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Review of macroeconomic developments

* Estimate of the Ministry of Finance
** The only inflation measurement as of January 2009
*** Preliminary data for the period I-III 2010. 
**** Data cover the periods I-XII 2009 and I-III 2010.
***** Current revenues and expenditures of the budget, state funds and local self-governments.

2009 III 2010 %

REAL SECTOR DEVELOPMENTS
GDP (in current prices in EUR million)* 3,003.0

Industrial output index (compared to the same period the year before) -32.2 -14.5
Forestry (compared to the same period the year before) -23.0 11.5
Construction (compared to the same period the year before-measured by effective working hours) -19.2 -9.5

Employment
Number of employed people 169,859 171,263
Number of unemployed people 30,169 33,117

Inflation rate (compared to December the year before)
Cost-of-living index
CPI** 1.5% 0.2%
RPI

Average salary (EUR, without taxes and contributions) 463 466 0.6
MONETARY DEVELOPMENTS (EUR million)
M11 
Total deposits 1,824.7 1,767.8 -3.1

Deposits by economy 510.1 485.9 -4.7
Government deposits 158.5 145.4 -8.2

Central government 57.7 56.2 -2.6
Institutions and agencies of central government 35.1 30.2 -14.0
Funds and municipalities 65.6 59.1 -9.9

Deposits by financial institutions 185.4 188.5 1.7
Deposits by households (savings) 843.9 849.7 0.7
Deposits - other 126.9 98.2 -22.6

Total loans 2,397.8 2,355.9 -1.7
Loans to economy 1,357.9 1,325.0 -2.4
Loans to government 60.5 63.5 5.0

Central government 0.1 6.1
Institutions and agencies of central government 4.0 4.1 1.9
Funds and municipalities 56.4 53.2 -5.7

Loans to banks and financial institutions 7.2 10.9 51.1
Loans to private citizens 919.3 900.6 -2.0
Other loans 52.9 55.9 5.8

MONEY AND CAPITAL MARKET
Turnover in stock exchanges (EUR million)**** 405.8 14.5
NEX stock exchange 162.5 9.0
Montenegroberza stock exchange 243.3 5.5

Stock exchange indices
NEX20 14,596.9 14,930.19 2.3
NEX PIF 7,020.7 6,877.79 -2.0
MOSTE 638.99 604.44 -5.4
Average interest rates on 28-day T-bills, last recorded
Average interest rates on 56-day T-bills, last recorded
Average interest rates on 91-day T-bills, last recorded
Average interest rates on 182-day T-bills, last recorded 3.00% 4.34%

FISCAL DEVELOPMENTS (EUR million)****
Current incomes***** 1,544.4 253.5
Expenditures***** 1,556.5 291.4
Surplus/deficit -12.1 -37.9
Foreign debt without debt of public enterprises (in EUR million) 699.9 719.8 2.8
Public debt without debt of public enterprises (in EUR million) 440.3 410.3 -6.8
EXTERNAL DEVELOPMENTS***
Current account balance (EUR million) -896.3 -241.9

Trade balance -1,371.5 -254.1
Balance of services 384.5 -17.0
% of trade deficit/other balances coverage 34.7 4.8

Current account balance in % of GDP -29.8
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The first quarter of 2010 was characterized by slowing down of the decline, but operational difficulties are 
still present due to prolonged effects of the crisis in almost all economic sectors in Montenegro. The decrease 
of business activities affected the decline of incomes and wealthiness of companies, households and the state 
and created the problem in all liabilities financing. As a result of these events, illiquidity and unemployment 
increased, budget revenues decreased, quality of loans in the banking sector worsened. However, slowing 
down of negative trends in the real sector, positive FDI inflow and continuous growth of households’ deposits 
are encouraging. 

Although official GDP data for the first quarter are not available, there are indications that recession is slowing 
down. Our raw estimations point to the decline of about 1.5% in the first quarter.1

In this period gross salaries increased, wages without taxes and contributions remained the same in relation 
to end-2009 as well as at the annual level, while the number of employed persons recorded minor increase. 

Measured by the consumer price index, inflation amounted to 0.2% in the first three months of this year, 
while the annual inflation amounted to 0.7%. The annual core inflation rate decreased to a negative -0.2%. 

Total loans amounted to EUR 2,355.9 million at end-March or 1.7% less in relation to end-2009. The banking 
sector prudence in granting new loans resulted from high indebtedness of all sectors in the country, increased 
operational risk and growth of non-performing assets. Banks’ capital decreased by 8.3% in relation to 
December 2009. This represents an increase of 15% in relation to the end of the first quarter of 2009. 

The weighed average effective lending interest rate at the end of the first quarter of 2010 amounted to 9.46% or 
0.08 percentage points higher in comparison with end-2009. The interest rates on short-term loans increased 
by 0.63 percentage points in relation to end-2009 while those on long-term loans increased by 0.04 percentage 
points. The interest rates on loans granted to natural persons are still constantly higher in relation to interest 
rates on loans granted to the corporate sector. Deposit interest rates recorded growth of 0.11 percentage points 
and at end-March of this year the weighted average effective deposit rate amounted to 3.98%.

1	 This assessment should be taken with a grain, since due to lack of available data large number of variables is assessed.

MACROECONOMIC DEVELOPMENTS
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Despite the fact that total deposits were 3.1% lower in relation to end-2009, continuation of the households’ 
deposits growth trend is encouraging. Due to operational difficulties, the number of companies and natural 
persons who do not service their liabilities to banks in increasing. 

Out of 51,176 registered legal and natural persons, 12,867 had frozen accounts according to the decision of 
competent institutions due to unpaid liabilities. Total debt value affecting the accounts freezing amounted to 
EUR 192.3 million. This concerning fact which points to prolongation of the crisis in Montenegro despite the 
first signals of the global economic recovery.

Industrial output was one of the most affected branches by the crisis. The previous year was exceptionally 
negative regarding the industrial output. It recorded a downward trend which started in the last quarter of 
2008 and continued in 2009. The declining trend in the first quarter of 2010 was somewhat moderate. In this 
quarter, the production declined by 14.5% in relation to the same period of the previous year. The increase was 
recorded only in electricity, gas and water supply sector (4.9%). It is realistic that this decline will be reduced 
over the year.

In the first quarter of 2010, the significant decline was recorded by tourism sector, but the successful tourist 
season could substantially change these numbers. It is difficult to forecast precisely the Montenegrin tourism 
trend for the whole 2010, based on the data from the first three moths, but it is evident that the challenges 
which tourist offer faced in 2009 will continue in 2010, enhanced by the “Schengen white list” extended with 
a number of region countries. The number of tourists in Montenegro was 14.4% lower while the number of 
overnights decreased by 24.8% in relation to the first quarter of the previous year. 

Positive growth rates were recorded in some transportation segments ranging from 16.6% in passengers’ air 
transport to 20.5% in passengers’ railway transport. Growth in forestry sector amounted to 11.5%, while the 
construction was still recording the decline of 9.5%, measured by the effective working hours.

Prolonged effects of the global financial crisis as well as unfavourable conditions for reviving of the economic 
activities (especially in construction, trade, tourism and transport) had the negative effect on the budget 
projections.

In the first quarter of 2010, the balance of payment (BoP) was characterized by the current account decline 
due to the decrease of export (higher than the export decline in the absolute amounts), increase of the FDI 
inflow and decrease of banks’ indebtedness abroad. The BoP current account deficit amounted to EUR 242 
million or 6.2% less in relation to the same period of the previous year. Import and export of goods declined 
by -11.6% and -21.2%, respectively. Services exchange deficit increased by 8 million, the income balance 
surplus declined by 9.5 million, while current transfers account surplus increased by EUR 8.7 million.

FDI were still high in the first quarter of 2010. Net FDI inflow amounted to EUR 129.2 million or 43.9% more 
in relation to the same period of the previous year. Investments in companies and banks increased by 30%, 
while investments in real estates decreased by 6.5%. This points to the improvement of the FDI structure.

The number of employees was averagely higher by 1.1% in relation to the first three months of the previous 
year. In the first quarter of this year, unemployment increased by 10.5% in relation to the same period of the 
previous year, indicating that one part of adjustments to the negative external shock was performed through 
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the labour market. Bearing in mind still present necessity for large economic systems restructuring, the 
unemployment growth is expected in the upcoming period.





1 REAL  
SECTOR
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1.1. Gross Domestic Product

Although official GDP data for the first quarter are not available, there are indications that recession is slowing 
down. Despite the negative trend in total industrial production and tourism in relation to the same period of 
2009, there are positive trends in industrial production on a monthly level for all three months in relation 
to the average from 2009. Positive trends were recorded in forestry sector and some transport forms, while 
the construction recorded decrease of activities, measured by the value of construction works and effective 
working hours. 

In this period gross salaries increased, wages 
without taxes and contributions remained the 
same in relation to end-2009 as well as at the 
annual level, while the number of employed 
persons recorded minor increase. In relation to 
the previous quarter of this year, the number 
of unemployed persons increased by 10.5% in 
relation to the same period of the previous year. 

Box 1.1 – Impact of the crisis in Greece on Montenegro

The crisis in Greece seriously staggered the EU. The question is to what extent this crisis will affect the 
situation in Montenegro. The Balkans is economically related to the large extent, and problems of one 
large economy must affect the rest of the region. However, bearing in mind the problems in Greece, it 
should be expected that it will not have significant direct negative influence on Montenegro. 

Unlike some region countries, Greek banks are not largely present in Montenegro. Namely, there is only 
one bank with the share under 1% in total assets and liabilities of the banking system. Thus, negative 
impact on the financial system is not expected. 

On the other hand, the crisis in Greece should not largely affect the foreign trade. Total import from 
Greece amounted to 5.2%, while some 80% of import referred to oil derivatives in 2009. Thus, problems 
in this area are not expected. Total export in 2009 amounted to EUR 48 million, of which EUR 47 million 
referred to the aluminium export. Bearing in mind that aluminium is a stock exchange product, neither 
serious problems in export of aluminium to other markets nor higher negative influence should be 
expected. 

Table 1.1
Estimated GDP (in EUR million)

2009 2010

GDP 3003.0 3117.0

Source: Ministry of Finance
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Graph 1.1 
Industrial output, annual growth rate

Source: Monstat

Potential negative influence of the Greek crisis may be expressed in higher price of indebtedness 
in Euros, bearing in mind that if a decline of certain currency is expected, financial markets require 
additional premium in that currency.

Greek crisis influenced high uncertainty at the financial markets and it can bring problems to foreseen 
issue of bonds in Euros. This is also reflected through negative experiences of some countries which 
issued bonds in Euros after the Greek crises begun. 

Weakening of the euro, as a result of this crisis, is favourable for Montenegro, bearing in mind high 
current account deficit and low competitiveness, under the assumption that this weakening will not 
reach the level which would affect the currency volatility. 

1.2. Activities

1.2.1. Industrial output

In the first quarter of 2010, industrial output was 14.5% lower in relation to the same period of the previous 
year. The production decline was reported by mining and quarrying sector (-27.6%) and manufacturing 
(-31.3%), while it increased in electricity, gas and water supply (4.9%). Observed by months, industrial output 
increased by January (13.5%) and March (17.4%) when all three sectors recorded an increase in production. 
The annual decline of industrial output amounted to 8.7%.

The production decline was recorded in ten out 
of twelve manufacturing industry subsectors, 
which are making up 54.8% of total industrial 
output, which resulted in the decline of 
manufacturing industry by 31.3%. The highest 
decline was recorded in leather and leather 
products subsector (88.9%) while the lowest one 
was in chemical products and fibres subsector 
(15.6%). The decline was also recorded in 
production of textile and textile products (-35%), 
rubber and plastic masses (-69.9%), means of 
transportation (-55.5%), manufacturing industry, 
other (-18.1%), but due to mere 1.1% share in total 
industry they did not substantially affect total 
industry decline. Production of paper, issuing 
and printing subsectors, beverages and tobacco 
which recorded increase of 2.9 percentage points 
share in total industry in relation to the previous 
year, recorded a decrease of 21.5%. Distribution 

of funds allocated by the Agro budget for 2010, through measures of market-price policy and measures for 
the competitiveness improvement of the food producers, may affect production increase in this subsector. 
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Graph 1.2 
Industrial output by sectors, Ø 2000 = 100

Sources: Monstat and CBM calculations

The decline in production of basic metals and metal products by -48.6% represent the major concern due to 
unsolved problems in the Aluminium Plant Podgorica (KAP), despite the fact that this sector has significant 
share in total industry (29.8%) in relation to the share from the previous year (43.4%). 

Higher production was recorded in other non-metal minerals subsector (17.5%) as well as in subsector 
machines and devices, other (46.4%). 

Production in mining and quarrying sector decreased by 37.6%, mostly due to production decline in mining 
of other raw materials subsector (-47.5%). production of metal was not recorded in the first three months of 
this year, as well as during several months of the previous year. Restructuring programme of the Bauxite 
Mines Niksic aims at overcoming problems of unprofitable production and overstuffing. This programme 
foresees creation of the organizational unit with 230 employees engaged in construction activities. A number 
of employees (around 600) applied for termination of employment programme with the adequate severance 
pay. In February, the Ministry of Finance and the Bauxite Mines Niksic established commission with a view 
to examine the validity of production process commencement in the mining hole “Biocki Stan”. 
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Graph 1.3 
Industrial Output – Linear development trend

Sources: Monstat and CBM calculations

After positive results from 2009, Montenegrin hydropower plants continued record production in the first 
months of 2010. In addition to favourable hydrology, this resulted also from high efficiency of all production 
facilities. In January 2010, electricity production exceeded the highest recorded production from December 
1987, that is, January 2009.

In the first three months of 2010, electricity, gas and water supply was 4.9% higher in relation to the same 
period of 2009. Besides maximum results in hydropower plants “Piva” and “Perucica”, positive results were 
recorded in thermal power plant “Pljevlja”, bearing in mind that its aggregate, after general remount in 2009, 
is still in the testing phase.

The project “Reform of the energy sector policy 
for promotion of small hydropower plants in 
Montenegro” initiated the concept of additional 
economic valorisation of locations foreseen for 
the construction of small hydropower plants. 
Bearing in mind that renewable sources are 
strategically important for long-term sustainable 
development of Montenegro, a Protocol on 
cooperation between Ministry of Economy and 
the Association of concessional companies for 
renewable energy sources was signed in February 
aiming at continuing the cooperation in projects 
realization. 

Previous year was unfavourable for the industrial 
output. The declining trend (Graph 1.3) was 
evident since the last quarter of 2008 and it 
continued in 2009, while it was somewhat 
moderate in the first quarter of 2010. 

Box 1.2 – GDP in selected countries

According to WIIW (Vienna Institute for International Economic Studies) assessments, most of central, 
eastern and south-eastern European countries expressed signs of crisis ending at the end-2009. 
Several key indicators expressed signs of recovery, but general conclusion is that the region countries’ 
economic growth will start again in 2011. It is expected that this growth will accelerate in 2012, but 
it will be slower than before the crisis occurred. According to the assessment for selected countries, 
economic stagnation is evident in Bulgaria, Romania, Serbia and Macedonia, while negative GDP 
rates were foreseen for Croatia, Bosnia and Herzegovina and Montenegro. Only Slovenia, Turkey and 
Albania would record the growth in 2010, while Poland is the only EU country that would record a 
positive GDP rate in 2010. Despite the assessments of WIIW and IMF, real GDP rate for Montenegro for 
2010 is negative. Ministry of Finance foresees moderate growth of 0.5%. According to forecasts of the 
aforementioned institutions, a recovery of the Montenegrin economy is expected in 2011, whereby the 
IMF expects GDP growth over 4%, the same growth from 2004. 
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Graph 1.4 
 Tourist overnights, January-March

Source: Monstat

Table 1 
GDP in 2008 and assessments for period 2009-2012, % 

Selected countries 2008. 2009. 2010. 2011. 2012.

projection

Slovenia 3.5 -8 1 2 2.5

Bulgaria 6.0 -5.1 0 3 3.5

Romania 7.3 -7.2 0 3 4

Croatia 2.4 -6 -1 2 2.5

Macedonia 4.8 -2 0 2 3

Turkey 0.9 -6 4 3 5

Albania 8.0 4.2 1 4 5

Bosnia and Herzegovina 5.4 -3 -1 1 3

Montenegro 6.9 -5 -1 2 3

Serbia 5.5 -2.9 0 2 3

NMS-10 4.2 -3.6 1.0 2.8 3.6

EU-15 0.5 -4.1 0.7 1.5 .

EU-27 1.0 -4.0 0.7 1.7 .

Source: WIIW assessment, February 2010

1.2.2. Tourism

There is an assumption that challenges in tourism from 2009 will continue in 2010. These challenges will 
probably be even more serious bearing in mind that a group of region countries crossed over to White 
Schengen List. According to Monstat data, in the first quarter of 2010, Montenegro was visited by 48.5 
thousand tourists or 14.4% less than in the 
same period of the previous year. The number of 
domestic tourist arrivals declined by 15.5% and 
foreign ones by 14%. Over the first three months, 
cost was visited by 22.9% less tourist than in the 
previous year, while the mountains were visited 
by 4.5% more tourists. The number of tourist 
arrivals in Podgorica increased by 6.3%. 

Some 192.8 thousand of overnights was recorded, 
which is by 24.8% less in relation to the same 
period of the previous year. Number of overnights 
in the northern region increased by 10.5%, while 
the number of overnights in southern region 
(making up 67.2% of total overnights) declined 
by 31.4%. 
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Graph 1.5 
Structure of tourist arrivals by regions

Graph 1.6 
Tourist overnights, January-March

Source: Monstat

Source: Monstat

Negative impact of the crisis continued in region 
countries over the first quarter, with exception of 
tourist arrivals from Croatia and Kosovo, which 
recorded increase 14.2% and 24.3%, respectively. 
Fewer overnight stays were recorded by tourists 
from Bosnia and Herzegovina (-60.4%), Croatia 
(-8.2%), Serbia (-4.6%), Macedonia (-2.4%) adn 
Slovenia (-1.1%). In the reporting period, the 
number of overnights increased by tourists 
from France (70.5%), Romania (45.5%), Bulgaria 
(39.3%), Sweden (2.3%), while fewer overnights 
were recorded from Germany (-36.7%), Austria 
(-33.2%), Russia (-18.6%) and Albania (-9%).

Intensive promotion and presentation of 
Montenegrin tourism products continued in 2010 
in various international fairs. Bearing in mind 
importance and potential of the Israel market, 
Montenegrin tourism products were presented 
for the first time in Tel Aviv at the International 
Mediterranean Tourism Market (IMTM) 2010. 
Montenegrin representatives participated at the 
International Investment Summit in Miami, 
where they discussed about investments in 
tourism with potential investors. The number 
of USA tourists increased by 79% over the first 
quarter in relation to the same period from 2009, 
and the growth in number of overnights was 
recorded also in 2009.

Table 1.2 

Fairs and presentations of Montenegrin tourism as of the beginning of 2010

Fairs Dates

Conventa 2010-Ljubljana 21-22 January

IMTM-Tel-Aviv 9-10 February

Metubes-Budva 10-13 February

IFT-Belgrade 24-28 February

UTAZAS 2010-Budapest 4-7 March

ITB-Berlin 10-14 March

MITT-Moscow 17-20 March

TUR 2010-Gothenburg 25-28 March
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In February 2010, there was a presentation of the Master Plan of sustainable tourism development in 
municipality of Kolasin. The Master Plan should represent a significant step in long-term development and 
improvement of tourist offer in Kolasin, through the sustainability approach, changes in town-planning and 
guidelines for natural resources exploitation and protection.

The Action plan with a set of activities that would provide positive trend in valorisation of tourism potentials 
was adopted. It would especially treat specific conditions of the tourism sector as of the beginning of the 
financial crisis. In addition, activities are focused on development of tourism oriented towards nature, 
improvement of cooperation between tourism and agriculture sectors, quality of the accommodation facilities 
and services, registration with a view to obtaining reliable and comparable data on tourism. 

Ministry of Tourism, National Tourist Organization and Montenegrin Tourism Association pointed to the 
need of improving the strategic partnership, since it is exceptionally important for the better tourist offer in 
conditions in which this season will be developing. Due to the economic crisis in the region and substantially 
stronger competition, a possibility of including the National Tourist Organization in joint regional campaign 
with the private sector was considered, aiming to provide favourable arrangements and attract as much 
tourists as possible, since the price will be one of the key factors for selection of the destination for vacation. 
In addition, it was concluded as necessary for all services providers to consider prices reduction in the period 
of crisis. Price policy corrections were suggested by the Government’s coordination body for the preparation 
and monitoring of the tourist season. Promotion of favourable arrangements in the private accommodation 
and small hotels in preseason and postseason was organized. These arrangements include: 

•	 7 days in preseason and postseason in the private accommodation, including sojourn tax in amounts 
from EUR 42 to EUR 49,

•	 7 days in main season, including sojourn tax in amounts from EUR 70 to EUR 77,
•	 Reduced prices in small hotels from 10% to 30%.

Additional advantage for tourists who will be using these arrangements are discounts from 20% to 40% on 
railway and bus transportation, 10% discount in certain restaurants, 10% discount on excursions and other 
services, as well as 5% to 10% discount in rent-a-car agencies. 

Promotion of these arrangements will be performed through intensive regional campaign (via printed and 
TV media, billboards, one-day presentations in all major region cities) aiming to the successful tourist season.

