incentive Travel” specializing in MICE tourism published an article about
Montenegro as a congress destination, ranking Montenegro as the fourth top booming destination.

In the first quarter of 2009, the revenues from communication
services amounted to EUR 3.2 million. The highest revenues
were generated in telecommunications. The related expenditures
amounted to EUR 5.3 million. The communications services

account, in the first quarter of 2009, recorded a deficit of 2.1
million euros, while in the same period of the previous year a
surplus of 2.5 million euros was registered.

EXTERNAL DEVELOPMENTS
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The revenues from other operating services amounted
to EUR 7 million euros, which was 29.6% less than in 2008.
The highest revenues were recorded from the provision of
various businesses, professional and technical services (legal
and accounting services, consulting and engineering services,
etc.) in the amount of EUR 6.6 million. In the reporting period,
the expenditures amounted to EUR 15.1 million. The costs of
legal, accounting and consulting services amounted to EUR 4.2
million. The costs of promotion of local products and services
atinternational fairs, the procurement of promotional material,
market research and other sorts of media activity amounted to
EUR 9.2 million. The account of other business services in the
reporting period recorded a deficit of EUR 7.9 million, which
was approximately on the same level as in 2008.

Therevenues from building projects and fixtures built by domestic
companies abroad and in Montenegro amounted to EUR 79 million,
which was lower by 38.2% than in the first quarter of 2008. The
expenditures on employment of non-residents in the field of
construction building in the reporting period amounted to EUR
6.8 million, which was 44.6% less than in 2008. The construction
services recorded a surplus of EUR 1.1 million, which was 118%
more than in the first quarter of the previous year.

In the first quarter of 2009, the residents of Montenegro paid
EUR 3.2 million for international insurance services, while the
related revenues amounted to EUR 858.7 thousand or 140.9%
more than in the previous year. During the reporting period, the
insurance services recorded a deficit of EUR 2.3 million, which
was on the same level as in 2008.

6.1.3. Income

The income account recorded a surplus of EUR 3.8 million in the
reporting period. The growth of expenditures was much higher
than the income growth, as a result of higher expenditures on
interest and dividends.

The Revenues from factor earnings amounted to EUR 29.7
million, which was 6.3% higher than in 2008. The highest
contribution to the revenues was from staff compensations
amounting to EUR 274 million, which represented an increase
of 28.9% compared to the same period in 2008. The revenues
from foreign investments amounted to EUR 2.3 million. The
highest contribution to the revenues from foreign investments

Graph 6.7 - Structure of Revenues from

Factor Earnings, January - March 2009

B Staff Compensations 92%

B Income from
Foreign Investments 8%

Source: (BM

was from the collection of interest, in the amount of EUR 2.3
million, while the revenues from direct foreign investments
amounted to EUR 15.2 thousands.

The income-related expenditures in the observed period
amounted to EUR 25.9 million, which was higher by 48.9% thanin
the first quarter of 2008, as a result of an increase in expenditures
due to the repayment of interest on current loans and dividend
payments. Out of the total expenditures, EUR 25 million related
to the income from foreign investments (investmentsin the form
of loans, direct and portfolio foreign investments), while EUR
0.9 million related to the earnings of non-residents working in
Montenegro. Out of the total expenditures on foreign investments,
EUR 19.8 million related to interest payment, which was 26.9%
more than in the same period of 2008.

6.1.4. Current Transfers

The trend of inflow of funds to the current transfers account
continued. The balance of current transfers in the first quarter
of 2009 amounted to EUR 15.6 million, which was 34.6% more
than in the same period of 2008.

Total revenues from current transfers in the observed period of
time amounted to EUR 26.2 million, which was 19.6% more in
relation to the previous year. As for the structure of revenues,
EUR 21.7 million related to other sectors, while EUR 4.5 million
related to the governmental sector. Out of the total inflow from
transfers relating to the other sectors, EUR 14.3 million related to
foreign transfers, while other transfers (heritage, support, gifts
and aid) amounted to EUR 7.4 million. During the same period,



the expenditures amounted to EUR 10.6 million, which was  In the reporting period, the outflow of current transfers from
higher by 2.6% than in the previous year. Observing the structure  Montenegro, originating from heritage, gifts, and various forms
of expenditures, EUR 5.4 million related to the governmental  of assistance, amounted to EUR 2.8 million, which was 52.7%
sector, while EUR 5.2 million related to the other sectors.  less thanin 2008.

Box 6.2 — Inflow of Foreign Monetary Transfers in Developing Countries

Millions of people in the world depend on the financial transfers by emigrants working abroad, so that there is a
danger that they could become poor should the economic crisis result in a further reduction of jobs in the developed
countries. The latest assessment of the World Bank relating to the flow of bank transfers to the developing countries
confirmed that the global economic crisis had not gone around this segment of economicactivity either. Following
the data review (“Migration and Development Brief 9” Mart 2009), the World Bank announced that the inflow of
transfers to the developing countries would decline by 5-8%, which was higher than the previous forecasts. This
was a small reduction compared to the projected fall of capital flows; however, taking into consideration that the
foreign transfers used to record two-digit growth rates in the past, the fall in 2009 will create many problems in
the developing countries, especially those where such transfers used to constitute a significant share in the GPD.

Graph 1 - Developing Countries with the Highest Rate of Incoming Bank Transfers in % of GDP
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Source: Migration and Development Brief 9. March 2009. World Bank

According to the assessments of the World Bank, the total inflow of transfers to the developing countries in 2008
amounted to USD 305.3 billion, which was only 9% higher than in 2007 (when the growth rate, compared to 2006,
was 23%). Moreover, the growth rate of incoming transfers went down in all regions, although the decline was
uneven. In 2008, the highest inflow of money from the bank transfers was recorded by India, amounting to USD 45
billion, followed by China and Mexico, with USD 34.5 billion and USD 26.2 billion respectively.

EXTERNAL DEVELOPMENTS

Projecting the movements of monetary transfers for the period 2008-2011, the World Bank developed two assessments,
fora base scenario and amoderate one. Actual movements of monetary transfers to the developing countries over
the following period of time will depend on several factors. The factor number one concerns the duration of the
crisis, because if the crisis continues for a longer period of time, the incoming monetary transfers will go down




even more, followed by an increased migration of the population. The second factor relates to the movement of
exchange rates, of dollar and other currencies, while the third one concerns the respective employment policies
of the countries affected by the crisis and the related impact on the adverse trends in the labor market and the
migration of workers.

Table 1 - Assessed Movements of Transfers to the Developing Countries, 2008-2011

Base Assessment Moderate Assessment
2008 009 | 2010 | 201 | 2009 | 2010 | 2011
USD Billion
Developing Countries 305 290 299 317 280 280 289
(in % GDP) 1.9 1.8 1.7 1.6 1.8 1.6 14
East Asia and Pacific 70 67 68 72 64 64 65
Europe and Central Asia 53 48 50 53 46 47 50
Latin America and Caribbean Islands 63 60 62 65 58 58 59
Middle East and North Africa 34 33 34 36 32 32 32
South Asia 66 53 65 70 61 62 64
Sub Saharan Africa 20 19 20 21 18 18 19
Growth Rates (%)
Developing Countries 8.8 -5.0 29 6.3 -8.2 -0.2 3.2
East Asia and Pacific 6.6 -4.2 19 5.6 -7.5 -1.3 2.1
Europe and Central Asia 54 -10.1 4.2 7.5 -12.7 1.6 5.1
Latin America and Caribbean Islands 0.2 -44 23 56 7.7 =(1(0) 2.5
Middle East and North Africa 7.6 -14 29 5.6 -5.2 -09 2.1
South Asia 26.7 -4.2 34 6.8 -7.3 0.5 4.2
Sub Saharan Africa 6.3 -4.4 35 6.7 -79 0.0 35

Source: “Migration and Development Brief 9”, World bank, March 2009

6.2. capltal and Finandial Graph 6.8 — Structure of Financial Account by
Transactions Account Investment Category in EUR Thousand
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Graph 6.9 — FDI Inflow in EUR Thousand
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Observing the structure of FDI inflow, EUR 91.2 million related to
the investments in equities, while EUR 26.3 million was effected
in the form of inter-company debt. Out of the total inflow, EUR
33.3 million (28.3%) related toreal estate. Foreign investments
into domestic companies and banks amounted to EUR 57.7
million. During the observed period no major investments were
recorded; should in the following period at least one of the
planned investments be effected (The Electric Power Company of
Montenegro; the Velika Plaza Project, Valdanos Project), it would
not be unrealistic to expect Montenegro to record an extremely
high inflow of foreign direct investments.