Box 1.3 – World’s tourism, European and Montenegrin tourism after the crisis in 2009 

After challenges which this sector faced in the previous period, especially in 2009, international tourism 
demand is on an upward trend. According to preliminary UNWTO data for the first two months, 
number of tourist arrivals in the world increased by 7% in comparison with the same period of the 
previous year. This is still by 2 percentage points lower than the record reached in 2008, but it points to 
the recovery in this sector. Positive growth was recorded in all world’s regions and sub-regions ranging 
from 8% in North Africa to 15% in South Asia. Somewhat slower growth of 3% was recorded in Europe 
and America. 
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Graph 1
 Tourist arrivals – World, monthly level (in %)

Source: UNWTO,
*estimate for 2010

Regarding the European 
trend in tourism statistics, 
according to the first quarter 
report assessments (Trends 
& Prospects Q1/2010) ETC, 
positive results are forecasted, 
although somewhat moderate 
in relation to results of other 
world’s regions. In the next 
three months, tourism and 
travel industry expects the 
demand growth, and it is 
expected that travels to 
Europe and within Europe 
will increase over 2% in 2010. 
Euro barometer survey from 
February 2010, conducted on 
the basis of random sample 
in all EU countries, as well as 
in Norway, Iceland, Croatia, 
Turkey and Macedonia, showed 

positive signs in the tourism sector. According to this survey, around 80% of European citizens will 
continue to travel in 2010, while 20% of them (30.000 surveyed citizens on the basis of simple random 
sample) almost definitely will not travel in 2010. 

Statistical trend in Montenegrin tourism, measured by tourist arrivals was negative in the first three 
months of this year in relation to the same period of the previous year. It is difficult to foresee the 
Montenegrin tourism trend for the whole 2010, on the basis of data from the first three months. 
According to UNWTO assessment, Montenegro is in the group of 17 countries with the negative trend 
in number of tourist arrivals out of the total number of 77 countries which results were available for 
one or two months of the first quarter. Some 24 countries had two-digit growth rate, but full scope and 
more precise analysis of UNWTO will be given in World Tourism Barometer at end-June 2010.

1.2.3. Forestry

In the first quarter of 2010, a total of 12.477m³ wood products was produced, which is by 11.5% more in 
relation to the previous year. 

In February, upon the suggestion of the Ministry of Agriculture, the Government of Montenegro adopted 
the Draft Forestry Law, forwarded for the public debate in the period 11 February - 11 April 2010. This law 
prescribes cultivation, protection, maintenance, fostering, planning and exploitation of forests, construction 
and maintenance of forest roads, monitoring of the IT system for the forestry, organization of the public 
forestry sector and support to the private one, managing and exploitation of forests, financing and supporting 
policy in forestry, oversight, as well as other important issues. 

With a view to active participation of interested parties in the forestry sector reforms, the First Montenegrin 
Forestry Forum was organized in Podgorica in the period 9-10 February 2010. 
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Graph 1.7 
Passenger road transport

Source: Monstat

1.2.4. Construction

In the first quarter 2010, the value of performed construction works amounted to EUR 35 million or 17.9% 
less in relation to the same period of the previous year. In addition, construction activities, measured by 
effective working hours, declined by 9.5%. According to Monstat data, the value of new building contracts 
amounted to EUR 14 million or 8.2% more, and the value of new contracts on other construction premises 
amounted to EUR 6 million or 51.3% lower in relation to the same quarter of the previous year.

According to the Working programme of the Montenegrin Government for 2010, the suggestion of the 
Construction Development Strategy in Montenegro up to 2020 with the Action plan will be finalized soon. 
The Strategy should define potentials and construction resources in Montenegro, identify weaknesses and 
recognize possibility of joint realization of investments with the foreign companies with defined terms for 
operating at the Montenegrin market. In 2010, a project of loans to households without apartments will be 
implemented, and the funds will be provided by the loan from the Council of Europe development bank and 
domestic commercial banks. 

1.2.5. Transportation 

In the first quarter of 2010, according to Monstat data, 37.8% less passengers were transported by road in 
relation to the same period of the previous year. Road cargo transport recorded the decline of 7.9%. 

Since it was assessed that financial documentation of the Croatian Consortium for the construction of the 
Bar-Boljare highway is not adjusted to the obligations from the concession contract, at the beginning of 
March the Montenegrin Government confirmed the decision of the Council for the highway construction on 
cancellation of the concession contract. After that, the Montenegrin Government started negotiations with 
the second-ranked Greek-Israeli consortium Aktor-HCH, and signed the contract on construction of several 
highway sections. 

In March, representative of the Montenegrin Government visited the People’s Republic of China, where they 
had intensive negotiations with representatives 
Poly Technologies Inc. about the cooperation in 
the infrastructure area. Final discussions with 
representatives of the Corporation for highways 
and bridges construction were conducted and 
the Agreement on construction of the beltway 
around Budva. 

Passenger railway transport increased 20.5% 
while cargo transport was 19.1% higher in the 
observed period. In February, the Railways of 
Montenegro and the Austrian company Swietelsky 
Bau GmbH signed the contract with the value of 
EUR 7.9 million. The money will be invested in 
reconstructing 18 kilometres of the railway section 
Bijelo Polje- Kruševo- Mijatovo kolo.
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Graph 1.8 
Passenger air transport

Source: Monstat

Total turnover in ports amounted to 338.9 thousand tonnes or 9.7% less in comparison with the first quarter 
of 2009, whereby 54.3% referred to export and 42.5% to import in this quarter. Export increased by 22% 
while import decreased by 34.7%. 

During the visit to China, Montenegrin representatives met the representatives of the Sinotrans Company, 
which is one of the leading companies in maritime transport. They discussed about the possibilities for 
establishing direct maritime connection between Port of Bar and one of the ports in China. This connection 
should be established as soon as possible on a mutual interest.

In the first quarter, 142.1 thousand passenger 
was transported in air transport which is by 
16.6% more in relation to the first quarter of the 
previous year, while cargo transport decreased by 
29%.

Negotiation between delegations of Montenegro 
and the Russian Federation were held in 
Moscow in the period 18-19 March 2010. These 
negotiations aimed at signing the Agreement 
on international air transportation between 
two states. In addition, a Memorandum of 
Understanding between the Montenegrin 
Ministry of Maritime Affairs, Transportation 
and Telecommunication and the Ministry of 
Transportation of the Russian Federation was 
signed and the issues on improving the air 

transportation were discussed. These institutions harmonized opinions in relation to establishing regular air 
transport, issuing licences and corresponding certificate to the air transport companies by the Civil Aviation 
Agency of Montenegro and the Civil Aviation Department of the Ministry of Transportation of the Russian 
Federation, promoting the air transport liberalization principle, while a special attention was dedicated to the 
security in the air transport issues. 

In February, Montenegro Airlines established air connection Nis-Podgorica-many European destinations.

1.3. Prices

Measured by consumer price index, inflation in Montenegro amounted to 0.2% in March 2010 in relation 
to the 2009-end. Prices in categories transportation (3.2%), restaurants and hotels (1.8%), health care (1.6%) 
and food and non-alcoholic beverages” (1%) recorded the highest increase in this period. Annual growth of 
consumer prices in March amounted to 0.7% and was by 4.8 percentage points lower in comparison to March 
2009. 

Prices of food and non-alcoholic beverages with the increase of 1% in the first quarter recorded the highest 
share in total inflation (251%). Prices of some food products declined: wheat flour type 500 (-1.6%), meet 
(-0.6%), milk, cheese and eggs (-0.7%), oil and fats (-0.6%), non-alcoholic beverages (-2.9%). Prices of 
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Graph 1.9 
Consumer prices 

Source: Monstat

Graph 1.10 
Total and core inflation

Source: Monstat and CBM calculation

fruits (7.7%) and vegetables (10.1%) increased, 
influencing the total growth of 1% in the category 
“food and non-alcoholic beverages.” In the first 
quarter, the highest growth was recorded by 
the transportation prices (3.2%) mostly due 
to the increase of the prices of fuel (6.4%) and 
transportation (1.2%). High share of food and 
non-alcoholic beverages and transportation in 
total inflation was cancelled by the decline in 
prices from the „housing” category (-5.8%) within 
which the prices of electricity and maintenance of 
dwellings recorded the highest decline (-11.3%) 
and (-3.3%), respectively. Medical products prices 
and medical and dentist services increased by 
0.7% and 4.1%, respectively, which affected the 
total growth of prices from „health care” category 
by 1.6%. Within the category “restaurants and 
hotels”, the prices of catering increased by 2.2%. 
Bearing in mind that this is a new product, in 
will substantially influence the prices in this 
category in relation to the previous year when it 
contained only two products (accommodation 
in dormitories for students and pupils). Prices of 
alcoholic beverages and tobacco declined by 0.3%, 
due to lower prices of alcoholic beverages (0.7%). 
A slight growth was recorded by the prices of 
clothes and foot wear (0.1%), while prices form 
the category „communication” declined by 0.1%, 
due to decline of telephone devices, and not the 
prices of services. Prices in category „culture 
and entertainment” declined by -1.2%, while the 
prices of education remained the same. Despite 
the index changes, the share of some categories is 
recorded at the second, that is, the third digit, due 
to the weighting structure (Table 1.3).

The annual core inflation rate declined and amounted to -0.2% in March. Since October 2009, the annual 
core inflation rate has been continuously lower than the total inflation due to “calming” of the prices which 
make the core inflation, while the prices of some of excluded products have been increasing. The annual core 
inflation in March 2009 was 0.21 percentage points higher than the total inflation. The annual total and core 
inflation rates are shown in the Graph 1.10. 

In March, consumer prices annual growth amounted to 0.7%, while the prices of transport recorded the 
highest annual growth of 18.4%, mostly due to growth of prices of fuels and lubricants by 36.3%. The annual 
growth of prices in the category “hotels and restaurants” amounted to 2.8%, due to the growth of catering 
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Graph 1.11 
Annual growth of total inflation and prices of food and non-
alcoholic beverages in selected countries

Source: Monstat and Statistical Offices of selected countries

prices (2.6%), which are included in the consumer prices calculation for 2010. This improved the quality of 
this group of products, which in 2009 comprised only prices of accommodation in dormitories for students 
and pupils. Prices of alcoholic beverages and tobacco increased by 2.2% due to the growth in prices of alcoholic 
beverages by 1% and tobacco by 3.1%. However, regulated and partially regulated prices (electricity, fuel, 

medicaments, tobacco) with 1.1%, recorded the 
highest contribution in total inflation amounting 
to 0.7%. The prices of core basket and agricultural 
products contributed with -0.2%. 

Prices of individual categories in the region were 
different, but food prices recorded negative rates 
in relation to high annual growth recorded in 
March 2009 (in all selected countries except 
FYR Macedonia). Thus, the annual rate of food 
and non-alcoholic beverages prices in Croatia 
amounted to -3.4%, in Bosnia and Herzegovina 
-3.1%, Macedonia -1.9%, Serbia -1.3% and 
Montenegro -1.2%. Since this category affects 
the total prices by its weighting share, food 
prices decline influenced the decrease of annual 
inflation in selected countries.

 
Table 1.3  
Share of individual categories in total inflation

Weights III 10/XII 09 Growth rate Contribution 
Share 

in total 
inflation

total 10000 100.2 0.2 0.2 100.0

Food and non-alcoholic beverages 3755 101.0 1.0 0.4 251.0

Alcoholic beverages and tobacco 372 99.7 -0.3 0.0 -7.0

Clothes and footwear 761 100.1 0.1 0.0 3.4

Housing 1287 94.2 -5.8 -0.7 -485.2

Furniture and appliances 494 100.8 0.8 0.0 25.3

Health care 280 101.6 1.6 0.0 29.7

Transportation 1216 103.2 3.2 0.4 249.1

Communication 558 99.9 -0.1 0.0 -2.1

Culture and entertainment 321 98.8 -1.2 0.0 -25.3

Education 218 100.0 0.0 0.0 0.0

Restaurants and hotels 296 101.8 1.8 0.1 34.7

Other goods and services 442 100.9 0.9 0.0 26.4

Source: Monstat and CBM calculation

In Euro area, the annual inflation amounted to 1.4%, whereby transportation recorded the highest growth of 
6.1%, while food recorded the highest annual decline of -0.6%. 
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Graph 1 
Annual indices of selected categories

Source: Monstat and CBM calculation

Box 1.4 - Inflation in individual groups of products since the beginning of the crisis

Due to recession, economic activity decline, total inflation in Montenegro substantially „calmed”. 
Decrease of prices in selected categories shown in the Graph 1, especially of the food prices (with 
agricultural products) largely affected decline in total and core inflation. Core inflation had higher rate 
than the total inflation for a longer period of time, whereby in 2009, this rate was somewhat lower in April 
and May, and since October 2009 until March 2010 in has been continuously lower than the total inflation. 
This trend was affected by lower prices of agricultural products (extracted from the „food” category), 
which after the substantial growth in April, May and June 2008 (with slight oscillations), recorded 
continuous annual rate decline. Fuel prices recorded the highest fluctuation which followed oil prices 
trends at the world’s markets 
and their annual growth in 
March 2010 amounted to 
36.31%. Thus, three out of five 
indicators for the first three 
months reported negative 
annual rate. In March, core 
inflation amounted to -0.23%, 
food -0.96% and agricultural 
products -3.77%. All three 
categories which affect total 
inflation trend recorded 
similar development as well as 
the total inflation, especially 
since October 2009. In should 
be noted that food basket 
contains also agricultural 
products which trends are 
shown in the Graph as well as 
extracted group from the total 
food basket.

As of the beginning of 2010, oil prices at the world’s markets were increasing with slight oscillations, 
supported by expectations on global economic growth and US dollar decline. In the first quarter of 2010, 
the price of reference OPEC basket averagely amounted to USD/barrel 75.4 and was 1.9% higher in relation 
to the price from December 2009, and 75.8% higher in relation to the average price from the same period 
of the previous year. An average “brent” oil price amounted to USD/barrel 76.24 or 2.6% more in relation 
to the price from December 2009. The highest “brent” oil price was recorded in March (USD/barrel 78.90) 
which represents the highest price as of the beginning of the financial crisis. In October 2008, the average 
“brent” oil price amounted to USD/barrel 71.78. Analysts foresee global demand increase in 2010, which will 
be stimulated by increased demand from the region countries, as well as by increased petro-chemical and 
transportation activities. Report of the IEA also showed that the world’s oil demand will grow, due to the 
increase of economic activities in Asia, especially in China.
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Graph 1.12 
Oil prices, monthly growth rate

Graph 1.13 
Number of employees

Source: Monstat and ‘’Monthly Oil Market Reports’’, OPEC

Source: Monstat

In the first quarter, producers’ prices of 
manufactured products declined by 3.6%. The 
decline was recorded in all three sectors, whereby 
the manufacturing prices declined by 2%; mining 
and quarrying prices by 1%, electricity, gas and 
water supply prices by 8.6%. Observed annually, 
producers’ prices of manufactured products 
declined by 4.6%. 

1.4. Labour market

In the first quarter, number of employees averagely 
amounted to 171,707 and was by 1.1% higher in 
relation to the same period of the previous year, 
while in March, this number was 0.4% higher in 
relation to the end of the previous year. Observed 
by sectors, the highest growth was recorded 
in real estates and renting activities (34.2%), 
wholesale and retail trade, motor vehicles repair, 
hygiene products for personal and households’ 
use (16.6%), other communal, public and 
personal services (14%), financial intermediation 
11.1% and construction (1.5%). All other sectors 
reported decline in number of employees in 
relation to the same period of the previous year. 
The highest decline was recorded in mining and 
quarrying (-22.6%) and manufacturing industry 
(-17.8%) resulting from the operational problems 
in mining and metal industry.

Observing the employees’ structure in three key 
sectors (production, services and public sector), 
the highest number of employees is in the services 
sectors followed by the public sector, while the 
production sector reported lowest number of 
employees. 

Labour market records an increase in number of unemployed persons. In the first quarter of 2010, the average 
number of registered unemployed persons amounted to 32,182 or 10.5% more in relation to the same period of 
the previous year. In March, the Employment Agency of Montenegro registered 33,117 unemployed persons, 
which represents the highest registered number since July 2007 or 13.5% more than in March 2009 and 9.8% 
more in relation to December 2009. 
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Graph 1.14 
Employees’ structure, %

Source: Monstat

Graph 1.15 
Number of unemployed persons

Graph 1.16 
Unemployment

Source: Employment Agency of Montenegro

Source: Monstat and Employment Agency of Montenegro 

In order to increase total employment and to 
improve labour force quality, the Employment 
Agency of Montenegro conducted determined 
activities with unemployed persons 
(conversations, seminars, workshops, interviews 
and plans for employment). In addition, due to 
unfavourable age and qualification of unemployed 
persons and expected inflow of new unemployed 
persons whose age and qualifications are also 
unfavourable, the Agency tries to motivate 
unemployed persons and to include them at 
the labour market, in order to employ as many 
persons as possible. Special attention is referred 
to education for lacking jobs and skills, especially 
in the tourism, catering and construction 
sectors, bearing in mind that these sectors 
employ substantial number of foreign citizens. 
It is expected that unemployment will increase 
up to the end of the first half of 2010, due to the 
global crisis and that employment process will 
be slow until the improvement of the economic 
environment. 

According to the Employment Agency data, the 
unemployment growth rate amounted to 12.54% 
in March (number of registered unemployed 
persons in relation to employed persons). The 
other unemployment rate is published by 
Monstat quarterly, based on the Labour Force 
Survey which is harmonized with the Eurostat’s 
recommendations. Development of the two rates 
is shown in the Graph 1.16.

Salaries and Wages

In the first three months of 2010, the average 
salary in Montenegro amounted to EUR 695 or 
7.1% more in relation to the same period of the 
previous year. The average salary without taxes 
and contributions amounted to EUR 466, the 
same as in the first quarter of 2009. The highest 
salaries without taxes and contributions were 
recorded in financial intermediation (EUR 836), 
while the lowest ones were in fishery sector 
(EUR 216). Growth of salaries without taxes and 
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contributions was recorded in fishery (44%), agriculture, forestry and water supply (26.4%), mining and 
quarrying (16.7%), production of electricity, gas and water (10.5%), hotels and restaurants (10.3%), wholesale 
and retail trade (8.6%), construction (2.7%) and real estate and renting sector (2%). Other sectors recorded 
decline of salaries without taxes and contributions, while the highest decline of 7.3% was recorded in public 
administration and social insurance. Namely, as of 1 January 2010, amended Law on Natural Persons Income 
Tax and Law on Mandatory Social Insurance entered into force. According to these laws, natural persons 
income tax decreased from 12% to 9%, As well as employers’ contributions from 14.5% to 9.8%, while total 
contribution for mandatory social insurance increased from 32% to 33.8%. These provisions increased 
contributions by employees. The decrease of salaries in public administration and budget beneficiaries as of 
1 January 2010 aimed at stabilization of public finances and establishment of regular and full liquidity of the 
State Treasury and normal functioning of expenditure units of the Montenegrin budget. 

Table 1.4  
Average salary without taxes and contributions, by sectors

Salaries without taxes and 
contributions index

Ø I - III 09 Ø I - III 10 ØI-III 10.
Ø I - III 09

TOTAL 466 466 100.0

Agriculture, forestry and water supply 450 569 126.4

Fishery 150 216 144.0

Mining and quarrying 569 664 116.7

Manufacturing industry 459 446 97.2

Production of electricity, gas and water 600 663 110.5

Construction 408 419 102.7

Wholesale and retail trade, repair 269 292 108.6

Hotels and restaurants 331 365 110.3

Transportation, warehousing and telecommunications 584 582 99.7

Financial intermediation 877 836 95.3

Real estates, renting 405 413 102.0

Public administration and social insurance 490 454 92.7

Education 426 414 97.2

Health and social welfare 463 451 97.4

Other communal, personal and social services 416 388 93.3

Source: Monstat 

Box 1.5 – Average salaries by countries of former Yugoslavia, March 2010

Data on average salaries in March 2010 show the difference in amount by countries of former Yugoslavia. 
In March 2010, salaries without taxes and contributions recorded increase of 0.9% in Montenegro 
and Bosnia and Herzegovina, 3% in Macedonia, 5% in Slovenia, 10.4% in Serbia, while in Croatia they 
decreased by 0.2% in relation to March 2009. Observing the net amount of the average salary, Slovenia 
takes the leading position, followed by Croatia. Montenegrin average net salary is higher than that in 
Bosnia and Herzegovina, Serbia and Macedonia.
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Table 1 
Salaries in former Yugoslav countries, EUR (ranking by net amount)

Zemlja Neto plate Bruto plate

Slovenija 967 1.499

Hrvatska 738 1.079

Crna Gora 465 693

Bosna i Hercegovina 405 621

Srbija 336 466

Makedonija 331 487

Source: Statistical offices and central banks of these countries
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Developments in the first quarter of 2010

The structure of banks’ financing sources substantially changed (dominant share of short-term deposits and 
decrease of borrowing) in the first quarter of 2010, which affected the decrease of loans to deposits ratio by 
0.19 percentage points at the annual level. 

Parent banks’ financing cannot be in the same volume as during the credit expansion period, since they 
decrease their exposure and some of then are facing difficulties in their own countries. Borrowings from 
parent banks decreased by EUR 60 million or 11% amounting to EUR 485.7 million at the end of the first 
quarter.

On the other hand, financial assets of households decreased, while liabilities increased. Households’ incomes 
became uncertain and decrease in prices f real estates and collateral value negatively affected the offer and 
demand for banks’ loans. 

High risk and the increase of non-performing assets rendered more severe lending conditions, thus 
prolonging decline in loans offer. Growth of loan losses and higher provisions negatively affected profitability 
of the banking sector2.

Although the solvency is satisfying, banks’ capitalization is still inadequate. Banks had more assets than 
liabilities and were liquid over the first quarter.

Before the crisis escalated, majority of large banks implemented inadequate risk management policy in order 
to obtain higher market share. This caused many problems such are: enforcement of claims, improvement 
of balance sheet positions, collection of acquired assets, insufficient capital level, loss manifestation. That 
created more favourable market position of small banks, which had significant lending activity, although the 
conditions for loans granting were not often favourable.

Key balance positions (total assets, loans, deposits and borrowings) declined in the first quarter 2010 (assets 
by 3.6%, loans by 1.7% and deposits 3.1%). Negative financial result (EUR -25.8 million) was recorded at the 
system level.

High operating expenses, with low yields, represent another business risk of banks. Therefore, banks are 
expected to perform needed rationalizations in order to become rentable. 

2	 Many studies showed that growth of non-performing loans affects slowing down of the business cycle for at least two to three 
quarters IMF WP/08/224, “Systemic Banking Crises: A New Database”- Luc Laeven and Fabian Valencia



34 Chief Economist Report • First Quarter 2010

Graph 2.1 
Banks’ liquid assets, monthly average

System soundness is maintained, but it requires constant monitoring and improvement with a view to better 
business risk management, primarily credit risk as the dominant business risk.

2.1. Banks’ Liquidity 

The decision on Minimum Liquidity Standards3, implemented as of January 2009, prescribes banks’ 
obligation to maintain minimum liquidity ratio4 on a daily (0.9%) and ten-day basis (1.0%). 

Over the first quarter of 2010, liquidity ratio on a daily and ten-day basis for the banking system as a whole 
was above the prescribed minimum. At the end of the first quarter of 2010, liquidity ratio amounted to 1.95, 
and it insignificantly improved in relation to the previous year-end (1.93) while it significantly improved in 
relation to the same month of the previous year (1.23) (Table 2.1). In the first three months of 2010, all banks 
had daily and ten-day liquidity ratios above the prescribed minimum. 

Table 2.1  
Aggregate liquidity indicator, end-month

Description/period
2009 2010

III VI IX XII I II III
Liquidity indicator (Banks liquid assets/Matured liabilities for loans 
and borrowings) 1.23 1.42 1.66 1.93 1.94 1.91 1.95

Source: Daily banks’ reports

At the end of the first quarter of 2010, the 
dominant share in the structure of banks’ liquid 
assets was recorded by domestic liquid assets 
(56.5%), while 43.5% of liquid assets referred to 
foreign banks’ assets.

Liquid banks’ assets5 amounted to EUR 393.9 
million at end-March 2010. In relation to end-
2009, banks’ liquid assets were 14.7% lower, while 
it was 18.8% higher in relation to end-March of 
the previous year (Graph 2.1). 

The share of liquid in total assets amounted to 
13.5% at the end of the first quarter of 2010, 
and in relation to end-2009 it decreased by 1.8 
percentage points, while in relation to the end of 

3	 “OGM” 60/08
4	 Bank’s liquid assets to matured liabilities ratio for loans and borrowings.
5	 According to the new Decision on liquidity risk management, liquid assets are consisted of cash and deposits with depository 

institutions decreased by 50% of allocated reserve requirement.
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the first quarter of 2009 it increased by 3.0 percentage points. Loans to deposits ratio amounted to 1.33 at 
end-March 2010, and it deteriorated in relation to end-2009 (1.31), while in relation to the same month of the 
previous year it improved (1.52) (Table 2.2).

Table 2.2 
Selected banks’ liquidity indicators, period- end

Description/period
2009. 2010.

III XII III

Loans/deposits 1.52 1.31 1.33

Liquid assets/total assets (%) 10.5 15.3 13.5

Reserve requirement was not used for liquidity improvement in the first quarter of 2010.

2.2. Aggregate balance sheet of banks

Total banks’ assets decreased by 3.6% or EUR 108.3 million in the first quarter of 2010 (Table 2.3).

Table 2.3
Banks’ assets, changes

 ASSETS

EUR thousand Change Change 

2009. 2010.
Q1

Q1 2010/Q4 2009 Q1 2010 /Q1 2009

Q1 Q4 EUR million % EUR million %
1. Cash and deposits with 

depository institutions 416,750 528,707 458,082 -70,625 -13.4 41,332 9.9

2. Loans 2,682,155 2,397,756 2,355,926 -41,830 -1.7 -326,229 -12.2

2.1. Loans loss provisions -125,881 -150,224 -160,022 9,798 6.5 -34,141 27.1

2.2. Net loans 2,556,274 2,247,532 2,195,904 -51,628 -2.3 -360,370 -14.1

3. Securities 55,861 69,129 69,370 241 0.3 13,509 24.2

4. Other assets 136,193 185,947 200,293 14,346 7.7 64,100 47.1

5. Other asset items loss 
provisions -5,117 -6,084 -6,717 633 10.4 -1,600 31.3

6. TOTAL ASSETS 3,159,961 3,025,231 2,916,932 -108,299 -3.6 -243,029 -7.7

LIABILITIES              

1. Deposits 1,761,200 1,824,688 1,767,817 -56,871 -3.1 6,617 0.4

1.1. Demand deposits 641,263 667,824 645,086 -22,738 -3.4 3,823 0.6

1.2. Time deposits 1,119,937 1,156,863 1,122,731 -34,132 -3.0 2,794 0.2

2. Borrowings 990,468 734,832 698,800 -36,032 -4.9 -291,668 -29.4

3. Other liabilities 141,620 131,963 144,604 12,641 9.6 2,984 2.1

4. Total capital 264,541 331,733 304,232 -27,501 -8.3 39,691 15.0

4.1. Capital and reserves 276,929 353,302 330,021 -23,281 -6.6 53,092 19.2

4.2. Profit/Loss (+-) of the 
current year -12,388 -21,569 -25,789 4,220 19.6 -13,401 108.2

5. TOTAL ASSETS 3,159,961 3,025,231 2,916,932 -108,299 -3.6 -243,029 -7.7
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Table 2.4 
Return on average earning assets by countries

Country ROA as of 31 March 2010

Croatia 1.1%

Serbia 1.3%

Bosnia and Herzegovina 0.08%

FYR Macedonia 0.6%

Montenegro -3.45%

latest available data

The decrease of banks’ assets resulted from the decrease of cash and deposits in depository institutions 
by EUR 70.6 million or 13.4% and loans by EUR 41.8 million or 1.7%. All other asset positions recorded 
growth on a quarterly level. Other assets increased by EUR 14.3 million or 7.7%, securities by 0.3%, loan loss 
provisions increased by 6.5% and other asset items by 10.4%.

At the annual level, only loans decreased, but that increase affected the decline of total assets by 7.7%. Loans 
decreased by 12.2% or EUR 326.2 million in relation to the end of the first quarter of 2009. All other asset 
positions recorded substantial annual growth. Cash and deposits with depository institutions increased by 
9.9%, securities by 24.2%, other assets by 47.1%, loans loss provisions by 27.1% and other asset items loss 
provisions by 31.3%.

In the first quarter, banks’ deposits decreased by 3.1% and borrowings by 4.9%. Total capital decreased 
by 8.3% or EUR 27.5 million. Other liabilities increased by 9.6%. Financial result deteriorated by EUR 4.2 
million or 19.6%.

Observed annually, the situation is slightly different. Deposits increased by 0.4%, total capital by 15%, 
borrowings decreased by 29.4%, while other liabilities increased by 2.1%, but the loss at the system level 
doubled. 

At the end of the first quarter of 2010, six banks reported increase of assets ranging from 0.8% to 11.1%, while 
five banks recorded decrease from 0.38% to 11.3%.

ROA ratio amounted to -3.45% at the end of the first quarter of 2010. It deteriorated in relation to end-2009 
when it amounted to -0.70%, while the return on average earning assets ratio amounted to -3.94%, and it 
deteriorated in relation to the end of the previous year when it amounted to -0.78%. Earning assets made up 
81.2% of total assets (81.9% at end-2009). 

Bearing in mind that fixed expenses represent 
the largest share in bank’s business expenses, it 
is very important to have satisfying volume of 
bank’s business activity, especially regarding 
the lending activity, in order to cover business 
expenses and gain profit.

Pass assets (A) made up 47.3% in relation to end-
2009 when it amounted to 47.4%), while non-
performing assets (C, D, E) made up 12.8% of 
total assets or 77.6% of the capital increased by 
loss provisions at end-2009.

2.2.1. Structure of balance sheet of banks

At the end of the first quarter 2010, the structure of balance sheet of banks changed in relation to end-2009. 
The share of loans in total assets increased by 1.5 percentage points, other assets by 0.8 percentage points, 
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provisions by 0.5 percentage points and securities by 0.1 percentage points. Only the share of cash and 
deposits with depository institutions decreased by 1.8 percentage points.

The share of total capital decreased by 0.6 percentage points and borrowings by 0.3 percentage points, while 
the share of deposits decreased by 0.3 percentage points and other liabilities by 0.6 percentage points (Table 
2.5).

Table 2.5 
The change in the balance sheet structure of banks, %

  Q4 2009. Q1 2010.
Difference, 
percentage 

points
ASSETS      

1. Cash and deposits with depository institutions 17.5 15.7 -1.8

2. Loans 79.3 80.8 1.5

3. Securities 2.3 2.4 0.1

4. Other assets 6.1 6.9 0.8

5. Provisions 5.2 5.7 0.5

6. TOTAL ASSETS 100 100 0.0

LIABILITIES      

1. Deposits 60.3 60.6 0.3

2. Borrowings 24.3 24.0 -0.3

3. Other liabilities 4.4 5.0 0.6

4. Total capital 11 10.4 -0.6

5. TOTAL ASSETS 100 100 0

2.2.2. Concentration indicators

At end-March 2010, concentration indicators of the Montenegrin banking system (measured according to 
assets and loans) decreased, while the concentration measured according to deposits increased. 

The Herfindahl-Hirschman Index (HHI), measured according to assets amounted to 1.579 points at the end 
of the first quarter of 2010, which is 57 points lower in relation to end-2009 (Table 2.6). Measured according 
to loans, it was 44 points lower and according to deposits it increased by 46 points.

Table 2.6 
HH concentration index, period-end

HH index 2003. 2004. 2005. 2006. 2007. 2008. 2009. Q1 2010.

According to assets 1.531 1.641 2.296 2.042 1.918 1.911 1.636 1.579

According to deposits 1.892 1.991 2.898 2.350 2.298 2.465 1.943 1.989

According to loans 1.526 1.699 2.336 2.126 1.917 1.959 1.699 1.655
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Table 2.8 
Growth of loans, %

  Q1 2010.
Q4 2009.

Q1 2010.
Q1 2009.

Financial institutions 51.0 -51.4

Corporate sector -2.4 -15.0

Households -2.0 -10.8
General Government 
(Government, municipalities, funds) 5.0 62.6

Other 5.8 5.1

TOTAL -1.7 -12.2

Concentration ratio for three largest banks “C3” was substantially lower in relation to the first quarter of 
the previous year, according to assets and deposits, while according to loans it remained at the same level. 
In addition, ratio „C5” points to the decrease of assets, deposits and loans concentration at the annual level. 

At the end of the first quarter of 2010, the highest concentration was recorded by deposits. Three largest 
banks „hold” 70.7% of total deposits, while 5 largest banks have 83.75% of total deposits of the Montenegrin 
banking system.

Table 2.7 
Concentration indices C3 and C5

 
CR3 CR5

Q I 2010 Q I 2009 Q I 2010 Q I 2009 

 ASSETS 61.2% 65.6% 68.5% 86.5%

 Deposits 70.7% 75.0% 83.7% 86.3%

 Loans 63.1% 63.1% 82.5% 84.3%

Montenegrin banking sector is highly concentrated, which is the characteristics of small banking systems 
and small economy such as ours.

2.2.3. Banks’ Lending Activity

Current portfolio risk in banks, poor solvency of potential clients, high prices of the funds’ sources which 
increase the price of placements are factors which affected the lending activity of banks in the previous 
period. Observed annually, 12.2% less loans was granted, while the decline of lending activity in the previous 
quarter amounted to 1.7%. Banks granted EUR 326.2 million or EUR 41.8 million less at the annual, that 
is, quarterly level. Absence of the lending activity in systemically important banks was a key factor which 
influenced the decline of lending activity in the previous period. The rest of the banking system (seven banks) 
recorded growth of loans in the previous period. 

Loans to the corporate sector and households made up 94.5% of total loans granted at end-2009. The two 
largest sectors, corporate sector and households had 2.4% and 2.0% less cash coming from banks’ borrowings. 
More loans were granted to other sectors in relation to the end-2009: financial institutions (51%), General 
Government 5% and “other” (5.8%). 

In one-year period, the decline of loans granted 
was recorded by the following categories: financial 
institutions, corporate sector and households, 
while General Government and category “other” 
recorded growth (Table 2.8). 

At the end of the first quarter of 2010, maturity 
structure of loans is dominated by long-term loans 
with 76.8%, which represents higher share of these 
loans in relation to the end-2009 (74.8%) (Table 2.9). 
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Table 2.10
Loan structure by activities as of 31 March 2010

Agriculture, hunting, fishing 0.3

Mining 1.6

Energy 0.7

Construction 8.1

Trade 21.5

Services, tourism, catering 8.8

Transportation, warehousing, 
telecommunications 2.5

Finances 2.5

Real estates trade 3.7

Administration, other public services 2.4

Households 38.1

Other 10.0

TOTAL: 100.0

Table 2.9 
Maturity structure of total loans, %

  XII 2008. XII 2009. Q1 2010.

Up to tree months 9.1 8.4 8.1

From three months up to one year 18.7 16.9 15.2

From one to three years 21.4 23.0 22.9

Over three years 50.9 51.8 53.9

TOTAL 100.0 100.0 100.0

Observed by sectors, the largest loan beneficiaries 
were: households (38.1%), trade (21.5%), category 
“other” (10%), services, tourism and catering 
(8.8%), construction (8.1%) and real estates trade 
(3.7%). The remaining part of loans granted 
(9.8%) referred to: transport, warehousing, 
telecommunications, finances, administration 
and other public services, mining, energy, 
agriculture, fishing and hunting (Table 2.10).

Dominant share and maturity structure of loans 
granted to the services sector point to the need of 
structural adjustments of Montenegrin economy, 
aiming to provide sustainable development, in 
mid and long-term.

Table 2.11
Structure of loans by purpose, QI 2010

Structure of loans by purpose, % Q1 2009 Q4 2009 Q1 2010

Liquidity (current assets) 26.0 19.0 18.9 

Construction and restorations of buildings 13.6 16.9 17.6 

Refinancing of liabilities to other banks 0.1 0.3 0.3 

Purchase of vehicles 0.6 0.5 0.5 

Purchase of securities 0.2 0.2 0.2 

Purchase of fixed assets 11.4 16.9 16.7 

Preparation of tourist season 1.1 0.9 0.8 

Consumer loans 1.8 1.8 1.5 

Cash (non-ear-marked) 15.7 14.4 14.0 

Housing loans 12.6 14.6 15.2 

Credit cards 1.5 1.7 1.8 

Overdraft 2.4 1.9 1.9 

Other 13.1 11.1 10.6 

TOTAL: 100.0 100.0 100.0 



40 Chief Economist Report • First Quarter 2010

Graph 2.2 
Total deposits, in EUR million

Observed by purpose, most of loans were granted for: liquidity improvement (18.9%), construction and 
restoration of buildings (17.6%), purchase of fixed assets (16.7%), housing (15.2%), cash earmarked loans 
(14.0%), and category “other” (10.6%). The share in the loan structure for liquidity improvement, cash loans, 
overdraft loans and loans from category “other substantially declined at the annual level. The share of loans 
for the purchase of fixed assets, construction and restoration of buildings increased.

Total loans currency structure on loans in foreign currency amounted to 4.2%. As foreign currency deposits 
and borrowings made up 3.7% and 16.04% of total deposits and borrowings, respectively, FX risk of 
Montenegrin banks is not high.

In the previous quarter, non-performing and past due loans increased. Non-performing loans (C, D, E) made 
up 14.9% of total loans, while 31.2% referred to past due loans. Loan loss provisions increased in relation to 
the end-2009 making up 6.8% of total granted loans (Table 2.12). Restructured loans increased by 9.8% at 
end-March.

Table 2.12  
Key indicators of banks’ lending activities, end-quarter, %

Description/period Q4 2008. Q4 2009. Q1 2010.

Non-performing loans (C, D, E)/Total loans 7.2 13.5 14.9

Past due loans//Total loans 11.50 22.9 31.2

Loans loss provisions/Total loans -4.0 -6.3 -6.8

Restructured loans//Total loans - 9.3 9.8

For example, non-performing loans in the banking system of Serbia made up 16.5% at end of the first 
quarter of 2010 and they increased in relation to the end of the previous year. In Bosnia and Herzegovina, 
non-performing loans also increased (by 1.24 percentage points at end-2009). At the end of the first quarter, 
non-performing loans made up 7.1% of total loans. The share of non-performing loans in total loans in FYR 
Macedonia amounted to 8.8% (last available data at end-2009).

2.2.4. Deposits 

Total deposits decreased by EUR 56.8 million 
or 3.1% in the first quarter. Observed annually, 
deposits increased by 0.4% or EUR 6.6 million. 
Corporate sector and households’ deposits made 
up 75.6% of total deposits. Households’ deposits 
have been constantly increasing since June 2009 
(except in January 2010), which is a positive 
sign, but corporate sector deposits and deposits 
of other sectors slightly declined, which reflects 
problems of real economy. 
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Graph 2.3 
Deposits of households, corporate sector and other, in EUR thousand

Graph 2.4 
Deposits’ maturity structure, %

In relation to the previous quarter, deposits of financial institutions and households increased, while corporate 
sector and households’ deposit increased in one-year period (Table 2.13).

Table 2.13  
Deposits’ growth, %

  Q1 2010/Q4 2009. Q1 2010/Q3 2009. Q1 2010/Q2 2009. Q1 2010/Q1 2009.

Financial institutions 1.7 0.6 -23.6 -7.2

Corporate sector -4.7 -24.9 10.3 10.9

Households 0.7 10.4 13.2 8.9

General Government 
(Government, municipalities, 
funds)

-8.2 -15.5 -8.2 -22.6

Other -22.6 -20.9 -39.0 -35.2

TOTAL -3.1 -7.0 0.6 0.4

In the deposits’ structure, the largest part of 
deposits referred to households (48.1%), which 
is not favourable, observed from the aspect of 
banks’ exposure to individual sectors. Large part 
of deposits refers to finances (14.6%), category 
“other” (7.5%), administration and other public 
services (4.9%), transportation, warehousing and 
telecommunication (6.2%), tourism (services, 
tourism, catering – 3.8%), trade (4.7%) and 
energy (5.4%) (Graph 2.3). In relation to year-
end, the share of deposits of households, finances 
sector and category “other” increased, while other 
sectors’ deposits decreased. 

Observed by the quality of funds’ sources, 
maturity structure is very important, and it was 
not very favourable in the first quarter of 2010. 
Short-term deposits with maturity up to 1 year 
were dominant in the maturity structure of total 
deposits (87.7%) at the end of the first quarter 
of 2010. This refers also to the structure of time 
deposits. Deposits with maturity up to 3 months 
and from 3 months to 1 year made up 80.6% of 
time deposits which is almost the same maturity 
structure from the end of the previous year.
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 Box 2.1 – Deposits’ currency structure, region countries

Most of region countries are not in the category of euroised economies but in the category of informally 
euroised economies. The following data confirms the aforementioned: 

The share of deposits in Euros in total deposits of the Serbian banking system amounted to 67.5% at 
he end of the first quarter. This influenced the increase of „euroisation” of the system in relation to 
the previous years (2008 – 63.2%, 2009 – 65.3%). In the total households’ deposits, 98% referred to FX 
deposits (mostly in Euros).

In Croatia, banking system euroisation is increasing. At end-February 2010 (last available data), the 
share of FX deposits in total saving and time deposits amounted to 79.1% or 10.7% more in relation to 
the same period of the previous year.

At end-March 2010, the share of FX deposits (mostly Euros) in the Macedonian banking system 
amounted to 53.3% which points to the growth of euroisation.

According to the data of the Central Bank of Bosnia and Herzegovina, 46.2% of total deposits with 
banks is in Euros, which points to the euroisation increase.

Box 2.2 – Euro – safe currency for all 

In a short period of time (ten years), Euro became second most important currency after dollar, 
attractive currency in FX reserves in the majority of countries, stabile currency of confidence, due to 
good management by ECB. 

Previous experiences showed that volume and strength of Euro area enabled the external shocks 
absorption. However, the global crisis represented first big test for Euro. Banking background of the 
global crisis affected the need of the national banking system for the lender of last resort. In non-
eurised countries, where the volume of the banking liabilities in different currency is substantial, 
national central bank losses its capacities, while economic and banking systems suffer from many 
difficulties. National currencies showed incapability to resist the crisis. 