Graph 6.10 - Structure of FDI inflow,

January - March 2009
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The FDI outflow amounted to EUR 29.3 million, which was
66.2% less compared to the same period of 2008. Observing
the outflow structure, EUR 4.4 million related to real estate,
which made 15% of the total outflow. In the reporting period,
the funds invested by the residents of Montenegro into foreign
banks and companies amounted to EUR 9.7 million. The outflow
based on inter-company debt settlements and the withdrawal
of foreign capital shares in the domestic banks and companies
amounted to EUR 15.2 million euro.

The total inflow of portfolio investments in the first quarter
of 2009 amounted to EUR 7.1 million, which was 63.5% more
than in the comparative period of 2008. The investments into
domestic securities amounted to EUR 4.4 million, which was
6.8% more than in the previous year, while the withdrawals
of monetary funds invested into foreign securities amounted
to 2.3 million. In parallel, the outflow of portfolio investments
amounted to EUR 17.6 million. Most of the outflow, EUR 12.6
million, related to the investments of residents in foreign equity
securities, while EUR 5 million related to the withdrawal of
funds invested into domestic equity securities. In the reporting
period, the account of portfolio investments recorded a deficit
of EUR 10.5 million.

The account of other investments, covering loans, trade loans,
cash and deposits, in the first quarter of 2009, recorded a surplus
of EUR 434 million, which was 82.2% less than in the same
period of 2008. The sources of finance were restricted and more
costly in 2009, which resulted in reduced foreign borrowings by
companies, while the borrowings of commercial banks increased
by 14%. Net inflow from loans amounted to EUR 64.9 million,
which was 65% less than in the same period of 2008.

At the end of March 2009, the balance of funds on the Central
Bank’s international accounts and in the vault were lower by
EUR 61.8, compared to 31 December 2008.

EXTERNAL DEVELOPMENTS
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REAL ESTATE HEDONIC INDEX IN MONTENEGRO IN MAY 2009

The (BM conducted its regular research on the development
of real estate prices in Podgorica. The calculation of an average
housing price in March 2009 was based on a sample consisting
of a group of 72,917 housing units located in the cadastral
municipalities of Podgorica 1, Podgorica 2 and Podgorica 3.
Out of the total of 82 cadastral municipalities, according to
the data of the Real Estate Head Office of Podgorica, the three
foregoing cadastral municipalities were the most indicative for
Podgorica, since they covered the central area of the city. The
survey included a random sample of 1,200 apartments; 302
questionnaires were successfully completed, which was 25.16%
of the total number.

The survey questions concerned the qualitative characteristics of
housing units (manner of heating; internet connection; number
ofrooms; number of balconies; etc.); the objective was to assess
relative effects of such qualitative characteristics on the value
of a housing unit. A subjective value of an apartment unit was
assessed using the following question: Which is the price that
an apartment owner would not go below at the moment of
the survey?

Following the collected data, an econometric model was prepared
resulting in the following conclusions:

In March 2009, an average housing price in Podgorica was
1,402.10 EUR/m?, which was lower by 8.09% in relation to the
applicable price six months before, which had been 1,525.5
EUR/m?. Additionally, compared to March of the previous year,
the housing prices decreased by 19.34%.

An average price of a private house amounted to 1,325.45 EUR/
m?, which was 7.44% less than in November of the previous
year, while an average price of an apartment unit amounted
10 1,434.68 EUR/mZ, which was 9% less than in November of
the previous year.

Table 7.1 - Summary Statistics of Average Values; Standard Deviation; Minimum and Maximum

Prices by Housing Category; in EUR

Period Price/EUR Chain Index Base Index
November 2007 1,697.56 100.00 100.0
March 2008 1,738.30 10240 1024
November 2008 1,525.50 8776 899
March 2009 1,402.10 9191 82.6

Source: (BM 2009
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Table 7.2 - Summary Statistics of Average Values; Standard Deviation; Minimum and Maximum

Prices by Hous

ing Category; in EUR

. Observed | Median | Standard | Minimum | Maximum
Variables - - . .
No Price Deviation Price Price
Average Housing Price 295.00 1402.10 510.75 468.75 333333
Average Housing Price — House 88.00 132545 582.77 468.75 333333
Average Housing Price — Apartment 207.00 1434.68 474.65 500.00 3125.00

Source: (BM 2009

Graph 7.1 - Average Housing Price Development, by Zone, in EUR
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Source: C(BM 2009
Table 7.3 - Summary Statistics of Average Values by Zone
Average Average Average Price Price Price
Housing Housing Housing | Development | Development | Development
Variable Price, Price, Price, comparedto | comparedto | compared to
Zone Zone Zone Nov 2008, Nov 2008, Nov 2008,
Podgorica 1 | Podgorica 2 | Podgorica3 | Podgorica1 | Podgorica2 | Podgorica 3
November
2007 1,723.8 1,892.84 1,410.2
March 2008 1,892.84 1,768.17 1,620.59 9.81 -6.59 14.92
Noucilesy 192716 1,839.09 141948 1.81 401 1241
2008
March 2009 1,583 1,451.42 1,368.05 -17.86 -21.08 -3.62

Source: (BM 2009



Speaking of the housing prices in the foregoing zones of Podgorica
(Table 7.1 and Graph 7.1), compared to the previous survey, certain
changes in the housing prices occurred, which was especially
emphasized in the zones of Podgorica 1 and Podgorica 2. The
housing price in the zone of Podgorica 1 was 1,583 EUR/m2,
which was 17.86% less than in November 2008, or 16.37% less
than in March 2008. In the zone of Podgorica 2, the housing
price was 1,451.42 EUR/m2, which was lower by 21.8% than in
November of the previous year, or 17.91% less than in March of
the previous year, while in the zone of Podgorica 3, the housing
price amounted to 1,368.05 EUR/m2, which was lower by 3.62
% than in November of the previous year, or 15.59% less than
in March of the previous year.

In addition to a simultaneous price decrease in all three zones,
the prices recorded a trend of equalization, with less difference
among the prices in the three zones, showing that the housing
demand at the most exclusive locations had gone considerably
down.

The Graphs 7.1 and 7.2 show that both time series — the prices of
housing units and their respective floor area sizes had a similar
distribution, and due to their upper and lower limits (the floor
area size of an apartment may not be smaller than 10 m2 or
larger than let us assume 1,000 m2, same as the related prices)
the econometric models had to include logarithms instead of the
levels. In addition to this, it should be noted that such distribution
corresponded with the expectations, and moreover those graphs
strongly resembled the curve of revenue distribution.

Descriptive Statistics, Model Sustainability Testing, and
the Results of Econometric Model of the Hedonic Index
in Montenegro.

Rated in terms of importance, the most weighty qualitative
characteristics of a housing unit affecting its price related to
its area size, number of balconies and rooms, and own garage.
These characteristics had a positive effect on the housing price,
while the electric power, as the main source of energy, had an
adverse impact on the property value.

The robustness testing showed that the model had been specified
very well; there was no problem with its multicollinearity
(extremely low values of the variance inflation factor - VIF) or
the functional form (Ramsey Reset test).

Graph 7.2 - Histogram of Distribution of

Housing Unit Prices, March 2009
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Table 7.4 — Empirical Results of Average Housing Price Model, March 2009

Ln Area Size
Dependent Variable
P Ratio standard t-Statistics | P>t
Error
Ln Subjective Price 0.05 0.05 1.08 0.28
- 3 X

Apar?ment pmt > 65 m* Dummy-varlablg equals 1for a 0.26%%* 0.04 574 0.00
housing object larger than 65m2 in area size:
Balconies 0: Dummy variable equals 1 for a housing object _0.18%%* 006 278 001
without a balcony ' ' ) )
Bqlcony 1: Dummy variable equals 1 for a housing object L0.10%%* 0.04 950 001
with 1 balcony.
Bal;omeg 2+: Dummy variable eguals 1for a housing 0.19% 005 376 0.00
object with more than 2 balconies
Rooms 0: Dummy variable equals 1 for a housing object 0.50%%* 010 49 0.00
with no bedrooms. ) ) i ’
Rc_>om 1: Dummy variable equals 1 for a housing object _0.15%% 005 204 0.00
with 1 bedroom.
Rooms 2+: Dummy variable equals 1for a housing object 0.06°%* 005 545 0.00
with more than 2 bedrooms. ' ) ) )
EIe;tmc Pgwer: Dummy variable eguals 1 for a housing 07 0.04 537 0.02
object using electricity as the main source of energy.
In.temet:. Dummy variablg equals 1 for a housing object 0.07% 0.03 207 004
with an internet connection.
Garage: Dummy variable equals 1 for a housing object 0.0k 0.05 401 0.00
with a garage. ' ’ ) ’
Constant 4.56 0.33 4.02 0.00
Diagnostics

Number of Observations: 295
R_squared=0.7371

VIF=1.51

Ramsey Reset test
F(3.280)=1.54

Prob > F=0.223

Explanations: * Importance at 10%,
**Importance at 5%,
***Importance at 1%
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Global economic developments in 2008 were characterized by
a slowdown in the economic activity, when a high number of
countries sunk into the recession; this trend also continued in
the first quarter of 2009. Global economic collapses caused by
the finandial crisis spilled over to the real sector resulting in the
deepest decline of economic activity in the last several decades.
During the first quarter of 2009, almost all countries recorded a
continued fall of economic activity, although less intense than
in 2008; an increasing number of indicators showed that the
global economy was no longer in a state of “free fall”, so that
a moderate recovery of the global economy could be expected
by the end of the year.

According to the IMF estimations, the global economic growth
rate in 2009 will be negative, amounting to -1.3%, while a
moderate recovery is expected in 2010, up to 1.9%.

Aiming to encourage the economic growth, Central Banks of
the leading economies intervened in the monetary market by
increasing the liquidity.

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

Banks and other financial institutions generated considerable
losses during the observed period of time, while those that went
bankrupt of were taken over were numerous.

Ahigh economic growth on the global level in the previous period
resulted in an increasing demand for oil, real estate properties

Graph 8.1 - GDP Growth Rates of the most Graph 8.2 - GDP Real and Nominal Growth
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Table 8.1 - Macroeconomic Indicators, 2008-2009
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and food, which resulted in price increases and the inflation that
became a global issue by the beginning of 2008. Nevertheless,
the third quarter of 2008, due to negative economic trends,
recorded a decreasing demand for the strategic raw materials,
resulting in the reduction of inflationary pressures. The trend
of reduction of inflationary pressures also continued in the first
quarter of 2009. According to the IMF estimations, the prices in
all branches of economy are expected to go down in 2009, and
especially in the construction industry, followed by a significant
fall of real estate prices, so that the inflation rate in the following
year may amount to only 0.3% in the developed countries, and
5.8% in the developing ones.

The decrease in oil prices which started by mid-2008 was also
continued in the first quarter of 2009. An average price of raw
oilin the first quarter of 2009 amounted to 45 USD/barrel, which
was 19.5% more than in the previous quarter, and 53.5% less
than in the same period of the previous year. The falling trend
was not stopped even by the decision of OPEC countries toreduce
the daily production considerably (by 2.2 million barrels). Some
OPEC countries, like some otherleading producers other than the
members of this group, were fearful because of the continued
falling trend of oil prices, since they had planned their budgetary
expenditures based on the average price of oil of 75 USD/barrel.
According to the assessments of the International Energy Agency,
the demand for oil will continue to decrease in 2009 too.

8.1. Economic Trends

8.1.1. Developed Countries

USA — In the first quarter of 2009, the USA economic activity
was still on a low level. The estimates showed that the GDP
growth rate was negative in the first quarter of 2009, with
an annual growth rate of -6.1%. During the reporting period,
personal consumption and real estate investments recorded a
significant decline.

The annual inflation rate amounted to -0.4% in March 2009,
for the first time since 1955. The fall of the inflation rate was
mostly encouraged by the fall of real estate and oil prices in the
previous period. Not including the prices of food and energy,
annual inflation rate amounted to 1.8% in March. The USD
exports recorded some growth for the first time in February, ever

Graph 8.3 - Development of Oil Prices
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since July 2008. Since the beginning of the recession in 2007, 5.7
million people lost their jobs in the US, so that in March 2009
the unemployment rate amounted to 8.5%.

The American economic growth was threatened by a high public
debtand budgetary deficit, along with the crisis in the financial
market. According to the projections for 2009, the US economic
activity is expected to be on a considerably lower level than in
2008, so that the projected growth rate was negative, amounting
t0-3.8%. Stimulation measures of the US Government towards
the revival of economic activity will resultin a budgetary deficit
of approximately -12.0 % in the current fiscal year.

Japan — In 2008, the Japanese economy recorded a drastic
decline in economic activity, which also continued in 2009. In
the first quarter of 2009, the fall of economic activity in relation
to the same period of the previous year amounted to -15.2%. A
considerable reduction in exports and lower domestic demand
were specified as the main reasons for this GDP fall. Compared
to the previous quarter, the exports of Japanese products were
reduced by 26% in the first quarter, which was 70.1% less than
in the same period of the previous year. By the end of March,
annual exports were lower by 45.6%, and annual imports by
36.7%. The inflation continued to go down, so that an annual
inflation amounted to -0.3% in March.



The estimates showed that the Japanese economy would have
a negative GDP growth rate of 6.2% in 2009.

8.2. European Union (EV)

The GDP growth ratein the EU amounted t0 0.9% in 2008, which
was lower by 1.8 percentage points than in 2007. A downward
trend in the economic activity also continued in the first quarter
0f2009. The global negative developments had an impact on the
slowdown of growth rates and entrance into the recession by a
greater number of countries, which in turn resulted in illiquidity
of the banking sector and reduction of credit activities, which led
to a decrease in both personal and public consumption.

The EU inflation, measured by the Harmonized Index of Consumer
Prices (HICP), amounted to 1.3% in March 2009, which was lower
by 2.4 percentage points than at the end of 2008.

By the end of March, the EU unemployment rate amounted to
8.3%, which was higher by 0.2 percentage points than in the
previous month. Over the reporting period, the unemployment
rate was on the upward trend in all EU countries.

The trade deficit on the level of EU amounted to EUR 9.5 billion
in March. The decline in imports was faster than the one in
imports, so that the former decreased by 16%, and the latter
one by 12%.

The European Union proposed a draft plan for the requlation of
financial markets aimed to improve the security of the Furopean
financial system and institutions. The Plan anticipated a stricter
control over the banking sector, more restrictive requirements
in terms of assets, and a higher transparency in the derivatives
markets.