Euro area countries also suffer the consequences of the crisis. Some of the major problems refer to 
deterioration of public finances above the level prescribed by the Maastricht criteria. However, the 
Stability and Growth Pact and the Procedures for excessive deficit suppression oblige Euro area 
countries to improve public finances in a couple of years. 

Euro affected the inflation decline down to a low and stabile level. Low inflation affects the interest 
rates decline, thus, consumer and investment loans are cheaper, which influenced the increase of long-
term investments. 

There are many advantages of using Euro for the economy, banking system, Government and 
Montenegrin Citizens.  

Economy – Euro stimulates economic stability and growth, provides higher certainty and chances 
for business, contributes to the transparency of prices and growth of market competition, increase of 
market exchange due to disappearance of the FX risk.  
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Banks – Lower FX risk and interest rates affected the increase of thrust in the banking system 
development. Euro provides larger integration with the global financial markets.

Government – Euro increases fiscal policy credibility since there is no debt monetisation. Debt 
servicing and planning of state revenues and expenses is eased due to the lack of currency deviation.  

Households – Euro provides more choices and stabile prices for consumers and citizens, higher 
employment and living standard.

2.2.5. Foreign assets and liabilities of banks 

At end-March 2010, foreign banks’ assets6 amounted to EUR 292.4 million, and in relation to end-2009 
it declined by 10.8%, while in relation to the same month of the previous year it increased by 10.1%. The 
dominant share in the foreign assets was recorded by foreign banks’ deposits (63.9%), followed by cash in 
vaults (21.4%) and loans to non-residents (14.7%) (Table 2.14). 

Table 2.14  
Banks’ foreign assets, period-end, in EUR 000 000

III 2009 VI 2009 IX 2009 XII 2009. III 2010

Foreign assets, total 265,4 300,3 375,5 327,8 292,4

Deposits 172,8 179,6 227,4 230,6 186,9

Cash (Euros and other currencies) 45,9 75,4 104,9 57,3 62,6

Loans 46,7 45,2 43,1 39,9 42,9

Securities, without shares 0 0 0 0 0

Foreign banks’ liabilities7 amounted to EUR 984.5 million and in relation to end 2009 they declined by 
5.3%, while in relation to the same month of the previous year they decreased by 27.3%. Foreign borrowings 
dominated in the foreign liabilities’ structure (67.1%), followed by deposits of non-residents (32.4%), while 
minor part of these liabilities (0.5%) referred to liabilities on issued debt securities (Table 2.15).

Table 2.15 
Banks’ foreign liabilities, period-end, in EUR 000 000

III 2009 VI 2009 IX 2009 XII 2009. III 2010

Foreign liabilities, total 1,353.5 1,332.7 1,143.1 1,039.6 984.5

Loans 920.9 912.0 824.0 695.6 660.8

Deposits 427.9 416.1 314.5 339.4 319.1

Securities, without shares 4.6 4.6 4.6 4.6 4.6

6	 Liabilities of residents
7	 Liabilities of non-residents
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Graph 2.5 
Foreign borrowings, in EUR 000 000

Graph 2.6 
Share of foreign assets and liabilities in total assets and liabilities, 
Montenegrin banking sector, %

Table 2.16 
Household loans as at 31 March 2010

Loan type %

Cash – non-purpose 34.9

Special purpose 47.3

Mortgage 17.3

Leasing operations 0.5

TOTAL 100.0

After continuous negative trend in 2009, foreign 
borrowings increased in February and March 
2010, and at end-March amounted to EUR 660.8 
million. Foreign borrowings were by 5% lower 
in relation to end-2009, and by 28.2% lower if 
compared to the first quarter of the previous year. 
In the first quarter of 2010, all banks used foreign 
borrowings, while the largest part of borrowings 
referred to borrowings of Hypo Alpe Adria Bank, 
Societe Generale Bank, KFW and EFSE (Graph 
2.5).

Long-term borrowings made up 96.4% in the 
maturity structure of foreign borrowings. 
Currency structure shows that banks are mostly 
indebted in Euros (84%). 

Net foreign assets amounted to a EUR -692.1 
million at the end of the first quarter of 2010. At 
the end of the first quarter of 2009 it amounted to 
a EUR -1.088.0 million. 

Foreign liabilities to banks’ total assets and 
liabilities ratio showed that non-residents financed 
33.8% of banks’ assets at end-March 2010. This 
ratio had negative trend from the end of the first 
quarter of 2009 to January 2010, when it reached 
minimum value of 32.9%. The decrease in foreign 
liabilities to banks’ total assets and liabilities ratio 
resulted from the decrease of foreign liabilities’ 
key positions. On the other hand, 10% of banks’ 
assets referred to foreign liabilities. Gap between 
foreign assets and liabilities of banks amounted 
to 23.7 percentage points at the end of the first 
quarter of 2010 (Graph 2.6).

2.2.6. Household sector

Loans extended to the household sector registered 
a downtrend during Q1 2010, with an average 
monthly decline being 0.7% and representing a 
slowdown in relation to the previous year when 
it averaged 1%.
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Table 2.17 
Structure of special purpose household loans as at 31 March 2010

Special purpose %

Car purchase 1.2

Housing loan 67.7

Accommodation or commercial adaptation 16.1

Consumer goods purchase 6.4

Other 8.7

Graph 2.7 
Household deposits, in EUR million (left scale) and monthly 
increase (right scale) in %

Graph 2.8 
Household deposits by maturity and deposit interest rates

At the annual level, household loans declined by 
10.8% or EUR 108.9 million. In comparison with 
the previous year-end, this decrease amounted to 
2% or EUR 18.7 million, reaching the amount of 
EUR 900.6 million. 

As these were mainly long-term loans granted in 
the previous periods (86.1% of total loans, manly 
with the maturity exceeding 3 years), special 
purpose loans accounted for the main share 
and these were loans for adaptation of living 
accommodation or commercial premises (83.8% 
of total special purpose loans). Mortgage loans 
also accounted for a substantial share in total 
loans, 17.3%.

Household deposits recorded a EUR 5.8 million 
or 0.7% increase in relation to end-2009 and 
the annual growth of EUR 69.1 million or 8.9%, 
which is rather important fact speaking of the 
regained confidence in the banking sector. 

Regardless of very stimulating deposit interest 
rates, the maturity structure of household 
deposits at end-Q1 was not so favourable. Short-
term deposits (up to one year) accounted for 
87.7% of total household deposits, whereas the 
remaining 12.3% were long-term deposits with 
the majority being those maturing from one to 
three years.

As for countries in the region, the highest level of 
savings (observed as a share of household deposits 
in total deposits) at end-Q1 this year was recorded 
in FYR Macedonia, somewhat lower in Serbia 
and Croatia, while the lowest was in Montenegro 
and Bosnia and Herzegovina. 

The number of credit indebted natural persons 
with domestic banks amounted to 113,694 
at end-QI 2010 (3,353 less than at end-2009). 
Average indebtedness of households, as measured 
by the ratio of households̀  debt at end-QI to the 
number of credit indebted citizens (bank clients), 
amounted to EUR 7,921, whereas debt per capita 
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Graph 2.9 
Share of household deposits in total savings, %, regional 
comparison

Graph 2.10 
Net household debt, EUR thousand

was EUR 1,429.8 Debt per client 
increased by EUR 67 in comparison 
with end-2009, while debt per 
capita reduced by EUR 30. Debt per 
employee was also lower (by EUR 
154), amounting to EUR 5,258.

Although the net household debt 
reduced in the first quarter of the 
current year by 32.6% or EUR 24.5 
million as of end-2009, problems 
with loans collection from these 
debtors became obvious and reached 
21.6% of total loans (including credit 
card overdrafts).

Box 2. 3 - Debt analysis for both natural and legal persons

Debt per capita amounted to EUR 1,429 at end-QI this year, while debt per employee was EUR 5,258.

As per records on the Credit Registry of the Central Bank of Montenegro, although household loans 
reduced by 2% as of end-2009, the number of these bank clients also reduced by 2.9%, thus resulting 
in an increase in credit indebtedness of these clients by EUR 187.

8	 Population in Montenegro amounted to 630,095 in 2009
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Graph 1 
Indebtedness per client (natural and legal persons)

Source: CBM Credit Registry

Table 1 
Households` indebtedness per various criteria

Household loans 2008.
December

2009.
December

2010.
March

per employee 6,134 5,412 5,258

per client 7.745 7.854 7.921

per capita 1.650 1.459 1.429

Table 2 

Basic information on bank loans and clients

DESCRIPTION/PERIOD 2008.
December

2009.
December

2010.
March

Number of employees 169,160 169,859 171,263

Bank loan beneficiaries 139,564 122,254 118,833

  Natural persons 133,961 117,047 113,694

  Legal persons 5,603 5,207 5,139

Total loans in EUR thousand 2,797,533 2,397,756 2,355,926

Household loans in EUR thousand 1,037,563 919,313 900,570

Corporate loans in EUR thousand 1,656,990 1,357,881 1,325,019

Loans to other sectors in EUR thousand 102,980 120,562 130,337

In QI this year, 68 fewer legal 
persons used bank loans. 
Loans granted to legal persons 
declined by 1.6% and credit 
indebtedness per legal person 
reduced by EUR 736, reaching 
the amount of EUR 283.2 
thousand per legal person.

The number of bank clients 
at the system level amounted 
to 118.8 thousand at end-QI 
this year or 17 thousand fewer 
than a year ago. Total debt per 
client amounted to EUR 19.8 
thousand, which is the year-
on-year growth of 0.5%.
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Graph 2.11 
Corporate deposits, loans and net debt, EUR thousand

The loans/deposits ratio for the household sector amounted to 1.06 at end-QI this year, being more favourable 
than at end-2009 when it was 1.09. This ratio had been improving as of May 2009 and resulted in the lowering 
of the net household debt at the year-end when it reached EUR 50.8 million.

2.2.7. Corporate Sector

Numerous problems related to the collection of receivables, devaluated collateral and other asset items, 
together with the lack of proper credit applications and poor solvency of clients, contributed to the weakened 
lending activity of banks in the reporting quarter, in particular concerning the corporate sector. Problems 
with excessive lending activity and poor risk management in all banks during the economic upswing, in 
particular in those having a substantial market shares, still affected the slowdown in credit growth in the 
reporting quarter. 

Solvency of the majority bank clients declined, in particular of corporate entities.

At end-March 2010 there were 51,176 accounts of legal and natural persons on the Central Registry of 
Accounts records, which is 990 more than at end-2009. Of total accounts on the records, 25.1% or 12,866 
were blocked (frozen) and this is 612 more than at the previous year-end. Total debt in the blocked accounts 
was on an increase during the reporting quarter and reached the amount of EUR 192.3 million, being 8.5% or 
some EUR 15 million higher than at end-2009. Thus it is no surprise that banks follow prudent lending policy 
when it comes to granting new loans to entrepreneurs.

Net corporate debt reduced in QI by EUR 15.6 
million or 1.8%, but this decrease was due to the 
greater decline in deposits (-4.7%) than in loans 
(-2.4%). (Graph 2.11)

The loans/deposits ratio for the corporate sector 
was 2.73 and it deteriorated as of end-2009 (2.66), 
corporate loans are more than 2.5 times higher 
than their deposits, which made this sector the 
major net debtor in the system. 

The maturity structure of the corporate sector 
shows the main share of long-term loans (70.8%), 
primarily loans maturing after three years 
(44.5%). 

The maturity structure of corporate deposits, 
unlike corporate loans, shows the main share of 

short-term deposits (up to one year) which we mostly demand deposits. The main share in corporate time 
deposits over one year was of deposits with the maturity from one to three years. 
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Table 2.18
Table 2.18 – Return on equity (ROE), by countries*

Country ROE as at 31 March 
2010

Croatia 6.7%

Serbia 6.1%

Bosnia and Herzegovina 0.8%

FYR Macedonia 5.6%

Montenegro -34.4%

* Croatia – post-tax; Serbia – before tax; last available data 

2.2.8. Bank capital

At end-QI this year, capital of Montenegrin banks was 8.3% lower than at end-2009. Seven banks recorded 
capital increase, but three large and one small bank saw their capital decline to a substantial amount, which 
resulted in lower capital at the banking system level. 

Although the solvency ratio of all banks was above the prescribed minimum, capital base of some banks 
needs to be strengthened due to potential risks related to the collection of receivables.

ROE amounted to -34.4% at end-QI and it 
deteriorated in relation to end-2009 when it 
was -7.98%. This is a matter of concern since it 
primarily involves two banks that had a rather 
substantial increase in capital at the last year-end 
and one bank with a small market share. Negative 
ROE primarily indicates that bank management 
generates losses and that capital invested in such 
a bank does not generate profit to its shareholders. 
This information is very important from the 
aspect of systemic risk if such banks are those 
with majority foreign capital.

Although most Montenegrin banks substantially recapitalized in 2009, they are still undercapitalized in 
comparison with banks in the region. If they had managed their risks better during the expansion period, 
Montenegrin banks would have had lower provisions today which, together with the relaxed provisioning 
criteria prescribed by the CBM in 2009, would make them have more assets at their disposal, thus improving 
their financial result and reducing their capital requirements. However, the situation now is that a substantial 
amount of the fresh capital was eroded by losses.

The capitalization index, both in relation to assets and loans, is the lowest in the region. For example, the 
capitalization index in relation to loans is almost two to three times lower than in other countries in the 
region. (Tables 2.19 and 2.20) Although the solvency ratio of all banks was above the prescribed minimum, 
the capital base of some banks needs to be strengthened due to potential risks related to the collection of 
receivables.

Table 2.19 
Banks` total capital /assets, %

Country/Period 2007. December 2008. December 2009. December 2010. QI

Montenegro 8.0 8.4 11.0 10.4

Serbia 20.8 23.0 19.9 21.1

Croatia 12.6 13.5 13.9 14.4

FYR Macedonia 17.0 17.5 17.3 17.3

Bosnia and Herzegovina 13.0 14.3 15.3 15.3
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Table 2.21 
Capital adequacy ratio by countries, QI 2010

Country Solvency ratio

Croatia 15.8*

Serbia 21.5

Bosnia and Herzegovina 12.6 

FYR Macedonia 16.4*

Montenegro 14.3

* Data for 31 December 2009

Graph 1 
Borrowing from parent banks, EUR thousands

Source: CBM

Table 2.20 

Banks` total capital /loans, %

Country/Period 2007. December 2008. December 2009. December 2010. QI

Montenegro 10.6 10.0 13.9 12.9

Serbia 43.7 40.8 32.8 34.4

Croatia 20.0 20.3 21.1 21.2

FYR Macedonia 32.9 28.2 28.8 29.7

Bosnia and Herzegovina 21.1 20.6 22.4 22.5

The solvency ration at the aggregate level 
amounted to 14.3%9 and it was lower than at 
end-2009 (15.75%) and above the level of 10% 
prescribed in the Banking Law (Table 2.21). 

Foreign capital accounted for 79.7% of total capital 
of Montenegrin banks at end-QI 2010. Domestic 
private capital and state capital accounted for 
17.6% and 2.7%, respectively.

Box 2.4 - Borrowing from parent banks 

Data on borrowings which 
Montenegrin banks took from 
their parent banks before and 
during the global financial 
crisis indicate that parent banks 
financially supported our 
banks during the crisis peak, 
but as of QII 2009 this support 
has substantially reduced with 
the stabilization of the banking 
system and the estimates of a 
high operating risk. At end-
QI 2010, borrowings from 
parent banks were the same 
in nominal terms as two years 
ago. 

9	 The solvency ratio calculation was performed as per the Decision on Capital Adequacy, so these data are not quite comparable 
to the previous year. 
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Graph 2.12 
Lending interest rates at the system level, annual, %

Graph 2.13 
WALEIR by sectors, annual, %

If the CBM recommendation had been acted on upon to result in the arrangement with the IMF, 
Montenegro would have been a part of the Vienna Initiative and this credit support would not have 
been lower and the level of lending activity would have been higher. 

Loss at the banking system level amounted to EUR 25.8 million at end-QI 2010, being EUR 4.2 million or 
19.6% higher than at end-2009. This loss would have been even higher if the CBM had not relaxed asset 
classification regarding loan loss provisioning by passing a new Decision on the Minimum Standards for 
Credit Risk Management in Banks at end-2009. 

2.3. Lending interest rates

Regardless of a decline in the reference interest 
rates in QI (six-month EURIBOR and three-
month LIBOR) which the Montenegrin banks 
use in the creation of their variable interest rates, 
this did not affect a decline in the lending interest 
rates primarily because the availability of funding 
sources was limited and the risk premium was 
high. 

Weighted average lending interest rates recorded 
a 0.08 percentage points increase as of end-2009 
and amounted to 9.46% at end-QI 2010. At the 
annual level WALEIR rose by 0.16 percentage 
points (Graph 2.12). 

Lending interest rates in all three sectors recorded 
increases in relation to end-2009, private by 0.07, 
state by 0.18 and foreign by 0.47 percentage 
points. The year-on-year decrease recorded only 
lending interest rates on loans to the private 
sector, 0.75 percentage points. At end-QI, the 
respective WALEIRs amounted to 9.52%, 8.90% 
and 7.65%.

At the QI level, interest rates on loans to natural 
persons declined, while those on loans to legal 
persons increased. WALEIR on household loans 
amounted to 10.51%, showing a 0.02 percentage 
points decline, while WALEIR on loans to legal 
persons amounted to 8.78% and rose by 0.12 
percentage points (Graph 2.14). At the annual 
level, household loans were even cheaper as the 
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Graph 2.14 
WALEIR for households and legal persons, annual, %

interest rate was 0.11 percentage points lower, 
whereas loans for legal persons were more 
expensive, with an increase of 0.28 percentage 
points, probably due to higher risks. 

Observed by activities, the following recorded 
annual declines in lending interest rates: 
agriculture, hunting and fishing; production; 
services, tourism and catering; transport, 
warehousing and postal services; and the category 
“other”, whereas other activities registered 
increase (Table 2.22).

Table 2.22 
WALIR on loans to legal persons, by activities, annual, %

Activity Rate
2008. 2009. 2010.

December March June September December March

1. Agriculture, fishing, hunting
Nom: 6.92 7.11 6.05 5.94 6.98 6.77

Effect: 7.70 7.65 6.62 6.63 6.47 7.21

2. Mining
Nom: 7.77 7.91 8.38 8.89 9.13 9.32

Effect: 8.26 9.50 9.07 9.88 9.77 9.67

3. Production
Nom: 8.22 8.33 8.18 8.17 8.25 8.18

Effect: 8.72 8.67 8.64 8.79 8.69 8.56

4. Energy sector
Nom: 7.49 7.54 8.32 8.57 8.69 8.87

Effect: 8.36 8.36 9.15 9.31 9.48 9.71

5. Construction
Nom: 8.17 8.13 8.39 8.49 8.74 8.77

Effect: 8.46 8.26 8.86 8.73 8.97 9.00

6. Trade
Nom: 7.96 8.26 8.25 8.29 8.70 8.64

Effect: 8.34 8.76 8.88 8.91 9.25 9.19

7. Services, tourism, catering
Nom: 8.12 7.75 7.69 7.70 7.73 7.79

Effect: 8.55 8.31 8.33 8.41 8.17 8.26

8.  Transport, warehousing, postal 
service

Nom: 8.34 8.25 8.28 8.37 8.29 8.26

Effect: 8.84 8.63 8.86 8.83 8.63 8.62

9. Finances
Nom: 8.23 8.00 7.81 7.91 7.78 7.75

Effect: 8.60 8.24 8.78 7.98 8.20 8.38

10. Real estate trade
Nom: 8.23 7.77 7.33 7.47 7.48 7.73

Effect: 8.67 8.09 8.12 8.21 7.84 8.27

11. Administration and other public 
services

Nom: 8.41 8.35 8.25 8.37 8.59 8.61

Effect: 11.23 8.66 8.80 9.30 9.01 9.24

12. Other
Nom: 7.36 8.01 7.38 6.80 6.25 6.74

Effect: 7.28 7.84 7.71 6.98 6.61 7.50
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Graph 2.15 
WALEIR by maturity, annual, %

Graph 2.16 
WADEIR, end-month, %

Observed by maturity (Graph 2.15), short-term 
interest rates showed higher increase in QI than 
long-term rates. At end-QI, interest rates on 
short –term loans were significantly higher than 
those on long-term loans, by 1.47 percentage 
points. They amounted to 10.93%, being 0.63 
percentage points higher than at end-2009, while 
their growth at the annual level amounted to 0.04 
percentage points. Interest rate on long-term 
loans (WALEIR) was 0.17 and 0.31 percentage 
points higher at the quarterly and annual level, 
respectively, reaching 9.33% at end-QI this year. 

2.4. Deposit interest rates

The upward trending of interest rates on 
savings which commenced in September 2009 
continued in QI 2010. This uptrend was due to the 
banks̀  trying to attract deposits, primarily by 
households (these deposits accounted for 48.1% of 
total deposits at end-QI), in order to improve the 
quality of their liabilities. At end-March this year, 
WADEIR amounted to 3.98%, being 0.11 and 
0.13 percentage points higher than at end-2009 
and a year ago, respectively (Graph 2.16).