8.2.1. Developed EU Countries, not Included
into the European Monetary Union

Great Britain — In the first quarter of 2009, compared to the
previous quarter, the BDP growth rate was negative, amounting
10 1.9%. Such a strong fall of economic activity was primarily
caused by a record decline in the processing industry and trade
in business services, which was the highest ever since 1979. In
March, the inflation rate was 2.9%, which was lower by 0.3
percentage points than in the previous month. The inflationary
pressures decreased as a result of the recession and growth of
unemployment rates. The number of unemployed personsin the
first quarter of 2009 reached the highest level in the previous
12 years, due to job losses in the automobile industry, civil
engineering and banking sectors. Accordingly, the unemployment
rate was 6.7% in March.

Denmark — In the first quarter of 2009, the economic activity
was lower by 2.0% in relation to the fourth quarter of 2008. The
inflation rate was still high, amounting to 1.6% in March. The

Table 8.2 — Overview of Macroeconomic Indicators in Selected Countries

GDP % 2004 - 2008 (Estimate)

New EU Members
Euro zone
Developing Countries
Inflation

New EU Members
Euro zone
Developing Countries
Current Account Balance of Payments
New EU Members
Euro zone
Developing Countries

2009 - 2013 (Estimate)
6.0 4.7
2.1 1.6
52 4.5
6.0 4.2
24 19
2.6 27
-59 -7.0
04 -0.3
55 40

Source: IMF — World Economic Outlook, April 2009
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estimates showed that the GDP growth rate would amount to
only 0.5% in 2009, while the National Bank of Denmark was
expected to lower its referential interest rate in order to encourage
the economic activity.

8.2.2. The European Monetary Union
Member Countries

In the first quarter of 2009, the Euro zone economic activity
continued torecord a downward trend. The retail trade recorded
the greatest decline ever since 1996, when the monitoring of EU
statistics had started. The consumer confidence reached a fairly
low level, since the labor market was continually becoming less
strong. In March, the Euro zone recorded an unemployment rate
0f8.9%, which was higher by 0.2 percentage points than in the
previous month. The data show an increase in unemployment
in almost all countries.

In March 2009, the highest unemployment rate in the Furo zone
was recorded in Spain and Ireland, 17.4% and 10.6% respectively,
while the lowest one was recorded in Norway, 2.8%.

The preliminary estimates of Euro stat, in the first quarter of
2009, showed that the GDP recorded a negative growth trend
on the annual level, amounting to -4.6%.

In March 2009, Harmonized Index of Consumer Prices, as an
indicator of inflation, amounted to -0.2%, which was lower by
0.4 percentage points (0.2%) than in the previous month. In
March, the manufacturer prices amounted to - 3.1%, annually.
This was the greatest annual decline in manufacturer prices for
the previous 22 year.

The highest annual inflation rates in the Euro zone, in March
2009, were recorded by Slovakia (1.8%), Norway (1.8%), Slovenia
(1.6%), and Greece (1.5%).

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

The estimates showed that the GDP growth rate would be
negative in the current year, amounting to -4.2%.

The trade balance within the Euro zone was positive in March,
amounting to EUR 400 million. Imports into the member states
were decreased by 18% in relation to the same period of the
previous year

8.2.3. European Union — New Members
— Information on GDP Growth Rates
in the First Quarter of the Current
Year to be Filled in for Each Country, if
Available

The East European countries recorded a significant economic
growth over the several recent years; nevertheless, due to the
global financial and energy crisis, all of them recorded a decline
in economic activity in the first quarter of 2009. An increased
exposure of those countries to the effects of the financial crisis
manifested itself through an increase of foreign debt, difficulties
to maintain their respective foreign currency exchange rates,
and a lower FDI inflow.

The economic activity started growing weaker in the majority of
countries from this group in the second half of 2008; this trend
also continued in the first quarter of 2009. Latvia was the only
country that recorded a significant fall of economic activities in
the first quarter of 2009, so that its GDP amounted to -10.9%.

The Czech economy, with the Euro zone as its main export
market, was considerably affected by the recession. The GDP
growth amounted to 3.2% in 2008. In the first quarter of
2009, a significant fall of industrial production and a growth of
unemployment were recorded. Only in the first three months
of 2009, the Czech industrial production was lower by 17.5%
on the annual level. In March 2009, its unemployment rate was
5.5%, which was higher by 1.1 percentage points in relation to
the end of 2008.

Romania recorded a significant economic growth in 2008,
amounting to 7.1%. This growth was contributed the most by
the sector of agriculture; nevertheless, short-term indicators
projected a decline in economic activity in the following period.
In March 2009, the annual inflation rate in Romania amounted
10 6.7%, which was lower by 1.2 percentage points than at the
end of 2008.



InBulgaria, in March 2009, the unemployment rate amounted to
5.9%, which was higher by 0.3 percentage points than at the end
0f2008. The inflation rate was recording a downward trend over
the previous nine months, as a result of personal consumption.
The annual inflation rate was 4.9% in March, which was lower by
2 percentage points than in the previous month. Additionally, a
downward trend was recorded in the industrial production over
the previous six months, and especially in the metal processing
and chemical industry, etc. In March, the industrial production
decreased by even 17.1%.

In March 2009, annual inflation rates in this group of countries
amounted to4.0% (Poland), 6.7% (Romania), 2.8% (Hungary),
and 1.7% (Czech Republic).

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

8.3. Developing Countries (Asia)

A slowdown in economic growth can be expected in this region.
The estimates show that the GDP rates in this group of countries
will amount to 4.8% in 2009.

China — In the first quarter of 2009, the economic activity in
(hina became less strong, so that the GDP rate amounted to
6.1%, which was lower by 0.7 percentage points than in the last
quarter of 2008. Since the external demand went down, some
stimulating measures were introduced by the Chinese Government
to encourage the domestic consumption, while the Chinese
Central Bank decided to implement a more liberal monetary
policy. This affected the growth of credit activity of 30% on the
annual level, and encouraged the real estate investmentsin urban
areas of the country. The annual inflation rate was negative in
March, amounting to-1.2%. According to the IMF estimates, the
economic growth of China will amount to 6.5% in 2009.

Latin America — In the first quarter of 2009, the economic
activity in Latin grew weaker. In March 2009, on the annual level,
theindustrial production was lower by 1.5%in Argentina, 9.7%in
Mexico, and 13.3% in Brazil. Although the economic activity was
onalow level, nossignificant fall of the inflation rate occurred. In
March, the annual inflation rate in Argentina amounted to 6.3%,
in Brazil to 5.7%, and in Mexico t0 6.0%.

India — In the previous period of time, India recorded a high
economicgrowth varying around 10%, which was contributed the
most by the growth of investments and personal consumption.
Nevertheless, the economic growth was slowed down by the
global financial crisis in the previous period, so that an estimated
growth in the year 2009 amounted to 4.5%.

Southeast Europe

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

In their reports for 2009, the international financial institutions
pointed out that the region of the Western Balkans would be
faced with adverse impacts of the credit crisis in the form of lower
economic growth rates, decreased inflow of foreign capital, lower
domestic consumption, reduced exports, and also a growing
unemployment. Due to afall of economic activity in the advanced
economies, the exports from the region will be reduced, foreign
companies will be more cautious to invest, which will be followed
by a more restrictive credit policy of the banks and resultin a
lower consumption. Consequently, possible fall of economic
activity in 2009 would not be unexpected.

A continuous slowdown of economic activity that featured the
year 2008 in Croatia also continued in the beginning of 2009.
In the fourth quarter of 2008, the rate of economic growth
amounted to only 0.2%, compared to the same period of the
previous year, while the annual growth rate in 2008 amounted to
24%. According to the preliminary estimates, in the first quarter
0f2009 the GDP of Croatia was lower by 5.8% compared to the
same period of the previous year. A growth of unemployment
was recorded in the first quarter of 2009 as well, so that the
unemployment rate was higher by 3.4% by the end of March in
relation to the end of 2008, ending the trend of unemployment
reduction that had started in 2005. In March 2009, the annual
inflation rate was 3.8%. The inflation was affected the most by
the price increase of food products, in addition to more expensive
seasonal clothing and footwear. The analysts believe thatin the
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following period time the bearers of fiscal policy will have to
harmonize the measures for the encouragement of economic
activity and the need to reduce the budgetary deficit.

The effects of the global financial crisis on the economy of Serbia
were reflected in the fall of dinar and a decline in economic
activity and aggregate demand. The reduction in economic
activity mostly resulted from the fall of both domestic and foreign
demand for important export products, such as copper, steel,
etc. In the first quarter, the industrial production was lower by
16.9% compared to the same period of the previous year. The
inflation rate varied within the target range (6.5% - 12.5%) in
the first quarter, while it was still on the increase compared to
the end of the previous year, primarily resulting from a leap in the
requlated prices. The annual inflation, measured by the costs of
living, amounted to 9.1% in March 2009, while the growth rate
of consumer prices was 9.4%. The current account deficitin the
first quarter was lower by 38% in relation to the same period
of the previous year. This mostly resulted from the reduction in
foreign trade deficit by EUR 526.9 million. In order to mitigate
the adverse effects of the financial crisis on the economy of
Serbia, and reduce the inflation rate and current account deficit
in the balance of payments, the State had to reduce the public
consumption and slow down the announced major investment
activities in the following period of time. Accordingly, Serbia was
forced to “enter” the arrangement with the IMF amounting to
EUR 2.94 billion of anticipated support.

The preliminary estimates showed that Bosnia and
Herzegovina would record an economic growth of 1.5% in
2009. In the first three months, foreign direct investments in
Bosnia and Herzegovina increased by 8%. Most of the foreign
investments were placed in infrastructure and production.

A deflation of 0.3% was recorded in March, while the size of
industrial production increased by 7.2%in the first two months of
2009, compared to the same period of the previous year. Observed
by the branches of economy, a higher production was recorded
in the processing industry (12.6%) and electricity production
(15.1%). In March 2009, the registered unemployment rate in
Bosnia and Herzegovina amounted to 41.3%, which was higher
by 0.7 percentage points than in December 2008.

In 2008, Macedonia recorded a growth of only 2.1%, resulting
for a considerable decline in industrial production of 8.6% on
the annual level. The downward trend of economic activities
also continued in the first two months of 2009, when the annual
industrial production was lower by 14.0%. According to the
estimates, the GDP will record a negative growth rate of -04%
in 2009. The annual inflation rate in March amounted to 1.0%.
Inthe reporting period, an increase in the price of electricity and
specific groups of food products was recorded.

8.4. Interest Rates

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

ECB — In the second half of 2008, the ECB started implementing
amore relaxed monetary policy, due toa fall in economic activity,
crisis in the banking sector, and lower prices of energy sources.
Accordingly, in the first quarter of the current year, the reference
interest rate was reduced to 1.25% (historical minimum), which
was lower by 1 percentage point than in December 2008.

Table 8.3 — Overview and Development of Reference Interest Rates of the Selected Central Banks

Currency Reference Interest Rate Level Last Change Date of Last Change
EUR Refinance Rate 1.25% -50bp 5 March 2009
CHF Libor Target Rate 0.25% -25bp 12 March 2009
CAD Target Overnight Rate 0.50% -50bp 3 March 2009
JPY Target Rate 0.10% -20bp 19 December 2008
GBP Repo Rate 0.50% -50bp 5 March 2009
usb FED Funds Target Rate 0%-0.25% -75bp 16 December 2008

Source: Central Banks of the Observed Countries, FED



By the end of 2008, due to the problems in the financial
market spilling over to real economy, FED reduced its
reference interest rate down to a record level of 0%-0.25%;
it remained on this level in the first quarter of 2009. This was
the greatest abatement of reference interest rate ever since
1954,

BoE — In the first quarter of 2009, the Bank of England reduced
its reference interest rate several times, down to the historical
minimum of 0.5%. It was also decided for the Central Bank to
repurchase the state and corporate bonds in the amount of 75
billion pounds.

BOJ — In the first quarter of 2009, the Central Bank of Japan
did not change its reference interest rate, which remained on
the level of 0.1%.

8.5. Development of Foreign
Exchange Rates

USD/EUR

In the first two months of 2009, USD appreciated against the EUR,
in order to start depreciating in March due to the announcement
of unfavorable macroeconomic data, primarily in the area of
unemployment. Also, following the statement of the ECB
President saying that a certain number of indicators showed
that the recovery of European economy would start soon, the
EUR started appreciating against the USD all the way until the
end of March. During the observed period, the EUR/USD rate
varied between 1.25USD/1EUR and 1.38USD/TEUR.

The exchange rate of EUR/JPY was unstable. By the beginning of
2009, EUR depreciated against JPY, and then started to appreciate
by mid-February. The EUR appreciation was encouraged by the
statements of the ECB representatives saying that the conditions
for a continued reduction of interest rates had been restricted,
while it had been decided at the G-20 Group meeting that the
measures to remove the risky assets would be undertaken, to
enable the economies to master the global recession. In the first
quarter of 2009, the JPY/EUR exchange rate varied between
126.69PY/TEUR and 134.81JPY/TEUR.

The depression pressure that had been present in the Great
Britain in 2008 also continued in the first quarter of 2009. Since
this country was the European center of securitization, while
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the British Pound, due to the policy of high interest rates, used
to be the “carry-trade” currency, the British currency starting
depreciating in parallel with the beginning of the current financial
crisis. In this way, only in the previous quarter of the year in
depreciated against the EUR by 17.0%. The EUR/GDP rate was
fluctuatingin the first quarter of 2009, varying anywhere between
0.881GDP/TEUR and 0.956GDP/1EUR.
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The Most Important Events in January 2009

Montenegro has chaired the Central European Free Trade Zone
(CEFTA) since 1 January 2009. During its presidency, Montenegro
shall follow the strategic goals established by the Agreement,
including further liberalization of the agricultural sector and
the beginning of negotiations towards the conclusion of an
Agreement on the Harmonization of Sanitary and Phytosanitary
Measures.

The representatives of the United States and Montenegro signed
a bilateral Market Access Agreement in Geneva.

The representatives of the Central Bank of Montenegro and the
European Central Bank signed an Agreement on the Cooperation
and Exchange of Information, whereby the CMB joined the
efforts of the ECB relating to the prevention and detection of
forged euro banknotes.

The Coundil of the Central Bank of Montenegro permitted the
purchase of 100% of the Opportunity Bank's assets by the Erste
& Steiermarkische Bank of Rijeka, with the Erste Group of Vienna,
and the Steiermarkische Bank of Gratz as its majority owners.

The Hypo Alpe Adria Bank, Podgorica, was licensed by the
Securities Commission of Montenegro (SCM) for the performance
of broker-dealer activities.

The representatives of the Hotel Company of “Crna Gora” and the
international chain of “Hilton Hotels” singed a Management and
Franchise Pre-Contract for the hotel of “Crna Gora”.

The Most Important Events in February 2009

The Government of Montenegro adopted its Agro-Budget for
2009, in the amount of EUR 19.75 million, which was 1/5 more
than in the previous year. In addition to this, the Government
adopted some measures to stop the employment of new staff
in the state administration bodies, procurement of passenger
and business vehicles, and also new computer equipment for
its consumer units.

The (BM adopted the applicable sub-legal requlations for the
Bank Ombudsman appointment.

The representatives of the Government, the Central Bank and
the Fund for the Protection of Deposits signed a Memorandum
of Cooperation which should additionally contribute to the
financial stability keeping.

The Commercial Banks of Montenegro were enabled to use
20% of their respective mandatory reserves for the purchase
of treasury bills.

The members of the Parliament of Montenegro adopted the Law
on Property Relations and the State Property Law, in addition to
the Amendments to the Law on the Settlement of Frozen Foreign
Currency Deposits of Citizens, Deposited in the Authorized Banks
with Head Offices outside of Montenegro.