The interest rate spread (as the difference between 
lending and deposit interest rates) amounted to 
5.48 percentage points at end-March 2010. Shown 
as the difference between interest income/average 
earning assets and interest expenses/average 
interest-bearing liabilities, the interest rate spread amounted to 3.58%. Due to the lower creditworthiness of 
clients, both legal and natural persons, the interest rate spread remained high. 
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Graph 2.17 
Interest rate spread*

* Spread I – difference between the weighted average lending and the 
corresponding deposit interest rate at the banking system level.
Spread II – difference between interest income / average earning assets 
and interest expenditures/ average interest-bearing liabilities.

Box 2.5 – Interest rates and spread in banking systems in the region

National Bank of Serbia: the weighted average lending interest rate amounted to 11.26% at end-QI 
2010, while the weighted average deposit interest rate was 4.94%, resulting in the interest rate spread 
at the system level of 6.3 percentage points, which is less than at end-2009 due to the lowering of both 
rates. 

Central Bank of Bosnia and Herzegovina: the lending interest rate on loans in KM containing currency 
clause amounted to 8.47% at end-QI 2010, while the corresponding deposit interest rate was 5.0%, 
resulting in the spread of 3.47 percentage points. 

Croatian National Bank: the interest rate spread on loans in KN amounted to 8.8 percentage points 
(less than at end-2009), and for loans with the currency clause it was 4.5 percentage points, while the 
spread on all interest rates (total loans-total deposits) amounted to 7.2 percentage points. The last two 
categories registered an increase in the interest rate spreads.

The WADEIR on household deposits amounted to 4.53% (0.03 percentage points more than at end-2009), 
while on corporate deposits it was 3.47% (a 0.15 percentage point increase). 

The interest rate spread for household loans amounted to 5.98 percentage points and that for corporate loans 
was 5.31 percentage points, recording respective declines of 0.05 and 0.03 percentage points in relation to 
end-2009.
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Observed by maturity, the WADEIR was as follows: 0.80% on demand deposits; 5.21% on deposits with the 
maturity up to 3 months; 6.17% on deposits with the maturity from 3 months to 1 year: 5.76% on deposits 
with the maturity from 1 to 3 years; 5.02% on deposits with the maturity from 3 to 5 years; and 5.65% on 
deposits maturing after 5 years. The only interest rates that increased were those on short-term deposits, up 
to one year, while those on long-term deposits declined.

Box 2.6 - Eurobond issue

The issue and placement of Eurobonds are not regulated in the local regulations and since they have 
not been Montenegro’s practice they will represent a great challenge for the country. 

The longstanding practice in Montenegro is the issuing of government bonds in the local market 
(restitution bonds, frozen foreign currency deposit bonds, municipal bonds, pension insurance bonds). 
The procedure involving the issuing of Eurobonds is serious and requires a serious, carefully planned 
approach because a failed issue could compromise the country’s rating, credibility and economic 
policies, as well as its access to the international financial market. As a rule, these issues are preceded 
by intensive road shows and presentations in major financial centres where potential investors get 
familiar with economic situation in a country and its growth potential, including return on their 
investments. 

In order to reduce risk and increase the probability of a successful issue, the issue currency needs to be 
considered (EUR, USD, YPN). For example, the Croatian Eurobonds were denominated in USD, which 
ensured lower risk and better successfulness of the issue.

Issue successfulness guarantees a positive psychological effect on other interested investors, and its 
success represents a kind of a state’s promotion with investors from international capital markets.

2.5. Bank reserve requirement 

At end-QI 2010, the banks̀  reserve requirements held with the CBM amounted to EUR 165.8 million, being 
EUR 7 million or 4.0% lower than at end-2009, whereas the year-on-year decline was 18%. 

Of the total amount, 66.8% were allocated to the reserve requirement account in the country, 22.6% were held 
as T-bills, and 10.6% were in the Central Bank’s accounts held abroad.

Table 2.23 
Reserve requirement structure, March 2009 – March 2010, %

Description/Period
2009. 2010.

March June September December March

Reserve requirement account in the country 50.5 55.6 56.2 65.9 66.8

T-bills 15.8 16.3 17.8 22.2 22.6

Reserve requirement accounts held abroad 33.7 28.1 26.0 11.9 10.6
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Graph 2.18 
Reserve requirement structure, March 2009 – March 2010, %

During QI 2010, nine banks used the opportunity 
to hold a part of their reserve requirements as 
T-bills, the total amount being EUR 37.4 million, 
so the reserve requirement structure shows no 
significant change in relation to end-2009.

During the reporting quarter, all banks held the 
prescribed level of reserve requirements and did 
not use the possibility to keep up to 50% of their 
reserve requirement for liquidity maintenance.

 The effective reserve requirement, measured as 
the allocated reserve requirement to total bank 
deposits ratio, amounted to 9.4% at end-March 
this year (Table 2.24).

Table 2.24 

Reserve requirement/ total deposits and reserve requirement/deposits and borrowings of banks, %

Description/Period
2009. 2010.

MarchMarch June September December

Allocated reserve requirements 202.2 180.4 168.2 172.8 165.8

Total deposits 1,761.3 1,757.1 1,900.2 1,825.7 1,767.8

Total borrowings 990.5 971.3 874.4 735.0 698.8

Reserve requirements/total deposits 11.5 10.3 8.9 9.5 9.4

Reserve requirements/total deposits+borrowings 7.3 6.6 6.1 6.7 6.7

Table 2.25 shows the reserve requirement/total deposits ratio and reserve requirement/assets ratio of banks 
in the region.

Table 2.25 

Reserve requirement/ total deposits and reserve requirement/assets of banks, March 2010,%

Description/Period Reserve requirements/ 
deposits Reserve requirement/assets

Bosnia and Herzegovina 24.4% 14.5%

Montenegro 9.4% 5.7%

Croatia 10.5% 7.2%

FYR Macedonia 13.6% 8.4%

The CBM paid 1% annual interest on 25% of allocated reserve requirements, the amount being EUR 105 
thousand in QI this year.
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Graph 2.19 
MFI loans by activities, March 2010, %

2.6. Micro-credit financial institutions (MFIs) 

Total assets of micro-credit financial institutions (MFIs) amounted to EUR 71.3 million at end-QI 2010, 
being EUR 4.1 million or 5.5% lower than at the previous year-end. The year-on-year decline amounted to 
EUR 4.9 million or 6.5% (Table 2.26). 

Table 2.26 
MFIs assets, month-end, EUR thousand

Description/Period
2009 2010

MarchMarch June September December

Total 76,247 77,667 75,549 75,430 71,305

Concentration in the MFI sector is very high. Thus, one MFI accounted for 69.8% of total MFIs assets, 70.4% 
of total MFIs loans and 74.4% of total MFIs borrowings. 

Total MFIs loans, which accounted for 84.3% of total assets of these institutions, amounted to EUR 60.1 
million at end-March this year. MFIs loans is trending downward, resulting in EUR 5.7 million or 8.7% 
decline as of end-2009 and the year-on-year decrease of EUR 14.5 million or 19.4% (Table 2.27). 

Table 2.27 
Total MFI loans, month-end, EUR thousand

Description/Period
2009 2010

MarchMarch June September December

Total 74,630 72,320 68,661 65,834 60,137

The sectoral structure of loans shows that almost 
all of them (99%) were granted to the household 
sector. In the structure of MFIs loan portfolio 
by activities, agricultural loans still accounted 
for the main share, 59.1%, and together with the 
services, catering and tourism sector they made 
up 83.1% of total loans (Graph 2.19).

The maturity structure shows the main share of 
long-term loans (95.1%).

Past due loans accounted for 13.6%. Of this 
amount, 46% were 31 to 90 days past due loans, 
43.2% were 90 to 180 days past due loans, and 
10.8% were 180 to 270 days past due loans. 
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Graph 2.20 
MFIs` WALIR, %

Graph 2.21 
WALEIR of banks and MFIs, %

Total borrowings of MFIs amounted to EUR 50.2 million, of which 94.8% were from non-residents and 5.2% 
were from Montenegrin banks.

Total MFIs capital amounted to EUR 19.6 million, and the financial result that these institutions recorded at 
end-QI this year was negative, -EUR 268 thousand.

MFIs’ interest rates

At end-March 2010, weighted average lending 
nominal interest rate (WALNIR) on all MFIs 
loans amounted to 18.10% and the corresponding 
weighted average lending effective interest 
rate (WALEIR) was 27.56%. As of end-2009, 
both WALNIR and WALEIR increased by the 
respective 0.39 and 0.09 percentage points 
(Graph 2.20).

At end-QI this year, WALEIR on all short-tem 
loans and long-term loans amounted to 34.80% 
and 27.21%, respectively. 

The WALNIR and WALEIR on loans to legal 
entities amounted to the respective 16.22% and 
27.11%. The WALEIR on short-term and long-
term loans to legal persons amounted to 32.4% 
and 26.52%, respectively. 

The WALNIR and WALEIR on household 
loans amounted to the respective 18.12% and 
27.56%. The WALEIR on short-term and long-
term household loans amounted to 34.86% and 
27.22%, respectively. 

Lending interest rates of commercial banks 
and MFIs were substantially different. Thus, 
the banks̀  respective WALNIR and WALEIR 
amounted to 8.87% and 9.46%, whereas the 
corresponding MFIs̀  rates amounted to 18.10% 
and 27.56%, respectively (Graph 2.21).

Banks granted short-term loans at WALEIR of 10.93% and MFIs at 34.80%. Banks̀  and MFIs̀  WALEIR on 
long-term loans amounted to 9.33% and 27.21%, respectively.
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Graph 3.1
182-day T-bills sold and interest rates at auctions held in QI 2010

Source: CBM

3.1. Money market

There were three auctions of 182-day T-bills in QI 
this year, the total issue being EUR 46.5 million 
worth Treasury bills. 

Of the total T-bills issued, EUR 45.7 million or 
98.2% were sold. Total demand exceeded the 
offer and amounted to EUR 57.9 million. Buyers 
at all auctions were commercial banks, and the 
Deposit Protection Fund was also a buyer at one 
auction. The weighted average interest rate at 
these auctions was 3.85%.

The movement of the interest rates at the auctions 
is shown in Graph 3.1.

Total state’s debt for T-bills sold, including 
outstanding debt for T-bills issued in 2009, 
amounted to EUR 53.7 million as at 31 March 
2010.

3.2. Capital market

Turnover at Montenegrin stock exchanges in QI amounted to EUR 14.5 million, which is 46.5% less than in 
the same quarter of 2009. It was also lower when compared to the same quarter in previous years (Graph 
3.2). An average monthly turnover in the reporting quarter was EUR 4.8 million, which is much below the 
monthly average in 2009 (EUR 33.8 million), which was also followed by a decrease in executed transactions 
(2.8 times fewer than in QI last year). Total turnover in the reporting quarter was achieved through secondary 
trading.
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Graph 3.2
Turnover at Montenegrin stock exchanges in QI

Graph 3.3
Turnover at Montenegrin stock exchanges in QI 2010

Sources: Montenegro and Nex Montenegro stock exchanges

Sources: Montenegro and Nex Montenegro stock exchanges

Table 3.1 
Turnover at Montenegrin stock exchanges, (in relative terms)

Period I-III 2010/I-III 2009 I-III 2010/I-III 2008 I-III 2010/I-III 2007

Total turnover at Montenegrin stock 
exchanges -46.5 -74.4 -93.4

Calculations: CBM

The main share of turnover, 62.2%, was achieved 
at the Nex Montenegro stock exchange, and the 
remaining 28.2% was achieved at the Montenegro 
stock exchange, but the latter registered more 
transactions, 70.8% of total turnover.

Turnover structure

As for the QI 2010 turnover structure, company 
shares accounted for the main share, 49.3%, 
followed by various bonds with 45.8% and shares 
of joint investment funds with 4.9%.

Company shares record a substantial decline 
in total turnover (no less than by 31 percentage 
points), while bonds and shares of joint investment 
funds record increases of the respective 29.2 and 
1.8 percentage points. The increased share of 
bonds in total turnover is due to a greater interest 
in investing in safer “investment material”.

Total turnover from trading with company shares 
amounted to EUR 7.2 million, achieved through 
3.9 thousand transactions, which is 64.6% of total 
transactions. However, the turnover was 67.3% 
lower than in QI last year, while the number of 
transactions declined by 1.3 thousand. 
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Graph 3.4
Turnover and transactions involving company shares in 2009 and 
2010

Sources: Montenegro and Nex Montenegro stock exchanges

Table 3.2
Total turnover and its structure in QI

Turnover 
structure

I-III 2007 I-III 2008 I-III 2009 I-III 2010 

Absolute 
amount

% of total 
turnover

Absolute 
amount

% of total 
turnover

Absolute 
amount

% of total 
turnover

Absolute 
amount

% of total 
turnover

Shares 179,855,537 82.1% 41,834,069 73.5% 21,880,164 80.6% 7,160,254 49.3%

JIF shares 31,158,689 14.2% 10,417,702 18.3% 830,654 3.1% 718,009 4.9%

Bonds 8,075,093 3.7% 4,626,758 8.1% 4,450,354 16.4% 6,655,814 45.8%

Total: 219,089,319 100.0% 56,878,529 100.0% 27,161,172 100.0% 14,534,077 100.0%

Sources: Montenegro and Nex Montenegro stock exchanges

Trading with shares of joint 
investment funds resulted in EUR 
0.72 million turnover through 
1.1 thousand transactions. The 
turnover was 13.6% lower than in 
the comparative quarter in 2009, 
whereas the number of transactions 
involving these shares rose by 38.0%. 
However, turnover with JIF shares 
was trending upward during the 
reporting quarter, with an average 
being 81.2%.
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Graph 3.5
Turnover and transaction involving JFI shares in QI 2010

Graph 3.6
Turnover and transactions involving pension bonds in QI 2010

Sources: Montenegro and Nex Montenegro stock exchanges

Sources: Montenegro and Nex Montenegro stock exchanges

Of total turnover resulting from 
trading with bonds (EUR 6.7 
million), restitution bonds accounted 
for the main share of 82.7%, followed 
by frozen foreign currency deposit 
bonds (FFCD) with 12.4%10, while 
pension bonds made up 4.9% of 
the turnover. There was no trading 
with municipal bonds and road 
reconstruction bonds in the reporting 
quarter.

The comparison with QI 2009 
turnover from bonds shows that it 
increased 32.4% in the reporting 
quarter, resulting in a substantial 
increase of their share in total 
turnover. Transactions involving 
bonds reduced 12.3 times in relation 
to the comparative quarter of 2009.

Large shares of restitution and FFZD 
bonds in total turnover were also the 
result of the Ministry of Finance’s 
decision11 which allowed debtors 
(both natural and legal persons) 
to pay their obligations to the state 
(taxes, debts owed to the states) 
with FFCD and restitution bonds. 
The increased turnover was also due 
the growing trading with pension 
bonds (P09P, P09D, P10P, P10D, and 
P11P). Due to the low living standard, 
a substantial number of pension 
beneficiaries decided to sell their 

10	 The Ministry of Finance of Montenegro issued pension bonds to the total amount of EUR 105,000,000. The bond mature in 6 
different series starting from 20 October 2008.  The Law on Indemnification of Pension and Disability Insurance Beneficiaries 
(OGM 40.08) envisages that pensioners may exercise their right to indemnification to pay electricity bills, tax obligations, 
purchase shares of state-owned companies and those owned by the Development Fund of Montenegro which are under 
privatization, as well as to purchase a[apartments, residential facilities, land, and other state-owned property. Nominal value 
of a bond is EUR 1.00.

11	 Decision on Conditions and Procedure of Redemption of Receivables of Montenegro with Citizens̀  Frozen Foreign Currency 
Deposit Bonds and Restitution Bonds, OGM 17/08.
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Graph 3.7
Trading with various bonds at Montenegrin stock exchanges in QI 
2010

Graph 3.8
Indices at Montenegro and Nex Montenegro stock exchanges 
(NEX20 and NEX PIF - left scale and MOSTE – right scale)

Sources: Montenegro and Nex Montenegro stock exchanges

Sources: Montenegro and Nex Montenegro stock exchanges

pension bonds in order to satisfy 
their essential needs 

Indices

During the reporting quarter, indices 
of the Montenegrin stock exchanges 
recorded an increase only in February, 
staying on a downward trend in the 
other two months. Compared to end-
2009, the NEX20 index registered 
an absolute increase of 333.3 index 
points or 2.3%, whereas the MOSTE 
and the NEX PIF declined. The 
MOSTE index registered an absolute 
decline of 34.55 index points or 5.4%, 
whereas the NEX PIF fell by 142.9 
index points or 2.0%.

The quarter-on-quarter comparison 
shows that all three indices increased 
in the reporting quarter: MOSTE by 
46.8%, NEX20 by 67.6% and NEX 
PIF by 53.3%.

Compared to their record values 
(reached in 2007), the indices show 
the following declines at end-March 
2010: MOSTE by 4.1 times, NEX20 
by 3.3 times and NEX PIF by 7.4 
times.
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Graph 3.9
Stock market capitalization

Sources: Montenegro and Nex Montenegro stock exchanges

Table 3.3 
General information on stock exchange indices

MOSTE NEX20 NEX PIF

Value as at 31 March 2010 604.44 14,930.19 6,877.79

Absolute change in 2010 -34.55 +333.31 -142.87

Initial index value 100.0 March 2003 1000.00 March 2003 1000.00
March 

2003

Maximum value in 2010 623.92 18.02.2010. 15,164.99 01.03.2010. 7,115.87 16.03.2010.

Record value 2,455.4 07.05.2007 48,617.88 07.05.2007. 50,780.54 17.08.2007

Record minimum 94.8 23.06.2004 918,57 14.04.2003 959.53 02.04.2003

Increase (decline) in 2010 -5.41 2.28 -2.03

Sources: Montenegro and Nex Montenegro stock exchanges

Block trade

There were four block trades in 2010, of the total value of EUR 4.6 million. All block trades involved restitution 
bonds which were traded at the Nex Montenegro stock exchange.

Market capitalization

At end-March this year, market capitalization 
at Montenegro stock exchange amounted to 
EUR 2.7 billion, being 7.7% lower than at end-
2009. Compared to QI 2009, it was 17.9% 
higher. However, in comparison with the record 
capitalization in August 2007, it recorded a 
decline of 35.0%. At end-March this year, market 
capitalization at Nex Montenegro stock exchange 
amounted to EUR 2.0 billion, being 3.0% lower 
than at end-2009, yet 30.5% higher than at end-
March 2009. However, in comparison with the 
record capitalization in August 2007, it recorded 
a decline of 54.9%.

At end-March this year, liquidity measured by the 
turnover coefficient was by the respective 29.3% 

and 91.4% lower at Nex Montenegro stock exchange and Montenegro stock exchange as of end-2009. When 
compared to QI 2009, liquidity at the respective stock exchanges reduced by 17.7% and 88.0%.
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Graph 3.10
Turnover coefficient

Sources: Montenegro and Nex Montenegro stock exchanges

Box 3.1 – Regional stock exchanges (selected operating indicators)

Majority of stock exchanges in the region have faced turnover downtrend due to the adverse global 
financial flows. On the other hand, their indices show signs of recovery, recording an increase as of 
end-2009. The following three tables show some of the operating indicators of stock exchanges in the 
region. 

Table 1 
Turnover and transactions at stock exchanges in the region

Stock exchange Relative turnover ratio I-III 
10/I-III 09

Relative transactions ratio I-III 
10/I-III 09

Belgrade SE -15.1 -11.7

Zagreb SE 3.6 -35.8

Sarajevo SE -58.0 7.1

Macedonian SE -34.1 17.1

Ljubljana SE -10.5 -11.4

Nex Montenegro SE 42.5 -75.5

Montenegro SE -73.6 -56.0

Source: Reports of the selected stock exchanges

Data from the table above show that turnover at most of the stock exchanges in QI 2010 was below that 
achieved in the comparative quarter in 2009. The severest decline in turnover recorded Montenegro SE 
(73.6%), Sarajevo SE (58.0%), Macedonian SE (34.1%) and Belgrade SE (15.1%). Nex Montenegro SE and 
Zagreb SE recorded the respective 42.5% and 3.6% year-on-year increase in QI 2010. As for the number 
of executed transactions, only the Macedonian and Sarajevo SEs recorded increases (17.4% and 7.1%, 
respectively).
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Source: Belgrade stock exchange 

The SE indices displayed much better performance in QI 2010 than in the comparative quarter of 2009, 
but compared to end-2009, most of them recorded declines

Table 2 
Changes in indices of selected SEs

Stock exchange Index
Index value % change

III 10 XII 09 III 09 III 10/XII 09 III 10XII 09

Belgrade SE BELEX15 685.23 663.77 380.83 3.23 79.93

Zagreb SE CROBEX 2,142.82 2,004.06 1,451.32 6.92 47.65

Sarajevo SE SASX-10 1,022.27 1,053.10 877.02 -2.93 16.56

Macedonian SE MBI10 2,709.84 2,751.88 1,905.64 -1.53 42.20

Ljubljana SE LJSEX 3,925.70 4,078.64 3,547.16 -3.75 10.67

Nex Montenegro SE NEX20 14,930.19 14,596.88 8,905.72 2.28 67.65

Montenegro SE MOSTE 604.44 638.99 411.70 -5.41 46.82

Source: Reports of the selected stock exchanges

Graph 1
BELEX sentiment, market perception index12

As per the Belgrade SE 
sentiment index, investors̀  
have mild optimism regarding 
the market trends in the 

following period.