The Government of Montenegro initiated legal action against
the majority owners of the Aluminum Factory in Podgorica, for
breach of the Sales Contract.

The representatives of Montenegro Hotel Association and the
Air Company of Dubrovnik Airlines signed an Agreement on
Business Cooperation regarding the operation of charter flights
between Montenegro and the selected destinations, based on
the existing demand and interest of tour operators.

IMPORTANT EVENTS
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The Most Important Events in March 2009

The Consortium of the Company “Konstruktor” from Split and
the Croatian Institute for Civil Engineering won the tender for
the construction of the Bar- Boljari highway.

The Tender Commission selected the best bid for the sale of
61.57% of shares of the Adriatic Shipyard of Bijela.

The bilateral aid granted to Montenegro by the Norwegian
Parliament amounted to approximately EUR 2.5 million.
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Annex A: Real sector developments

Table 1 - Overview of macroeconomic developments

L. 2008 2009 (chain index)
e xwxi [ v [ [ v v vl [v]x]x][x][x
Industrial production (index) 91.0 965 1030 987
Consumer prices (index) 101.0 99.8 100.7 1004
Industrial producer prices

e 948 98.8 1000 984

Source: Monstat

Table 2 - Industrial output

Contribution ©2008 = 100 LEVEL INDEX
in 2008 2009 1112009. | 1112009. |I-1II 2009.
2008. | | I | -1 I | n | -1 | 12009. | 112008. |I-11I 2009.
Industry-total 100.0 1179 1124 1093 957 945 944 98.7 84.1 86.4
Mining and quarrying 75 1176 928 995 568 676 550 119.0 72.8 553
Mining and quarrying of en. producting mat. 26 1222 131 155 1248 1369 1230 109.7 121.0 106.5
Mining of pit coal, lignite and peat 26 1222 1131 1155 1248 1369 1230 109.7 121.0 106.5
Mining and quarrying exept energy produc. mat. 49 1151 818 910 204 305 186 149.5 373 204
Mining of metal ores 32 1396 854 1075 180 286 155 158.9 335 144
Other mining and quarrying 1.7 683 751 595 249 342 244 1373 455 41.0
Manufacturing 69.2 935 1086 1024 620 789 677 1273 72.7 66.1
Manufacture of food products, beverages, and tobaco 93 626 800 681 838 1023 869 1221 1279 1276
Manufacture of food products baverages 91 642 748 669 773 877 805 1135 17.2 120.3
Manufacture of tobaco products 0.2 - 280.7 1146 336.8 666.7 3345 198.0 2375 2919
Manufacture of textiles and textiles products 1.0 170.2 2085 1812 16.1 192 186 119.3 9.2 103
Manufacture of textile fabrics 01 798 598 798 199 1196 465 601.0 200.0 583
Manufacture of wearing apparel and fur 09 1733 2137 1847 160 157 17.6 981 73 9.5
Manufacture of leather and leather products 01 689 366 352 1465 733 1099 50.0 200.3 312.2
Manufacture of wood and wood products 1.7 1213 1290 990 307 637 369 207.5 494 373
Manufacture of paper, publishing, and printing 1.0 860 901 831 824 1173 923 142.4 130.2 11
Manufacture of celulose paper and paper products 04 990 906 856 765 941 741 123.0 1039 86.6
Publishing, printing and reproduction 06 783 898 816 859 1311 1031 152.6 146.0 126.3
Manufacture of chemical products and fibres 42 1041 1285 1272 1134 2020 1287 1781 157.2 101.2
Manufacture of rubber and plastic products 01 361 992 1304 1022 706 766 69.1 71.2 587
Manufacture of other non-metal minerals 6.1 938 984 991 509 589 553 115.7 599 55.8
Manufacture of metal and metal products 434 961 1121 1069 558 681 60.1 122.0 60.7 56.2
Manufacture of basic metals 413 948 1109 1073 561 697 609 124.2 62.8 56.8
Manufacture of metals products, exept machinery 21 1222 1360 1000 484 360 442 744 26.5 44.2
Manufacture of other machinery and equipment 16 892 946 863 577 345 976 59.8 36.5 131
Manufacture of other machinery and household 0 ) ) } ) } } . ) .
appliances
Manufacture of transport equipment 0.5 1111 1074 1148 778 667 778 85.7 62.1 67.8
Manufacturing N.E.C. 01 1365 1124 1410 311 350 363 112.5 311 257
Electricity, gas, water supply 233 1907 1297 1327 2083 1497 186.5 719 1154 140.5

Source: Monstat




Table 3 — Industrial production

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

rate rate rate rate rate rate rate growth rate
Jan. 114.2 13.3 -27.0 61.5 93 -63.0 101.1 19.0 278 1306 5.1 -16.3
Feb. 1019 -55 -8.7 42.8 -40.4 -304 104.2 9.2 34 1141 -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 58
April 105.8 -124 -10.3 61.6 57 -26.5 114.6 2.2 29 95.3 -36.6 -26.1
May 1.4 -5.7 54 70.3 30.8 14.3 119.2 52 43 129.5 -32.1 75
2005. Jun 15.7 -3.2 2.3 1084 7.0 534 122.0 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. 1ne.7 16.5 -1.5 1294 43.1 220 133.0 16.7 10.1 67.8 4.0 1.7
Sep. 133.2 9.3 3.8 146.1 -1 131 129. 9.2 -3.1 921 236 353
Oct. 110.2 -19 90 1012 -09 -30.7 1201 2.7 -69 1754 1.2 -11.5
Nov. 1209 -2.4 9.3 74.3 -159 -26.7 118.1 -29 -6.9 142.3 14 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 57 2.1 93.0 513 -195 100.5 -0.6 -17.6 1449 1.0 42.5
Feb. 106.7 4.7 -95 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 7.3 -74
April 105.0 -0.8 -137 70.8 14.9 218 1142 -0.3 -4 89.8 -5.8 -35.1
May 114.3 2.6 9.0 90.0 279 271 187 -04 4.1 138.3 6.8 218
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 1.7 1292 63.5 -6.3
Aug. 112.2 -39 -6.2 108.0 -16.5 1.7 120.8 -9.2 -2.5 753 1 -24.2
Sep. 126.2 -5.3 55 1243 -14.9 15.3 129.2 0.1 6.9 721 217 -4.4
Oct. 104.9 -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 88.4 19.0 6.5 128.7 9.0 6.7 110.6 -22.3 61.7
Dec. 126.2 2.3 4.0 100.3 -13.6 129 116.8 4.8 -0.7 129.8 0.3 17.5
Jan. 976 -19.1 231 69.6 -25.2 -30.2 112.0 1.5 -13.0 52.2 -64.0 -489
Feb. 109.2 24 15.0 85.2 -7.2 224 107.2 1.7 -3.3 122.5 -124 97.3
Mar. 123.1 1.6 10.5 92.2 1.8 8.1 1214 2.2 12.8 1391 0.3 6.0
April 110.6 54 -10.5 90.0 271 24 1ne.7 2.2 -4.0 100.1 15 -27.8
May 107.2 -6.2 -29 86.2 -4.2 -4.2 1269 6.9 89 75.0 -45.8 -40.8
2007 Jun 103.5 -12.2 -49 65.5 -32.0 -24.2 140.1 12.6 8.1 15.6 -85.3 -73.6
Jul 121.2 -12.2 -0.1 94.1 2.7 439 146.9 47 55 358 -72.3 759
Aug. 17.5 4.8 1.8 105.4 2.4 121 142.7 18.1 10.0 369 -51.0 343
Sep. 1239 -1.8 1.1 171 -5.8 1.3 139.8 8.2 2.2 36.6 -49.3 -1.2
Oct. 134.1 27.8 19.1 1249 509 6.7 1516 25.6 86 180.2 29.6 142.2
Nov. 128.5 5.8 -4.4 1594 80.3 274 126.6 -1.6 -16.4 123.3 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 66.0 121.7 8.6 -14.5 65.1 24.8 -42.6
Feb. 1299 189 209 1325 555 33.2 107.0 -0.2 -1 190.1 55.2 145.2
Mar. 126.1 24 -4.8 104.6 13.5 211 124.8 2.8 16.1 1384 -0.5 -32.0
April 104.8 -53 -17.3 68.2 -24.2 -34.8 11.7 -4.3 -10.7 96.9 3.2 -29.8
May 96.6 -99 =77 91.0 5.6 333 115.0 -94 33 60.4 -19.5 -50.7
2008, Jun 109.3 56 114 117.2 789 283 136 -189 -33 94.1 502.6 98.5
Jul 1254 35 2.1 87.8 -6.7 249 1356 -7.7 76 92.6 158.7 -24.9
Aug. 1.9 -4.8 29 173.7 64.8 98.3 M3.7 -20.3 -5.0 73.8 99.8 4.0
Sep. 138.8 12.0 163 1689 44.2 2.7 1230 -12.0 80 1221 2340 65.0
Oct. 105.8 211 -16.1 1395 1.7 -17.3 117.5 225 -4.3 1281 -289 -48.4
Nov. 119.3 -7.2 12.6 119.2 -25.2 -14.7 154 -89 -1.8 129.7 52 105.6
Dec. 108.3 -20.3 -9.0 51.5 -14.7 -571 89.6 -30.6 -149 1542 6.8 189
Jan. 105.2 -4.7 -3.5 457 -54.0 -10.6 71.8 -41.0 274 168.6 158.9 39.1
2009. |Feb. 105.5 -18.8 3.0 64.0 -51.7 399 71.0 -33.7 -0.2 207.6 9.2 34
Mar. 106.0 -159 -13 76.2 -27.2 19.0 90.7 -27.3 273 159.7 154 -28.1

Source: Monstat and CBM calculations



Table 4 - Industrial output

2009 Ll fw v ] v ] wvifvn|vm| x| x| x|xu
Chain index 96.5 1030 987
92007 =100 929 957 945
Same month in the previous year 953 812 841
The same period in the previous year 875 864

Table br. 5 — Consumer prices

o [ v v v v v | x| x| x| oxa
Chain index 99.8 100.7 1004
22007 =100 102.0 102.7 103.2
Same month in the previous year 1049 1054 105.5
The same period in the previous year 105.1 105.3
December 2007 = 100 99.8 1004 100.8
Table 6 — Producers’ prices of manufactured products
o [ v v v v v ] x| x| x| oxa
Chain index 98.8 100.0 984
22007 =100 981 981 96.6
Same month in the previous year 105.7 104.7 100.6
The same period in the previous year 105.2 103.6
December 2007 = 100 988 987 96.8

Source: Monstat




Table 7 - Prices

Producer’s prices of

Retail prices Cost of living
manuf. products
Total Goods Services Total Total
Annual Monthly Annual Monthly Annual Monthly Annual Monthly Annual Monthly

growth rate|growth rate|growth rate |growth rate|growth rate|growth rate |growth rate|growth rate|growth rate |growth rate

Jan. 52 0.1 4.2 0.1 10.3 0.2 52 0.1 6.3 -0.2
Feb. 57 0.5 4.5 0.2 1M1 2.3 54 0.2 6.9 0.5
Mar. 55 0.1 49 0.1 8.4 0.2 58 0.1 8.7 33
Apr. 23 0.1 1.7 0.2 5.0 0.0 26 0.0 6.3 0.6
May 27 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 5.0 0.1 09 -0.7 57 0.2
Aug. 2.1 0.1 14 0.1 5.0 0.0 0.8 0.1 6.0 0.3
Sep. 2.0 0.2 1.2 0.1 52 0.3 03 0.0 49 -0.6
Oct. 24 0.5 1.3 0.2 71 1.8 03 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 1.1 -0.1 18.1 9.5 1.5 1.6 3.6 -04
Jan. 37 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 33 0.2
Mar. 3.6 0.2 1.0 0.2 15.2 0.2 1.3 0.2 25 2.2
Apr. 39 04 1.3 0.4 15.6 03 1.8 0.5 0.4 -1.5
May 3.6 0.2 14 0.3 12.8 0.1 2.0 0.6 0.5 0.5
2005. Jun 3.8 0.2 1.6 0.2 13.2 04 29 0.3 1.7 0.8
Jul 35 -0.2 1.3 -0.3 13.1 0.0 27 -1.0 1.5 0.0
Aug. 35 0.1 1.3 0.1 13.1 0.0 27 0.2 1.3 0.1
Sep. 37 0.3 14 0.3 13.2 03 32 04 2.1 0.2
Oct. 33 0.2 14 0.2 1.4 0.3 32 0.3 2.1 -0.1
Nov. 34 0.1 1.5 0.1 14 0.0 3.8 0.6 2.2 0.1
Dec. 1.8 0.1 1.8 0.1 1.8 0.0 24 0.2 3.5 0.8
Jan. 2.6 0.2 2.8 03 1.6 0.0 29 0.3 3.1 0.1
Feb. 23 0.1 2.5 0.2 1.6 0.0 29 0.3 2.8 04
Mar. 2.0 0.1 2.2 0.1 1.5 0.1 2.8 0.2 2.3 1.0
Apr. 2.1 0.6 23 0.7 1.0 0.1 31 0.7 3.8 04
May 2.2 0.3 25 04 09 0.0 33 0.7 39 0.2
2006 Jun 23 0.2 2.6 0.2 0.8 0.1 3.1 0.1 3.6 0.5
Jul 23 -0.2 26 -0.2 09 0.0 33 -1 3.6 0.0
Aug. 23 0.2 24 0.1 1.6 0.7 33 0.3 38 0.2
Sep. 1.7 0.1 1.7 0.0 1.8 0.3 27 0.3 43 0.7
Oct. 1.7 0.0 1.6 -0.1 2.0 05 2.8 04 4.1 -04
Nov. 19 0.1 19 0.1 2.0 0.0 27 0.3 4.1 0.2
Dec. 2.0 0.2 2.0 0.2 2.0 0.0 2.8 0.3 29 -04
Jan. 1.8 0.2 1.8 0.3 2.0 0.0 26 0.3 1.7 0.6
Feb. 1.8 0.0 1.7 0.0 2.2 0.3 24 0.1 3.1 1.0
Mar. 2.0 0.3 2.0 04 2.2 0.0 24 0.2 5.6 2.5
Apr. 2.1 0.7 2.2 0.8 2.0 0.0 2.3 04 72 1.6
May 2.2 0.3 2.2 0.4 2.1 0.0 2.3 0.6 6.7 -0.1
2007, Jun 2.2 0.2 2.2 0.1 24 0.4 1.6 -0.6 6.6 0.2
Jul 4.7 23 5.0 2.6 3.1 0.8 4.2 1.7 1 4.8
Aug. 4.5 0.1 5.0 0.1 24 0.0 4.6 0.6 10.7 -04
Sep. 6.4 19 59 0.8 8.6 6.3 6.5 2.1 99 0.2
Oct. 7.0 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 7.6 1.0 13.7 29
Dec. 8.0 0.2 8.0 0.2 8.0 0.0 77 0.3 14.5 0.2
Jan. 8.3 14 75 0.8 1.3 39 79 14 1.6 2.1
Feb. 8.8 04 7.7 0.1 13.3 2.0 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
Apr. 9.0 0.8 79 09 13.6 0.2 91 1.2 1.5 0.5
May 9.6 0.9 8.4 0.8 14.7 1.0 9.5 1.0 13.2 1.1
2008, Jun 124 2.8 11.2 2.8 175 2.8 1.4 1.2 19.1 55
Jul 10.8 0.1 94 0.2 16.8 0.1 9.7 -04 16.7 0.1
Aug. 10.8 0.0 A -0.3 18.1 11 9.5 0.3 18.6 1.2
Sep. 9.8 0.8 9.0 0.7 13.0 1.2 8.5 1.0 171 -1.0
Oct. 89 -0.2 79 -0.3 13.2 0.2 7.8 0.0 14.2 0.0
Nov. 7.0 -0.8 54 -1 13.3 0.2 6.5 -0.2 144 -0.8
Dec. 73 04 5.8 0.5 134 0.0 72 1.0 71 -5.2
Jan* 49 -0.2 57 -1.2
2009. |Feb. 54 0.7 4.7 0.0
Mar. 5.5 0.4 0.6 -1.6