Market capitalization recorded 
the year-on-year increase at 
all stock exchanges in the 
region in QI 2010, except 
at Montenegro SE (a 16.5% 
decline).

12	 The BELEX sentiment represents the index of expectations of the most active stock exchange participants (significant share 
in turnover and trading frequency during the period prior to voting), portfolio managers of investments and voluntary 
pension funds and broad public. The index is calculated as a weighted value of votes of these three groups of participants on the 
trend and intensity of future market movements during the following month. The BELEX sentiment’s base value is 100, and 
values between 0 and 200 may be taken into consideration. A value lower than 100 indicates negative forecasts of the market 
participants, and everything above are positive expectations. The index value points to deviations from the base value and the 
value change in relation to the previous month. There used to be a similar index at the Montenegro stock exchange, the so-
called “Moste intuitivo”.



69Money and Capital Markets

Table 3 
Market capitalization at SEs in the region

Stock exchange III 10/XII 09 III 10/XII 09

Belgrade SE -6.4 1.8

Zagreb SE 7.5 15.0

Sarajevo SE 1.8 17.0

Macedonian SE 3.2 34.0

Ljubljana SE 11.0 34.5

Nex Montenegro SE -1.8 32.0

Montenegro SE -7.7 -16.5

Sources: Websites of the selected SEs
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The prolonging of the global economic crisis effects on the Montenegrin economy in the first quarter of the 
year, along with difficulties in the revival of economic activity, primarily in the areas of construction, trade, 
tourism and transportation, resulted in the divergences from the budgetary volume and dynamics. Public 
spending policy in QI 2010 aimed at the maintenance of a sustainable public finance system through the 
curbing of current public consumption and rationalizing expenditures. 

4.1. Consolidated public revenues and expenditures 

According to the Ministry of Finance13, current public revenues14 in the period January – March 2010 
amounted to EUR 235.5 million or 8.2% of the estimated GDP for 2010. Compared to the same quarter of 
2009, current public revenues reduced by 6%, while they deviated downward from the plan by 10%. This was 
due to the poor collection of tax revenues (corporate income tax, property tax, excise duties and local taxes) 
and other non-tax revenues (duties, fees, receipts from loan repayment and other revenues). 

In the structure of public revenues, taxes accounted for the main share of 61%, followed by revenues from 
contributions with 24.7%, while all other revenues made up 14.3% of total public revenues. 

Consolidated public expenditures were estimated at EUR 291.4 million or 9.3% of the estimated GDP. This 
is a 25.4% downward deviation from the plan due to substantial declines in all expenditure items, yet an 
increase of 6% in comparison with QI 2009. This increase was owing to higher current expenditures, social 
security transfers and budgetary reserves. 

Current public consumption15 amounted to EUR 267 million or 8.6% of GDP, being 17% lower than planned, 
yet 16% higher than in QI 2009. 

The main share in the structure of public expenditures was of current expenditures (43%), followed by 
transfers (47%) and capital expenditures (8.4%), while all other expenditures accounted for a mere 1.6%. At 
end-QI 2010, public revenues were by EUR 37.9 million lower than public expenditure, which is 1.2% of the 
estimated GDP for 2010. (Annex D, Table 12).

13	 Source: Ministry of Finance Bulletin; estimated GDP for 2010 amounts to EUR 3,117 million.
14	 Total current public revenues cover revenues of the Budget, state funds and local self-governments.
15	 Consolidated public expenditures reduced by total capital expenditures.
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4.2. Budget of Montenegro and state funds 

Total revenues of the Budget and state funds, as per preliminary data of the Ministry of Finance for QI 2010, 
amounted to EUR 216 million or 7.2% of the estimated GDP. The main share in the budgetary revenues, no 
less than 99%, referred to current budgetary revenues, while revenues from privatization and sold property 
and donations accounted for a mere 1%. 

Privatization revenues were much lower in the reporting quarter because the privatization of the remaining 
companies and enterprises was not carried out as initially planned. Thus these revenues were 88% lower than 
planned, but no less than thirty-five times lower than in QI 2009. Donations were 89% lower than originally 
planned, but 18% higher than in the previous year (Table 4.1). 

Current budget revenues amounted to EUR 213.6 million or 6.9% of the estimated GDP. This is 9.5% less than 
planned owing to lower revenues from VAT, property tax and excise duties, as well as a substantial decline in 
non-tax revenues. Current revenues remained almost at the same level as in the comparative quarter of 2009. 

As for the structure of these revenues, the main share was of taxes, 64.5%, followed by contributions with 
29.3%, while the remaining 6.2% were other revenues (duties, fees, other revenues and receipts from loan 
repayments).

Tax revenues deviated 11% downward from the plan, while being 2.8% higher than in QI 2009. Tax revenues 
increase was due to better VAT collection (11%), customs duties (4.4%) and other tax revenues (18%). VAT 
revenues from the internal trade exceeded those from imports and this trend is expected to continue due 
to a decline in imports. Also, the collection of outstanding taxes and customs duties also improved in the 
reporting period. Poorer collection in relation to the comparative period was of personal income tax (-6%), 
property tax (-21%) and corporate income tax (-26%). The lower personal income tax and corporate profit tax 
was due the new taxation legislation as of January 2010 prescribing a decrease of personal income tax from 
12% to 9% and abolishing advanced corporate income tax payment in order to reduced corporate illiquidity. 
Revenues from excise duties were 18.2% lower than planned, yet at the same level as in QI 2009. The reason 
for this decline was the reduced import of mineral oils and fuels and the lower import of tobacco and tobacco 
products in comparison with the same three-month period in 2009. 

Revenues from contributions increased by 4.8% and 13.6% in comparison with the plan and QI 2009, 
respectively, whereas revenues from various fees, other revenues and receipts from loan repayments recorded 
a decline.
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Table 4.1 
Current revenues of the Budget and state funds

Description

Plan Jan-
March 
2010
EUR 

million

Realization 
in Jan-
March 
2010
EUR 

million

% share in 
revenues in 
Jan – March 

2010

% 
share 

in GDP

% of 
realization 
in relation 

to plan

Realization 
in Jan-
March 
2009
EUR 

million

% of 
realization 

in Jan-March 
2009

TAXES 154.51 137.84 64.53 4.42 89.21 134.13 102.77

Personal income tax 16.12 16.88 7.90 0.54 104.71 17.86 94.51

Corporate income tax 21.15 7.29 3.41 0.23 34.47 9.89 73.71

Property tax 1.42 1.03 0.48 0.03 72.54 1.31 78.63

VAT 73.29 75.29 35.25 2.42 102.73 68.13 110.51

Excise duties 31.48 25.74 12.05 0.83 81.77 26.06 98.77

Tax on international trade and 
transactions 8.97 9.42 4.41 0.30 105.02 9.02 104.43

Other republic taxes 2.08 2.19 1.03 0.07 105.29 1.86 117.74

Contributions 59.71 62.58 29.30 2.01 104.81 55.1 113.58

Pension and disability insurance 36.62 38.51 18.03 1.24 105.16 35.14 109.59

Health insurance 21.24 22.38 10.48 0.72 105.37 18.15 123.31

Unemployment insurance 1.85 1.69 0.79 0.05 91.35 1.81 93.37

DUTIES 4.29 4.34 2.03 0.14 101.17 4.32 100.46

FEES 5.81 4.09 1.91 0.13 70.40 5.28 77.46

OTHER REVENUES 9.17 4.05 1.90 0.13 44.17 6.25 64.80

Receipt from loan repayment 2.61 0.70 0.33 0.02 26.82 11.63 6.02

CURRENT REVENUES 236.10 213.60 100.00 6.85 90.47 216.71 98.56

Privatization revenues 14.75 1.73 0.80 0.06 11.73 0.05 3460.00

Donations 4.80 0.55 0.02 11.46 0.43 127.91

Foreign borrowings and credits 34.02

Borrowings and credits from domestic 
sources 1.59

TOTAL REVENUES OF BUDGET AND 
STATE FUNDS 255.65 215.88 7.19 84.44 252.80 85.40

Source: Ministry of Finance

Box 4.1 – Taxation policy

Taxation policy in 2010 aimed at creating a stimulating business environment and relaxing the 
economy, while on the other hand endeavouring to ensure sufficient inflow of public revenues. The 
following taxation legislation has been in effect as of the beginning of 2010: 

•	 The Law on Amendments to the Law on Profit Tax of Legal Persons, which has reduced the 
number of tax exemptions and abolished month advance payment of profit tax, thus improving 
the liquidity impact on enterprises.

•	 Law Amending the Law on Personal Income Tax providing for the abolishing of reliefs 
for personal incomes, introducing taxation of certain fringe benefits (meal allowance, 
transportation, holiday allowance) and reducing the rate from 12% to 9%, thus equalling 
taxation of all sources of income. This measure significantly increased competitiveness of 
enterprises and the transferring of grey economy to legal flows. 
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•	 Law Amending the Law on Mandatory Social Insurance Contributions which retains the existing 
cumulative rate for pension and disability insurance of 20.5%, yet amending its structure so 
that the rate to be paid by employees increased from 12% to 15%, whereas that to be paid by 
employers reduced from 8.5% to 5.5%. Health insurance cumulative rate of contribution rose 
from 10.5% to 12.3%, whereby that to be paid by employees amounts to 8.5% and the rate to 
be paid by employer is 3.5%. Lower rates of contributions to be charged to employers aim at 
disburdening employers and improving liquidity and competitiveness of enterprises.

•	 Law Amending the Law on Tax on the Use of Passenger Motor Vehicles, Watercrafts, Aircrafts 
and Airplanes increases the tax rate on passenger vehicles used (in particular luxurious vehicles 
with higher cubic centimetre engines) and vessels with a cabin. Also, tax exemptions on the use 
of passenger vehicles by certain state and local government units were also abolished.

With a view to helping entrepreneurs in solving their outstanding liabilities for corporate income tax 
by allowing them to pay their taxation liabilities in six instalments. 

These new taxation policy solutions make Montenegro one of the most competitive taxation systems 
in Europe as per one-digit tax rates. The implementation of the project “One-stop-shop registration 
and collection of taxes and contributions” is under way, providing form simplifying of the procedure 
of registration and collection of taxes and contributions following the “one application – one counter”.

In accordance with assessment of the Ministry of Finance, total budget expenditures amounted to EUR 280 
million or 9% of estimated GDP in the first quarter of 2010. Budget expenditure was effected along with duly 
servicing of liabilities to international and domestic financial institutions, as well as regular servicing of all 
budget’s beneficiaries and participants. 

In the first three months of this year, consolidated budget expenditures16 amounted to EUR 250.2 million 
or 8% of estimated GDP. In the first quarter, expenditures were by 27% lower in relation to the plan. Decline of 
expenditures resulted from continuous implementation of Government’s saving measures aiming to rational 
expenditure of budget funds at all levels. Thus, monthly expenditure plan for all expenditure units decreased. 
However, in comparison with the same period of the previous year, budget expenditures increased by 11.4%. 

In the structure of budget expenditure, current expenditrues recorded the largest share of 44%. They were by 
23.2% lower than planned, with substantial decline of all expenditure items. In relation to the same period 
of the previous year, current expenditures increased by 21.1%. In the current expenditures 63% referred 
to gross salaries, while 37% referred to other current expenditures (rent, interests, material and services, 
subventions, current mainteinance). In relation to the same period of 2009, expenditures for gross salaries, 
subventions, interests, rents, material and services, current mainteinance and other expenditures increased, 
while expenditures for other imcomes were lower than planned as well as in relation to the previous year. 

Social insurance transfers made up 40% of total expenditures or 36.3% more, resulting from increased 
number of social compensation beneficiaries. These funds are transfered to the Pension Fund for redundancy 
and social and health insurance. Some 12.5% of total transfers referred to transfers to institutions, 

16	  Total expenditures without debt repayment.
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individuals, NGO and public sectors, which is substantially lower in relation to the plan and in relation to the 
same period of the previous year. In addition, capital expenditures made up only 2.1% of total expenditures, 
while borrowings and loans granted by the Government made up 0.3%. Some 1.1% of funds was allocated for 
budget reserves, which is more than planned, and substantially higher in relation to the amount allocated in 
2009. Some EUR 29.5 miliona was allocated for debt repayment. Repayment of debts to residents amounted 
to EUR 10.3 million, to non-residents EUR 11.9 million, while EUR 7.3 million referred to repayment of loans 
from the previous period (frozen foreign currency deposits, restitution and other liabilities) (Table 4.2).

Table 4.2 

Consolidated budget and Government’s funds expenditure in the period 01 January- 31 March 2010 

DESCRIPTION

2010 
Plan
EUR 

million

Realised 
in period 

Jan-March 
2010
EUR 

million

% of share in 
expenditures

% in 
GDP

% of 
realised 

in 
relation 
to the 
plan

Realised in 
period Jan-
March 2009
EUR million

% of 
realised 

in relation 
to Jan-
March 
2009

Current expenditures 143.18 110.01 43.97 3.53 76.83 90.85 121.09

Gross salaries and contributions of 
employers 72.38 69.21 27.66 2.22 95.62 66.88 103.48

Other personal incomes 5.69 2.44 0.98 0.08 42.88 2.98 81.88

Expenditures for material and services 34.07 15.86 6.34 0.51 46.55 13.70 115.77

Current maintenance 7.34 3.57 1.43 0.11 48.64 0.48 743.75

Interests 8.03 7.47 2.99 0.24 93.03 3.44 217.15

Rent 2.46 1.58 0.63 0.05 64.23 0.80 197.50

Subventions 11.50 8.96 3.58 0.29 77.91 1.88 476.60

Other expenditures 1.71 0.92 0.37 0.03 53.80 0.69 133.33

Social insurance transfers 104.51 99.82 39.89 3.20 95.51 73.23 136.31

Transfers to institutions, individuals, 
NGO and public sector 43.77 31.37 12.54 1.01 71.67 36.23 86.59

Total capital expenditures 47.5 5.26 2.10 0.17 11.07 20.05 26.23

Borrowings and loans 1.74 0.87 0.35 0.03 50.00 2.80 31.07

Reserves 2.59 2.89 1.15 0.09 111.58 1.47 196.60

Consolidated expenditures 343.29 250.22 100.00 8.03 72.89 224.63 111.39

Repayment of debts to residents 4.46 10.28 3.68 0.33 230.49 15.43 66.62

Repayment of debt from the previous 
quarter 16.67 7.27 2.60 0.23 43.61 8.61 84.44

Repayment of debts to non-residents 10.84 11.90 4.26 0.38 109.78

Total expenditures 375.26 279.67 8.97 74.53 248.67 112.47

Source: Ministry of Finance

In the first quarter of 2010, Montenegrin budget recorded deficit17 in amount of EUR 36.6 million or 1.2% 
of GDP. 

However, sustainable budget and public finances in 2010 requires continuous adjustments aimed at 
decreasing current public and budget expenditures with consequent increase of current revenues through 
the decrease of: salaries fund and number of employees in the public sector, expenditures for material and 

17	  Surplus/deficit calculation methodology, OGM, 53//09.
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services and maintenance of the current budget Government’s funds budget capital expenditures. With a 
view to achieving of these goals, the Ministry of Finance will implement the following measures:18

•	 Implementation of severe employment policy through rationalization of the number of employees 
and use of the internal transfers (legal possibility of employee’ s transfer from one to another 
expenditure unit);

•	 Creation of conditions for more flexible Government’s position in drafting the budget expenditure, 
primarily through decrease of mandatory obligations in relation to discretionary expenditure; 

•	 Use of one-off budget revenues primarily for the early repayment of the expensive debt occurred in 
the period 2009-2011, for capital investments, and in some cases, for one-off payment of costs for 
redundancy and labour force requalification;

•	 Current expenditure only for development projects with cancelation of irrational programs of public 
consumption;

•	 Decrease of consumption would create assumptions for additional decline of tax rates.

Box 4.2 – Fiscal policy changes

In 2009, amended legislative acts, which in 2010 affected changes in current budget revenues were 
enacted. Excise duties for mineral oil, tobacco and tobacco products increased. The decrease of taxes 
on natural persons’ incomes as well as Amendments to the Mandatory Social Insurance Law are 
measures which will contribute to further relaxing of employers’ obligations aimed at creation of more 
favourable environment for business development. Tax rates were also amended and defined by the 
Tax Law for the use motor vehicles, vessels, aircrafts and airplanes. Amendments to the Law on natural 
persons’ income tax and Amendments to the Law on contributions for mandatory social insurance 
substantially changed tax rates.

In the period 2008-2009, the Employment Agency and the Restitution Fund were integrated in the 
State Treasury system, and their expenditures were recorded in the consolidated Treasury account. 
Other funds operated independently in practice. In 2010, Health Insurance Fund and Pension Fund 
will be included in the State Treasury system, which will provide higher transparency and control in 
performing tasks.

A new Law on Salaries of Civil Servants and State Employees and severe control of employment 
suppressed growth of salaries fund. A process of centralization of salaries payment of all budget 
beneficiaries is ongoing. Another very significant change which will affect the quality and transparency 
of public finances is the change in data disclosure by economic classification with one part of budget 
beneficiaries.

Since 2009, on the basis of the Budget Law, the Ministry of Finance has been giving the opinion on 
local governments’ budgets, which will improve control of public expenditures growth and enable 
balancing of the total public consumption. Provision of the Rebalance Law for 2009 prescribes that all 
expenditure units are obliged to obtain consent of the Ministry of Finance prior to contracting public 
procurement, which would provide additional control of budget expenditures and decrease possibility 
of transferring liabilities in next years.

Strategic plans for public expenditure mid-term framework up to 2013 were defined as follows: 
decrease of current expenditure and Government’s debt down to under 35%; balanced budget in 

18	  Ministry of Finance of Montenegro; Guidelines for macroeconomic and fiscal policy 2011-2013
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2012 and budget surplus in 2013; limitation of the salaries fund growth and subventions through 
consequent decline of mandatory expenditures framework; increase of Capital budget up to the level 
of around 3.5% of GDP in 2013.

4.3. Local Government

 In the first quarter of 2010, according to the Ministry of Finance assessment, local governments’ current 
revenues with transfers from the budget amounted to 39.9 million or 1.3% of estimated GDP for 2010. 
Compared to the first three months of the previous year they were 22.3% lower and 11.5% lower in relation 
to the plan. 

The structure of realized revenues shows the highest share of revenues from contributions (43.4%) and taxes 
(42%), while 15.6% referred to other revenues (fees, incomes form loan repayment and other revenues). In 
relation to the same period of the previous year, tax revenues increased by 6.1%, while payment of taxes, 
compensations and other local revenues was lower. 

Consolidated local governments’ expenditures amounted to EUR 41.2 million or 1.3% of estimated GDP. In 
relation to the first quarter of 2009 they were 18% lower, while in relation to the plan they increased by 13%. 
Capital expenditures (47%) represented the most important item in the local governments’ expenditures. In 
addition, 36.5% referred to current expenditures, 14.8% to transfers to institutions, individuals, NGO and 
public sector, while the remaining 1.7% referred to reserves, borrowings, loans and social protection transfers. 

In the first quarter of 2010, local government recorded deficit of EUR 1.3 million (Table 4.3). 

In the first quarter of 2010, local government used borrowings and loans from domestic sources in amount of 
EUR 2.8 millions and recorded revenues from privatization in amount of EUR 4.1 million and from donations 
(EUR 0.7 million), but at the same time it repaid debt in amount of EUR 6.2 million. 
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Table 4.3  

Current revenues and consolidated expenditures of local government 

Type of revenue
2010 Plan

EUR 
million

Realised 
in period 

Jan-March 
2010
EUR 

million

% of 
share in 

GDP

% of 
realised in 
relation to 
the plan

Realised in 
the period 
Jan-March 

2009
EUR 

million

% of realised 
in relation to 

Jan-March 
2009

CURRENT REVENUES 45.11 39.90 1.28 88.45 51.38 77.66

Taxes 17.95 16.77 0.54 93.43 15.80 106.14

Fees 2.15 1.64 0.05 76.28 8.65 18.96

Compensations 20.67 17.31 0.56 83.74 20.15 85.91

Other revenues 4.34 4.18 0.13 96.31 6.78 61.65

Revenues from loan repayment

CONSOLIDATED EXPENDITURES 47.32 41.24 1.32 87.15 50.36 81.89

CURRENT EXPENDITURES 25.51 21.98 0.71 86.16 25.56 85.99

Current expenditures 16.92 15.05 0.48 88.95 17.55 85.75

Gross salaries and contributions of 
employers 9.29 8.23 0.26 88.59 8.58 95.92

Other personal incomes 1.28 1.21 0.04 94.53 1.50 80.67

Expenditures for material services 4.45 3.91 0.13 87.87 4.95 78.99

Current maintenance 1.22 1.12 0.04 91.80 1.64 68.29

Interests 0.13 0.11 0.00 84.62 0.27 40.74

Rent 0.12 0.10 0.00 83.33 0.17 58.82

Subventions 0.25 0.22 0.01 88.00 0.33 66.67

Other expenditures 0.18 0.15 0.00 83.33 0.11 136.36

Social insurance transfers 0.08 0.05 0.00 62.50 0.82 6.10

Transfers to institutions, individuals, NGO 
and public sector 7.38 6.10 0.20 82.66 5.55 109.91

Capital expenditures 21.81 19.26 0.62 88.31 24.80 77.66

Borrowings and loans 0.23 0.15 0.00 65.22 0.21 71.43

Reserves 0.90 0.63 0.02 70.00 1.43 44.06

DEFICIT/SURPLUS -2.21 -1.34 -0.04 60.63 1.02 -131.37

Transfers from the Montenegrin budget

Revenues from privatization 5.11 4.13 0.13 80.82 4.84 85.33

Donations 1.12 0.73 0.02 65.18 0.56 130.36

Foreign borrowings and loans 0.00

Domestic borrowings and loans 3.76 2.08 0.07 55.32

Debt repayment 9.15 6.25 0.20 68.31 4.36 143.35

Source: Ministry of Finance

4.4. Governments’ funds19

In the first quarter of 2010, total revenues of the Employment Agency of Montenegro amounted to EUR 
6.6 million. Current revenues (contributions, fees, other revenues and loan repayment) made up 50.1% of 
revenues or 16% lower than planned, while in relation to the first quarter of the previous year they increased 

19	 Does not include Pension Fund, Healt Insurance Fund and Restitution Fund, since at the moment of creation of this report data 
were not available. 
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by 13%. Revenues from fees for employment of non-residents declined by 33% and other revenues by 35%, 
while revenues from loan repayment increased by 18%. Revenues from contributions increased by 25.3% in 
relation to the same period of previous year, but in relation to the plan they declined by 10%. Transfer from 
the budget increased by 163% making up 47.2% of revenues, while the remaining 2.7% referred to revenues 
from privatization.

In the first quarter of 2010, Agency’s expenditures amounted to EUR 5.2 million or 58.7% higher in relation to 
the first quarter of 2009 while in relation to the plan they were 36% lower. In expenditures, 21.8% referred to 
current expenditures, while social protection transfers made up 49.5%, transfers to individuals, institutions 
and public sector 18.7%, borrowings and loans granted 9.7% and capital expenditures 0.3%. 

Comparing revenues (current revenues with transfers) and expenditures in the first quarter of 2010, it is 
evident that the Agency recorded surplus of EUR 1.2 million.
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Graph 5.1
Pubic debt, % GDP

Graph 5.2
Currency structure of foreign debt

Source: Ministry of Finance of Montenegro

At the 1Q 2010 end, the public debt of Montenegro was EUR 1,130.1 million or 36.3% of estimated GDP for 
2010 based on the Ministry of Finance data.20 

Table 5.1 

Structure of public debt, in EUR million

Total public debt
1.130,1

36.3% GDP

Domestic public debt
410,3

13.2% GDP

Foreign public debt
719,8

23.1% GDP

Government debt with the 
debt of public companies

1.355,3

43.5% GDP

Source: Ministry of Finance

In relation to end-2009, public debt decreased 
by EUR 10.1 million. Guarantees of Montenegro 
were about EUR 180.2 million or 5.8% of GDP, or 
15.9% of the public debt. Public debt accounted 
for 95.5% of total registered budget revenues in 
2009 (without revenues from privatization, loans 
and donations). Public debt, along with the debt 
of public companies amounted to EUR 1,355.3 
million or 43.5% of the estimated GDP (Table 5.1).

Currency structure of the foreign debt is 
favourable. The total domestic debt was in euro 
currency. Some 81% of the foreign debt was 
also in shown in euro currency, whereas a part 
of obligations to the Paris Club of creditors, as 
well as those from IDA loans and the debt to 
EUROFIMA was shown in other currencies.

20	 The estimated GDP for 2010 amounts to EUR 3,117.0 million.
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Graph 5.3
Structure of domestic public debt, in EUR million

5.1. Domestic public debt

As of 31 March 2010, domestic public debt amounted to EUR 410.3 million showing a decrease of EUR 30.0 
million in relation to 2009-end. The domestic public debt was reduced by regular repayment of instalment 
of debt from restitution by EUR 19.3 million, reduced municipal indebtedness by some EUR 9.0 million 
and repayment of loans with commercial banks and non-financial institutions by EUR 10.3 million. On the 
other hand, it increased by EUR 6.0 million due to the indebtedness amounting to EUR 6.0 million for the 
realization and ending the works on the construction of the building for the Police Directorate and the issue 
of T-bills amounting to EUR 4.0 million. 

Table 5.2
Domestic public debt, as at 31 March 2010

Creditor Debt
in EUR million

Domestic debt share in 
estimated GDP, %

% domestic 
debt

% public 
debt

Old frozen foreign currency 
deposits 107.9 3.5 26.3 9.5

Debt of local self-governments 51.6 1.7 12.6 4.6

Obligations from restitution* 80.9 2.6 19.7 7.2

Loans with commercial banks 39.1 1.3 9.5 3.5

Loans with non-financial 
institutions 28.7 0.9 7.0 2.5

Unpaid pensions 48.5 1.6 11.8 4.3

Treasury bills 53.6 1.7 13.1 4.7

TOTAL 410.3 13.2 100.0 36.3

* Bonds acquired based on the Law on indemnity to pension and disability insurance beneficiaries were issued on 15 
September 2008 in total amount of EUR 105.0 million. 

Source: Ministry of Finance

As regards the structure of domestic public 
debt at the 1Q 2010 end, debt from old frozen 
foreign currency deposits of 26.3% represented 
the largest share, followed by obligations from 
restitution (19.7%), T-bills (13.1%), debt of 
local municipalities (12.6%), debt from unpaid 
pensions (11.8%), loans of commercial banks 
(9.5%), while 7.0% referred to loans of non-
financial institutions (Table 5.2, Graph 5.3).

At 1Q 2010 end, total obligations from restitution 
amounted to EUR 80.9 million, representing a 
decline of EUR 19.3 million in relation to end-
2009. The reduction of debt from restitution 
resulted from the sale of Ministry of Finance’s 
real estates and the repurchase of bonds FO01 and 
FO02 by the Government on the stock exchange. 
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With a view to reducing the domestic public debt, the Government of Montenegro continued repurchasing 
bonds from restitution before the maturity date this year, based on the restitution of the previous owners. 
Some EUR 18.9 million of bonds was purchased, for which some EUR 5.5 million was paid in 2009 and 0.6 
million in 2010. 

Consolidated debt of local administration amounted to EUR 64.1 million: 

•	 the foreign debt includes the municipality debt based on contracts signed by the Government of 
Montenegro with the foreign creditors, and with the sub-lending agreements with the municipalities, 
amounting to EUR 12.5 million (the amount of withdrawn funds);

•	  The state of the domestic debt includes the local administration debt to credit institutions, amounting 
to EUR 51.6 million.

Debt from T-Bills amounted to EUR 53.6 million due to the issue of T-Bills during 2010 through three 
auctions and the unmatured bonds issued in 2009.

In the first quarter 2010, the repayment of interest to residents amounted to EUR 1.8 million, and of capital by 
EUR 10.3 million, while the repayment of debt from previous years amounted to EUR 7.2 million.

5.2. Foreign debt

Foreign debt amounted to EUR 719.8 million 1Q 2010 end. In relation to 2009-end, it increased by EUR 
19.9 million or 2.8%. The foreign debt was increased by: withdrawal of funds from the IBRD loan for the 
project “Health” (EUR 0.6 million),Hungarian loan (EUR 1.2 million),EBRD loan for the railways (EUR 1.5 
million),IDA loan (EUR 1.2 million),loan for financing the project “Supply of special vehicles for extinguishing 
fire and rescue” from Austrian Steiermarkisiche bank und Sparkassen AG (EUR 5.4 million),EIB loans for 
railway (EUR 7 million) and for waste water disposal project for the NIkšić Municipality (EUR 1 million),goods 
loan of the Spanish Government for the recycling centre in Podgorica (EUR 0.6 million),Goods loan from 
Erste Bank Austria for financing the project for the Health fund (EUR 6 million), KfW loan for the water 
supply project (phase II and III) totally amounting to EUR 0.5 million and loan of the Exim Bank Hungary 
for financing projects of constructing school in Bar (EUR 0.3 million). This debt was reduced based on regular 
repayment of principal to the amount of EUR 13.1 million. In addition, EUR 7.2 million was repaid based on 
interest repayment to non-residents.



88 Chief Economist Report • First Quarter 2010

Table 5.3 
Structure of foreign debt in period January-March 2010

Creditor Debt
EUR mill

Foreign 
debt/ GDP

Share in foreign 
debt

Share in 
public debt

 %
International Bank for Reconstruction and 
Development (IBRD) 181.6 5.8% 25.2% 16.1%

International Financial Organization (IF) 6.4 0.2% 0.9% 0.6%

Members of the Paris Club of Creditors1 125.3 4.0% 17.4% 11.1%

International Development Association (IDA)2 56.5 1.8% 7.9% 5.0%

European Investment Bank (EIB)3 70.1 2.3% 9.7% 6.2%

European Bank for Reconstruction and 
Development (EBRD) 20.1 0.6% 2.8% 1.8%

Development Bank of the Council of Europe 1.0 0.0% 0.1% 0.1%

European Community 5.5 0.2% 0.8% 0.5%

Kreditanstalt für Wiederaufbau - Germany 
(KFW)4 11.1 0.4% 1.5% 1.0%

Loan from Austria 10.1 0.3% 1.4% 0.9%

Loan from Hungary 14.1 0.5% 2.0% 1.2%

Loan from Poland 11.6 0.4% 1.6% 1.0%

Societe Generale - Education IT 1.4 0.0% 0.2% 0.1%

Loan from France5 8.4 0.3% 1.2% 0.7%

EUROFIMA – debt of Railway Company6 24.2 0.8% 3.4% 2.1%

Czech EXIM – debt of Railway Company 42.0 1.3% 5.8% 3.7%

Steiermarkische Bank und Sparkassen AG7 14.5 0.5% 2.0% 1.3%

Erste Bank 30.0 1.0% 4.2% 2.7%

Credit Suisse Bank 84.2 2.7% 11.7% 7.5%

Loan from Spain for the construction of landfill 1.5 0.0% 0.2% 0.1%

Exim Bank Hungary 0.3 0.0% 0.0% 0.0%

TOTAL 719.8 23.1% 100.0% 63.5%

1 Original debt is 71% in EUR, 26% in USD and 3% in other currencies.
2 Original amount is in special drawing rights (SDR). The exchange rate XDR/EUR = 1.12734 was used.
3 EIB loans of EUR 47 million serviced by public companies (Monteput, Montenegro Airports and Electric Company of 

Montenegro) are excluded from the amount of foreign debt, and they are treated as guarantees.
4 Loans from German KfW Bank for water supply are used by municipalities, but it is shown in the aggregate table of 

foreign debt.
5 Commodity loan – Electric Company of Montenegro
6 Debt to EUROFIM was CHF 34.5 million, the exchange rate 0.7 was used.
7 Loan for purchase of fire fighting vehicle for the Ministry of Interior Affairs 

Source: Ministry of Finance

The amount of foreign debt excludes obligations from unsettled debts with Libya, Kuwait, Czech Republic, 
Slovakia and UBS Bank based on bonds issued within the London Club. The debt to governments of these 
four countries was assigned to Montenegro based on the distribution of non-allocated debt (5.88% out of 
38% for Serbia and Montenegro) and according to the Agreement on Succession Issues signed in Vienna 
on 29 June 2001, this issue is resolved by mutual opinion within the Committee for the Distribution of the 
Financial Assets and Liabilities of the former SFRY. As regards API bonds, the negotiations will be held at 
the beginning of 2010 with the representatives of the UBS Bank to find possibilities for bilateral resolution of 
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these issues. The total amount of obligations from unsettled debts will probably amount about 1% of GDP and 
it is included in projections of debt movement in period 2009-2012.

The data on debt include the amounts of the withdrawn funds by individual loans. 

Table 5.4 
Data on debt and the amount of not-withdrawn loan funds

Creditor
Foreign debt

Debt Not-withdrawn funds

International Bank for Reconstruction and 
Development (IBRD) 181.6 31.2

International Financial Organization (IFC) 6.4

Members of the Paris Club of Creditors 125.3

International Development Association (IDA) 56.5 9.2

European Investment Bank (EIB) 70.1 38.0

European Bank for Reconstruction and Development 
(EBRD) 20.1 1.2

Development Bank of the Council of Europe 1.0

European Community 5.5

Kreditanstalt für Wiederaufbau - Germany (KFW) 11.1 52.3

Loan from Austria 10.1

Loan from Hungary 14.1 0.9

Loan from Poland 11.6 0.3

Societe Generale - Education IT 1.4

Loan from France 8.4

EUROFIMA – debt of Railway Company 24.2

Czech EXIM – debt of Railway Company 42.0

Steiermarkische Bank und Sparkassen AG 14.5 7.5

Erste Bank 30.0

Credit Suisse Bank 92.0

Loan from Spain for the construction of landfill 1.5 3.5

Exim Bank Hungary 0.3 4.0

TOTAL 727.6 148.1

Source: Ministry of Finance

As the table above shows, the total amount of available not-withdrawn funds is about EUR 148.1 million.

5.3. Projection and sustainability of public debt

The following table shows the Ministry of Finance projection on the public debt movement in the period 
2010-2013 with a view to assessing debt’s sustainability. The assessment was made based on the assumed 
legal and contractual obligations of the Government.
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Table 5.5 
Amount and structure of government debt of Montenegro, 2010-2013 period

2010. projection 2011. projection 2012. projection 2013. projection

Foreign debt (EUR million) 856.2 964.2 970.0 968.0

Foreign debt (in % GDP*) 27.5% 29.0% 27.1% 25.1%

Domestic debt (EUR million) 408.3 354.8 284.7 243.2

Domestic debt (in % GDP) 13.1% 10.7% 8.0% 6.3%

Total debt (EUR million) 1,264.5 1,319.0 1,254.7 1,211.2

Total debt (in % GDP) 40.6% 39.7% 35.1% 31.4%

* Estimated GDP in 2010 was EUR 3,117.0 million, in 2011, EUR. 3.323.0 million, in 2012, EUR 3,576.0 million, and in 
2013, EUR 3,861.0 million – source: Ministry of Finance 

Source: Ministry of Finance

The projection of the domestic public debt in the period 2010-2013 was made following the assumptions 
that the repayment of obligations from restitution will amount to 0.5% of GDP per year. The obligation 
from unpaid pensions will be completely paid by the end of 2011. Borrowings to finance the Directorate for 
Transport projects and resolve bottlenecks in transport will amount to EUR 53.3 million in 2010 and EUR 
20.7 million in 2011. It was assumed that the Debt of local municipalities would remain at the same level. The 
repayment of obligations from old frozen foreign currency deposits will amount to EUR 14 million per year. 
Repurchase of old frozen foreign currency deposit bonds OB16 and OB17 and DO16 and DO7 is not taken into 
account. Moreover, no debts of the companies shall be taken into consideration.

With respect to the foreign debt projection, new borrowings and transfer loans are projected in accordance 
with the agreed cooperation framework with international and bilateral creditors. Those funds will be used 
for the projects from the following areas: waste water management, regional water supply, road and railway 
infrastructure and energy. The foreign debt movement was projected considering the average four-year loan 
withdrawals. In 2010, additional borrowings were taken in the amount of EUR 150 million for budgetary 
deficit financing with the additional EUR 100 million of borrowings to the loan repayment in 2011. The 
Ministry of Finance is expected to provide funds from foreign sources.
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The balance of payments trends in the 1Q 2010 were characterized by a decline in the foreign trade deficit due 
to imports decrease, the increase in FDI inflow, as well as decline in the banks’ borrowings abroad. In the 1Q 
2010, according to preliminary data, the current account deficit amounted to EUR 242 million, being 6.2% 
lower than in the same period of 2009. 

The volume of services exchange amounted to EUR 374.4 million, which was by 13.3% less than in 2009, 
while the external trade deficit amounted to EUR 254 million, being 9% lower in relation to 2009. Coverage of 
the foreign trade deficit with the surplus recorded in other current account sub-accounts amounted to 4.8%. 
The coverage of imports by exports was 19.2%, which is 2.3 percentage points less than in 2009.

The volume of services exchange amounted to EUR 118.2 million, which was almost similar to the level 
recorded in 2009. The services sub-account recorded deficit amounting to EUR 17 million, which was 88.5% 
more than in 1Q 2009. 

The factor income sub-account registered a surplus of EUR 4.7 million. Positive trends were recorded at the 
current transfers sub-account, recording the increase in transfers to Montenegro by 19.3%, which resulted in 
recording a surplus amounting to EUR 24.5 million, or 55% more than in 1Q 2009. 

Net FDI investments inflow in 1Q 2010 amounted to EUR 129.2 million, which is 43.9% more than in 2009. 
Total net FDI inflow amounted to EUR 148.8 million, while simultaneously the outflow amounted to EUR 
19.6 million. 

Some EUR 3.7 million of inflow was recorded in portfolio investment sub-account in the reporting period, 
while simultaneously the outflow of funds on this basis amounted to EUR 5.4 million. Other investments 
sub-account recorded net inflow amounting to EUR 8.3 million, being 88.6% less than in the same period of 
2009.
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Table 6.1.
Balance of Payments of Montenegro, EUR thousand

  Q1 2009. Q1 2010. Change in %

 A. CURRENT ACCOUNT -258.014 -241.894 -6,2

 GOODS -278.973 -254.090 -8,9

1. Export 76.504 60.287 -21,2

1.1 Exports in foreign trade statistics 71.627 55.729 -22,2

1.2 Volume adjustment 4.877 4.559 -6,5

2. Import 355.478 314.377 -11,6

2.1 Imports in foreign trade statistics 353.223 310.629 -12,1

2.2 Volume adjustment 2.255 3.748 66,2

 SERVICES -9.024 -17.011 88,5

1. Revenues 55.170 50.595 -8,3

2. Expenditures 64.194 67.606 5,3

 INCOME 14.169 4.683 -66,9

1. Revenues 40.900 37.301 -8,8

2. Expenditures 26.731 32.618 22,0

 CURRENT TRANSFERS 15.815 24.524 55,1

1. Transfers to Montenegro 26.402 31.502 19,3

2. Transfers from Montenegro 10.587 6.978 -34,1

 B. CAPITAL AND FINANCIAL ACCOUNT 214.396 190.330 -11,2

 1. CAPITAL ACCOUNT -3 -319

 2. FINANCIAL ACCOUNT 214.399 190.649 -11,1

 1. Direct investment-net 89.823 129.246 43,9

1.1. In abroad -10.357 2.493

1.2. In Montenegro 100.179 126.753 26,5

 2. Portfolio investment-net -10.469 -1.731 -83,5

2.1. Assets -9.790 921

2.2. Liabilities -679 -2.653 290,8

 3. Other investments - net 73.278 8.338 -88,6

3.1. Assets -8.134 48.624

3.2. Liabilities 81.412 -40.287

 4. Change in CBM reserves 61.768 54.796 -11,3

NET ERRORS AND OMISSIONS (-A-B) 43.618 51.565  

Source: CBM

6.1. Current Account

Compared period-to-period, the current account deficit in 1Q 2010 was lower due to lower external trade 
deficit. In the reporting period, the current account deficit reduced by EUR 242 million, being 6.2% lower 
than in 2009. 
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Graph 6.1
Structure of the current account, EUR thousand

Source: CBM 

Table 6.2 
Current account, in EUR thousand

  Q1 2007. Q1 2008. Q1 2009. Q1 2010. Change in % 
(2010/2009)

 A. CURRENT ACCOUNT (1+2+3+4) -228.229 -413.498 -258.014 -241.894 -6,2

 1. GOODS -251.013 -438.560 -278.973 -254.090 -8,9

 1.1. Export 120.892 103.524 76.504 60.287 -21,2

 1.2. Import 371.906 542.084 355.478 314.377 -11,6

 2. SERVICES 3.677 -6.998 -9.024 -17.011 88,5

 2.1. Revenues 48.944 62.648 55.170 50.595 -8,3

 2.2. Expenditures 45.267 69.646 64.194 67.606 5,3

 3. INCOME 5.773 20.463 14.169 4.683 -66,9

 3.1. Revenues 20.118 38.096 40.900 37.301 -8,8

 3.2. Expenditures 14.345 17.633 26.731 32.618 22,0

 4. CURRENT TRANSFERS 13.335 11.597 15.815 24.524 55,1

 4.1. Transfers to Montenegro 23.281 21.911 26.402 31.502 19,3

 4.2. Transfers from Montenegro 9.946 10.314 10.587 6.978 -34,1

Source: CBM

In 1Q 2010, the international exchange of goods 
recorded the decline in the volume of trade. The 
deficit at the goods account amounted to EUR 
254 million, which is 8.9% less than in 2009. The 
services account recorded EUR 17 million deficit 
in the reporting period. The factor income sub-
account surplus recorded decline by 67%, while 
the current transfers sub-account recorded the 
increase in surplus by 55% in relation to the first 
quarter 2009. 

6.1.1. Visible exchange21 

In 1Q 2010, visible exchange trends continued the 
trends that were significant in 2009. Compared 
period-to-previous year period, according to 
Monstat’s data, volume of visible exchange 
declined as well as exports and imports. 

21	 Methodological Remarks:  Data on foreign trade of Montenegro were represented according to the special trade system.  The 
CBM made adjustments of data obtained from Monstat for the purpose of creating the balance of payments in accordance with 
the IMF methodology (Balance of Payments Manual, Fifth edition, IMF, 1993). 
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Graph 6.2
Exports and imports by quarters in period 2007 - 2010,  
EUR thousand

Graph 6.3
Coverage of visible imports by exports in period 2007- 2010

Source: CBM and MONSTAT

Source: Monstat

In 1Q 2010, total foreign trade amounted to 366.4 
million, which was by 13.8% less than in the same 
period of 2009. External trade deficit amounted 
to EUR 254.9 million, being 9.5% less than in the 
same period of 2009. The share of exports (15%) 
remained low in the total visible exchange. 