Source: Monstat

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



Table 8 - Tourism

2007 2008 Index
-IX Structure
X I-1X IX x| e
Total 21,961 66,064 19,087 56,639 85.7 100.0
Arrivals domestic 6,271 21,283 4375 16,367 769 289
foreign 15,690 44,781 14,712 40,272 89.9 711
Total 106,262 306,745 83,286 256,580 83.6 100.0
Overnights domestic 22,776 86,810 17,711 65,497 754 255
foreign 83,486 219935 65,575 191,083 86.9 74.5
Source: Monstat
Table 9 — Number of employed and unemployed people
Lo [ m [ wv [ v [ vt v [ vim] ix | X [ xt [ Xn
Employed*
2001 114.536 113.500 113.542 113.663 113943 114137 114106 114.024 115.077 114755 114.170 113.744
2002 113.594 113.597 113953 113.663 113943 114137 114422 113.684 113.526 113.676 113.679 113425
2003 112.637 112.846 112.317 112132 111.738 112.648 112905 112.647 111461 110911 110.387 109.639
2004 108.562 107.359 108.634 109.623 109.642 109.863 110.886 111.158 110.049 109.696 110.055 108.228
2004*** 142.081 142.834 142361 143.224 143.845 146.696 145160 142.634 143447 143113 143.992 142438
2005*** 142145 142.072 141.298 140959 142.248 145.852 148.528 146.744 145739 145923 145.528 145.261

2006*** 144978 145.753 146.554 147517 149321 151.678 154.723 154.289 154236 154.652 155.156 150.746
2007*** 151,535 152114 153140 154.074 156.817 158.190 160.045 158.392 158.164 157458 157739 159.223

2008 160450 161.105 162.737 162.307 165955 170.146 168916 168488 167.722
Unemployed**

2001 81.238 82158 82453 83.091 82,629 82140 81.823 80.686 80952 80.668 80440 81.069
2002 80.385 81360 81510 81961 81.602 81.041 81116 80.830 80.809 80.183 79.894 76.293
2003 76.584 76.077 76165 74976 73520 69735 66951 66277 67664 71023 72544 68.625
2004 69.573 71419 72378 72202 68993 64572 60993 60.771 60447 59930 59387 58950
2005 50115 58774 58075 57557 56772 55199 53683 52494 51.843 51266 49886 48.825
2006 48639 48656 49388 48651 45640 42560 40220 39.093 38919 38747 38892 38.876
2007 39104 39155 38714 37571 35356 33393 32205 31.271 31156 31.569 31787 31469
2008 31323 31469 31.684 30.270 30.021 29088 28.660 27954 28276 28.666 28645 28366
2009 28921 29305 29170

*Source: Monstat
** Source: Employment Agency
*** New methodology applied
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Annex (C

Table 11 - Consolidated Public Consumption* in Montenegro
realized in the period 01.01-31.03.2009

I -1112000.

I-1112008.

1-112009 | o 2lization % realization | realization | 7° 1!l 2009
DESCRIPTION Plan in AR 0 . DA in relation
- in million | realization | in % GDP | in million
million eur to I-111 2008
eur eur

CURRENT REVENUES 318.38 268.10 84.21 7.58 31748 84.45
Taxes 195.70 14993 76.61 4.24 18548 80.83
Personal income tax 22.75 2261 99.38 0.64 2812 80.41
Tax on profits of legal persons 14.08 9.89 70.24 0.28 10.80 91.57
Property taxes 10.57 4.38 4144 0.12 11.37 38.52
Value added tax 93.49 68.13 72.87 193 85.36 79.81
Excise Tax 2778 26.06 93.81 0.74 23.72 109.87
Tax on international trade and transactions 15.35 9.02 58.76 0.25 15.23 59.23
Local taxes 9.53 798 83.74 0.23 9.02 88.47
Other revenues of the Republic 2.15 1.86 86.51 0.05 1.86 100.00
Contributions 55.66 5511 99.01 1.56 69.58 79.20
Pension and disability insurance contributions 3497 3514 100.49 099 39.51 88.94
Health insurance contributions 19.04 18.15 95.33 0.51 28.30 64.13
Unemployment insurance contributions 1.65 1.81 109.70 0.05 1.77 102.26
Other contributions 0.00 0.01 0.00 0.00 0.00 0.00
Duties 14.60 1297 88.84 0.37 9.68 133.99
Fees 3318 2543 76.64 0.72 32.16 79.07
Other revenues 16.73 13.03 77.88 0.37 15.63 83.37
Receipts from the repayment of loans 2.51 11.63 463.35 0.33 495 234.95
CONSOLIDATED EXPENDITURES 398.15 275.00 69.07 777 274.92 100.03
CURENT BUDGET EXPENDITURES 32770 230.15 70.23 6.51 241.22 9541
Current expenditures 154.38 108.41 70.22 3.06 116.64 9294
Gross salaries and contributions charged to employer 82.15 7547 91.87 213 72.54 104.04
Net salaries 5217 47.70 9143 1.35 41.75 114.25
Tax on salaries 761 7.02 92.25 0.20 8.24 85.19
Contributions on behalf of employee 10.51 9.79 93.15 0.28 11.77 83.18
Contributions on behalf of employer 1091 10.11 92.67 0.29 9.61 105.20
Municipal surtax 0.95 0.85 89.47 0.02 1.17 72.65
Other personal earnings 1244 448 36.01 0.13 412 108.74
Expenses for supplies and services 36.55 18.65 51.03 0.53 2442 76.37
Current maintenance 4.69 2.12 45.20 0.06 442 4796
Interests 5.72 3.71 64.86 0.10 3.69 100.54
Rent 3.21 097 30.22 0.03 1.68 5774
Subsidies 745 2.21 29.66 0.06 397 55.67
Other expenditures 217 0.80 36.87 0.02 1.80 4444
Transfers for social protection 86.88 74.05 85.23 2.09 69.26 106.92
I;acrt\(s)frers to institutions, individuals, NGOs and public 63.33 4178 65.97 118 4489 93.07
Total capital expenditures 7045 44.85 63.66 1.27 33.70 133.09
Borrowings and Loans 12.59 3.01 2391 0.09 740 40.68
Reserves 10.52 2.90 2757 0.08 3.03 95.71
Repayment of guarantees 0.00 0.00 0.00 0.00 0.00 0.00
DEFICIT/SURPLUS*™* -79.77 -6.90 8.65 -0.20 42.56 -16.21
Payment of debts to residents 14.68 16.57 112.87 047 1.92 863.02
Payment of debt to nonresidents 0.58 0.34 0.01 2.21 15.38
Payment of liabilities from the previous period 30.78 11.50 37.36 0.33 19.03 60.43
Privatization revenues or deposits 20.26 4.89 2414 0.14 13.12 37.27
Donations 3.72 099 26.61 0.03 0.16 618.75
Borrowings and loans from foreign sources 8.51 34.35 403.64 0.97 0.18 19083.33

Source: Ministry of Finance

*Consolidated public expenditure includes the Budget of Montenegro adn state funds adn local administration.
** Surplus/Deficit as the residual of total revenues decreased by borrowings, donations, transfers adn property taxes, and
expenditures for repayment of principal based on debt of taking loan and issuing secuities in the county and abroad.