In 1Q 2010, the coverage of imports by exports 
amounted to 17.9%, being 2.3 percentage points 
lower in relation to the same period in 2009. Very 
low exports/imports ratio shows the structural 
problems in the Montenegrin economy and that 
it is necessary to increase and stimulate exports 
oriented production, as well as to raise quality of 
domestic production to a higher level.

In 1Q 2010, according to Monstat data, visible 
exports and imports recorded the two-digit 
decline. Imports recorded higher decline than 
exports. Compared to 2009, exports declined 
by 22.2% and it amounted to EUR 55.7 million. 
Thus, the negative trend in exports from the 
previous years continued. 

Some key products dominated in the structure of 
exports. These products include aluminium and 
related products, mineral fuels, oils and products 
of their distillation, beverages, alcohol and vinegar 
and iron and steel, which undoubtedly confirm 
the weak differentiation of Montenegrin exports. 
The most dominant product were aluminium 
and products of aluminium, that accounted for 
42.6% of total exports., followed by mineral fuels, 
mineral oils and products of their distillation 

(11.6%), beverages, alcohol and vinegar (5.3%), iron and steel (5.1%) and reactors, boilers, machines and 
mechanical equipment and their components (3.1%). 

Compared to the same period of 2009, export of aluminium and related products registered the highest 
absolute decline (EUR 18.6 million or 43.9%), followed by iron and steel (EUR 5.5 million or 65.6%) and 
products of iron and steel (EUR 1.7 million or 72.2%). At the same time, the increase was recorded in exports 
of Mineral fuels, mineral oils and products of their distillation (EUR 4.9 million) and Copper and related 
products (EUR 1.2 million).

Relatively slow recovery of the European economies from the crisis influenced the relatively low demand 
of these countries for the low processing degree products, which are mostly exported from Montenegro. 
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Table 6.3 
Structure of visible exports in the period January – March 2010, 
EUR thousand

Product Value Share 
in %

Aluminium and related products 23.757,6 42,6

Mineral fuels, mineral oils and products of 
their distillation; bitumen material; mineral 
waxes

6.456,7 11,6

Beverages, alcohol and vinegar 2.960,0 5,3

Iron and steel 2.860,8 5,1

Reactors, boilers, machines and mechanical 
equipment and their components

1.752,3 3,1

Wood and related products; wood coal 1.675,9 3,0

Copper and related products 1.505,1 2,7

Pharmaceutical products 1.434,3 2,6

Cocoa and related products 933,8 1,7

Meat and meat products 906,4 1,6

Source: Monstat

Table 6.4 
Structure of visible imports in the period January – March 2010, 
EUR thousand

Product Value Share 
in %

Mineral fuels, mineral oils and products of their 
distillation; bitumen material; mineral waxes

37.537,1 12,1

Vehicles other than railway or tramway rolling-
stock, and parts and accessories thereof

21.708,8 7,0

Electrical machinery and equipment and parts 
thereof; sound recorders and reproducers, 
television image and sound recorders and 
reproducers, and parts and accessories of such 
articles

21.669,0 7,0

Reactors, boilers, machines and mechanical 
equipment and their components

20.730,6 6,7

Meat and meat products 14.362,5 4,6

Pharmaceutical products 12.592,4 4,1

Products of iron and steel 9.506,9 3,1

Inorganic chemicals; organic or inorganic 
compounds of precious metals, rare-earth 
metals, radioactive elements or of isotopes

9.439,6 3,0

Plastics and articles thereof 8.561,1 2,8

Furniture; bedding, mattresses, mattress 
supports, cushions and similar stuffed 
furnishings; lamps and lighting fittings, not 
elsewhere specified or included; illuminated 
signs, illuminated name-plates and the like; 
prefabricated buildings.

8.023,8 2,6

Source: Monstat

Moreover, the decline in exports was due to the 
continuing decrease of industrial output as well as 
problems facing the most important Montenegrin 
exporters, which affected the further production 
reduction. 

The decline in foreign trade deficit was the 
result of higher decline in imports than exports. 
According to Monstat data, visible imports in 
1Q 2010 amounted to EUR 310.6 million or 12% 
less than in the same period of previous year. The 
economic crisis which affected the real sector 
significantly influenced the reduced personal and 
investment consumption which highest part went 
into the purchase of import goods. The possibility 
of financing imports was additionally reduced due 
to lower lending to households and companies, 
as well as due to higher caution of creditors in 
granting loans to domestic companies.

In the structure of imports, a significant share 
was of raw materials and equipment. In the 
reporting period, the mainly imported products 
were those under the categories “mineral fuels, 
oils and products of their distillation” (12.1% of 
total imports), “vehicles” (7%), “electric machines 
and equipment and their components” (7%), 
“reactors, boilers, machines and mechanical 
devices” (6.7%) and “Meat and meat products” 
(4.6%).

The import of products from the category 
“mineral fuels, mineral oils and products of 
their distillation” amounted to EUR 37.5 million 
or 25.6% less than in the same period of 2009. 
Within this group of products, mostly imported 
were oil derivatives and bitumen minerals, EUR 
22.9 million or 24.4% more than in 1Q 2009, and 
electricity EUR 9.5 million (62.7% less). 

In relation to the same period in 2009, the highest 
decline in imports was in: “mineral fuels, mineral 
oils and products of their distillation (EUR 13 
million or 25.6%); “iron and steel” (EUR 8.4 
million or 66.5%); “aircrafts and parts thereof” 
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Graph 6.4
Products which primarily affected a decline in visible export/ 
imports, EUR thousand

Source: Monstat

(EUR 5.1 million or 66%); “products of iron and 
steel” (EUR 4 million or 29.6%) and “ceramic 
products” (EUR 2.9 million or 42.9%). In the 
reporting period, the increase in imports was 
recorded under: “inorganic chemicals” (EUR 6.4 
million more) and “coffee, tea, maté and spices” 
(EUR 2.6 million).

The economic crisis affected that the most 
important economic partners of Montenegro 
were the countries in the region, and especially 
CEFTA countries. In 1Q 2010, visible exports to 
CEFTA countries amounted to EUR 27.3 million, 
or 49% of total exports, which is 21.2 percentage 
points more than in in the same period of the 
previous year. The export to the EU countries 
made up 48.1% of total exports and it was lower 
by 22.6 percentage points. Exports to EFTA22 
countries were traditionally low. 

Observed by groups of countries, the highest 
import was from CEFTA countries amounting 
to EUR 124.2 million (40%), which was 1.6 
percentage points less than in the same period 
of 2009. The import from the EU countries 

amounted to EUR 116.2 million, making up 37.4% of total imports, which is 3.5 percentage points less. 
Imports from EFTA and other countries made up 1.9% and 20.7% of total imports, respectively. 

Observed by countries, most of the visible exports was to Serbia, EUR 17.3 million (31%), Greece, EUR 8.3 
million (14.9%), Italy, EUR 6.5 million (11.7%), Bosnia and Herzegovina, EUR 4.8 million (8.7%) and Slovenia, 
EUR 4 million (7.2%).

Most of the visible imports was from Serbia, EUR 78.3 million (25.2%), Bosnia and Herzegovina, EUR 24.2 
million (7.9%), Germany EUR 22.6 milion (7.3%) China EUR 17.8 million (5.7%) and Italy, EUR 17.8 million 
(5.7%).

22	 European Free Trade Association  (Norway, Iceland, Switzerland and Lichtenstain)
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Graph 6.5
Total visible exchange in the period January – March 2009/2010, 
EUR million

Source: CBM and MONSTAT

Table 6.5 
Visible exchange by countries in the period January - March 2009/2010, EUR thousand

Export Import Balance

Q1 2009 Q1 2010 Q1 2009 Q1 2010 Q1 2009 Q1 2010

EU (27) 50.645 26.807 144.490 116.237 -93.845 -89.430

Greece 25.729 8.291 14.616 17.550 11.112 -9.259

Italy 8.846 6.541 22.913 17.789 -14.068 -11.248

Germany 1.193 428 26.238 22.601 -25.045 -22.173

Slovenia 5.212 4.012 16.508 10.209 -11.296 -6.196

Austria 474 620 14.635 11.598 -14.161 -10.977

The Netherlands 834 696 4.722 7.580 -3.888 -6.884

CEFTA 19.972 27.330 146.848 124.225 -126.876 -96.895

Albania 939 1.539 2.192 1.391 -1.254 148

Bosnia and Herzegovina 2.578 4.842 18.670 24.444 -16.091 -19.602

Croatia 469 365 23.287 15.989 -22.818 -15.623

Moldova 0 0 0 38 0 -38

Serbia 13.523 17.297 98.353 78.263 -84.830 -60.966

Macedonia 307 154 4.119 4.015 -3.812 -3.861

Kosovo 2.156 3.133 227 87 1.929 3.047

EFTA 106 445 24.760 6.019 -24.654 -5.573

Other countries 904 1.146 37.124 64.147 -36.220 -63.002

Russia 309 210 4.077 4.522 -3.768 -4.312

USA 7 41 2.689 3.042 -2.682 -3.002

TOTAL 71.627 55.729 353.223 310.629 -281.595 -254.900

Source: Monstat

The visible exchange of Montenegro with some 
groups of countries had different trends. The 
exchange with the EU countries recorded sharp 
decline and it was by 26.7% lower in relation to 
1Q 2009. The exchange with the countries in 
the region, to which Montenegro has signed the 
CEFTA Agreement, declined by 9.1%, while the 
sharpest percentage decline was recorded with 
EFTA countries (-74%), which is not high decline 
in absolute figures since the visible exchange with 
this group is very low. The curiosity is that the 
visible exchange with other countries increased 
(by 71.7%). 
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Graph 6.6
Structure of revenues from services in January – March 2010

Graph 6.7
Structure of expenditures from services in the period January – 
March 2010

Graph 6.8
Transport revenues in January – March 2009 and 2010,  
EUR thousand

Source: CBM

Source: CBM

Source: CBM

6.1.2. Services 

In the 1Q 2010, the international exchange of 
services recorded deficit amounting to EUR 17 
million, which is by 88.5% higher thatn in the 
same period of 2009, due to decline in revenues 
from services. In 1Q 2010, the volume of services 
exchange amounted to EUR 118.2 million, which 
was almost similar to the level recorded in 2009. 

Revenues from services amounted to EUR 50.6 
million and they were 8.3% lower than in the 1Q 
2009. Most revenues were from transport, EUR 
19.8 million, then EUR travel – tourism 10.5 
million, other business services, EUR 6 million, 
and construction services, EUR 5.9 million. 

Expenditures for services amounted to EUR 67.6 
million, which was a 5.3% increase in relation to 
1Q 2009. In the structure of expenditures, the 
largest share was of other business services, 
EUR 15.7 million, of which the most significant 
expenditures were those for various business 
services. In the aforementioned category, the 
largest expenditures were for legal, accounting 
and consulting services, EUR 4.7 million, then 
architectural, engineering and other technical 
services, EUR 3.3 million, and research 
and development services EUR 2.5 million. 
Expenditures for transport were EUR 13.1 
million, communication services expenditures 
amounted to EUR 10.5 million, expenditures 
for construction amounted to EUR 9.8 million, 
whereas those for travel amounted to EUR 5.5 
million.

The account of transport services recorded a 
surplus of EUR 6.7 million in 1Q 2010. Transport 
revenues were EUR 19.8 million, which is 9% 
more than in the same period of 2009. The largest 
revenues were from maritime transport (34% 
of total transport revenues) and air transport 
(29.3%). 
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Graph 6.9
Transport expenditures in January – March 2009 and 2010,  
EUR thousand

Source: CBM

Maritime transport recorded revenues to the amount of EUR 6.7 million, which is 16.6% less than in 2009. 
Revenues from air transport were EUR 5.8 million, which was 3% higher than in 2009, resulting from the 
increase in number of passengers in the international transport. The road transport recorded revenues of 
EUR 2.6 million, which is 30% more than in the same period of 2009. The railway transport revenues were 
EUR 1.5 million, which is 19.8% more than in the same period of 2009. 

Table 6.6  
Structure of transport revenues in January – March 2010, EUR thousand

Type of transport Q1 2009 % share Q1 2010 % share Changes in % (2010/2009)

Maritime 8.080 44,48 6.739 34,03 -16,60

Railway 1.279 7,04 1.531 7,73 19,78

Air 5.630 30,99 5.800 29,29 3,03

Road 2.006 11,05 2.610 13,18 30,09

Other 1.170 6,44 3.123 15,77 167,02

TOTAL 18.165 100,00 19.804 100,00 9,03

Source: CBM

Total transport expenditures amounted to EUR 
13 million and they were 7.3% lower in relation to 
the same period 2009. The largest revenues were 
from air and road transport.

In the reporting period, expenditures from air 
transport amounted to EUR 5.8 million, which 
is by EUR 11.4% million less in relation to the 
1Q 2009. Expenditures from road transport 
amounted to EUR 4.6 million, which is 10% 
million less in relation to 2009, resulting from 
reduced foreign visible exchange. 

Table 6.7 

Structure of transport expenditures in January – March 2009, EUR thousand

Type of transport Q1 2009 % share Q1 2010 % share Changes in % (2010/2009)

Maritime 1.906 13,45 1.745 13,28 -8,43

Railway 291 2,06 395 3,01 35,59

Air 6.594 46,53 5.843 44,46 -11,39

Road 5.072 35,78 4.566 34,74 -9,98

Other 310 2,18 593 4,51 91,40

TOTAL 14.173 100,00 13.142 100,00 -7,28

Source: CBM
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Revenues from travel were calculated by estimating revenues from tourism, completed with data on the 
provided health and recreational services and spending for education. In 1Q 2010, the estimated revenues 
from travel were EUR 10.5 million, which is 25.5% less than in the same period of 2009, as the consequence 
of reduced tourist overnights and spending. In 1Q 2010, the travel surplus totalled EUR 4.9 million, which 
is 48.5% less than in 2009. This year will bring many challenges in terms of tourism. Against the backdrop 
of the Global financial crisis, the lower demand for tourist services may be expected, thus the focus in the 
coming period should be put to decreasing prices of accommodation facilities, and better marketing of the 
private accommodation (which accounts for 87% of total accommodation capacities of Montenegro). 

As for the communication services, revenues amounted to EUR 4.3 million in 1Q 2010. The largest portion 
of these revenues came from telecommunications. The expenditures for communication services amounted 
to EUR 10.5 million. In 1Q 2010, the account of communication services recorded a deficit of EUR 6.2 million, 
whereas the deficit recorded in the same period 2009 was EUR 1.9 million. Communication technologies 
(telephone, Internet, Cable technology, digital technology) have become important in every-day use, thus 
their use resulted in the increase of expenditures for transport of sound and information by phone, as well as 
the renting of satellites including the fees for watching satellite programmes.

Revenues from other business services were EUR 6 million, 15.5% less in relation to 2009. Most revenues 
were from different business, professional and technical services (legal and accounting services, consulting, 
engineering services and the like) to the amount of EUR 5.6 million. The expenditures for other business 
services were EUR 15.7 million. Some EUR 4.7 million was paid for legal, accounting and consulting services. 
The costs of promotion of domestic products and services at international fairs, the purchase of advertising 
material, market research and other types of media advertising amounted to EUR 7.4 million. The other 
business services accounted registered a deficit of EUR 9.7 million, which is 12.2% more than in 2009.

The inflow of funds from the work on construction projects and installations by local companies outside and 
in Montenegro amounted to EUR 5.9 million, which is 25.7% less than in 1Q 2009. In the reporting period, 
the expenditures for the employment of non-residents in construction were EUR 9.8 million or 42.4% less 
than in 2009. As for the construction services, the deficit recorded in 1Q 2010 amounted to EUR 3.8 million, 
while the deficit recorded in the 1Q 2009 amounted to EUR 1.1 million. 

In 1Q 2010, Montenegrin residents allocated EUR 3.5 million for international insurance services, whereas 
revenues on this basis amounted to EUR 1.3 million. In the reporting period, insurance services recorded a 
deficit of EUR 2.2 million, which is almost same as in 2009. 

6.1.3. Factor income

The account of factor income registered a surplus of EUR 4.7 million in the reporting period. The increase of 
total expenditures in the reporting period (22%) was due to the increased outflow for dividends, whereas the 
revenues recorded decline (8.8%). 

Revenues from factor income amounted to EUR 37.3 million, which is 8.8% less than in 2009. The largest 
portion of these revenues was compensations of employees of EUR 36.3 million, which is a 5.9% decline 
compared to the same period of 2009. Revenues for income on international investments were EUR 996 
thousand. The largest share in revenues for income on international investments was in paid interests 
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Graph 6.10
Structure of revenues from factor income in January – March 2010

Source: CBM

amounting to EUR 887 thousand, while revenues 
from direct investments abroad amounted to 
EUR 79.2 thousand. 

Expenditures for factor income amounted to 
EUR 32.6 million, which is 22% more in relation 
to 1Q 2009, and it was the result of the increased 
outflow arising from dividends payout. Of total 
expenditures, EUR 31 million related to income 
from international investments (investments in 
the form of loans, foreign direct and portfolio 
investments), and EUR 1.6 million to salaries to 
non-residents employed in Montenegro. Of total 
expenditures from international investments, 
EUR 19.5 related to interest payment, which is 
5.7% less than in the same period of 2009.

6.1.4. Current Transfers

Current transfers account was positive. The balance of current transfers in 1Q 2010 was EUR 24.5 million, 
which was 55% more than in the same period of 2009.

Total revenues from current transfers in the observed period amounted to EUR 31.5 million, being 19.3% 
higher than in the previous year. In the structure of revenues, EUR 26.4 million referred to other sectors 
and EUR 5.1 million to the government sector. Of total inflow of transfers of other sectors, EUR 15.7 million 
referred to remittances, whereas the inflow from other transfers (inheritance, maintenance, gifts and 
assistance) was EUR 10.8 million. In the same period, the expenditures for current transfers amounted to 
EUR 7 million, which is 34% less than in the previous year. In the structure of expenditures, the government 
sector accounted for EUR 1.8 million, and EUR 5.2 million referred to other sectors. The outflow arising from 
remittances was EUR 2.9 million, while the outflow arising from inheritance, gifts and different types of 
assistance was EUR 2.3 million, which is 20% less than in 2008.

6.2. Capital and Financial Transactions Account

Within the capital-financial balance, the surplus to the amount of EUR 190.3 million was recorded in 1Q 
2010. In the period January-March 2010, net FDI inflow (inflow minus outflow), according to preliminary 
data, was EUR 129.2 million or 43.9% more than in the same period of 2009. The FDI inflow amounted to 
EUR 148.8 million, which is 25% more than in the same period of 2009.
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Graph 6.11
Financial account structure by investments categories, in EUR 
thousand 

Graph 6.12
Foreign direct investments inflow in the period 2009 – March 
2010, in EUR thousand

Source: CBM

Source: CBM

FDI inflow was on the continuous increase since 
the beginning of the year. Thus the total FDI inflow 
in February was by 54% higher than in January, 
while the March value was by 85% higher than 
in February. The highest monthly inflow was 
recorded in March, due to the recapitalization 
of the telecommunication company Mtel at 
the amount of EUR 40 million as well as due to 
increased inflow from intercompany debt. 

In the FDIs structure, investments in local 
companies and banks accounted for the largest 
share of EUR 75 million or 30% more than in 
the same period of 2009. Some EUR 36.8 million 
was in the form of intercompany debts, which is 
32.3% more. Real estate investments amounted 
to EUR 31.1 million or 6.5% less than in the 
same period of 2009. The inflow of monetary 
assets from investments in foreign banks and 
companies amounted to EUR 5.8 million. 

Total FDI outflow in January – March 2010 was 
EUR 19.6 million, which is 33.1% less. In the 
structure of the outflow, EUR 12.4 million related 
to reduced obligations of local companies for loans 
taken from parent companies. The outflow from 
real estates was EUR 2.3 million, whereas the 
outflow from the withdrawal of a part of foreign 
capital in local banks and companies was EUR 1.5 
million. Investments of Montenegrin residents in 
foreign banks and companies amounted to EUR 
1.9 million, whereas the outflow from purchase of 
real estates abroad amounted to EUR 1.5 million. 



105External Sector

Graph 6.13
Structure of the FDI inflow in January – March 2010

Source: CBM

Graph 1
The value of cross border mergers and acquisitions, USD billion

Source: UNCTAD

Box 6.1 – Projections of FDI flows for 1Q 201023

Since the world economy is on its road of recovery from the economic crisis, it is evident that the 
business environment and the surrounding for operations of the transnational companies are operating 
are improving. This may also proved by the fact that, after the enormous decline registered in the 
beginning of 2009, the profits are progressively returning to their values before the crisis. Generally, 
the FDI growth is two quarter periods behind the economic growth. Thus the continued GDP growth, 
becoming positive in mid 2009, may strongly actuate the FDI flows in the coming period. As the result 
of such improved economic 
environment, we may expect 
that transnational companies 
start returning gradually to 
the ambitious international 
investment programmes, 
which would mean the 
stronger recovery of FDI flows. 

Observing the cross border 
mergers and acquisitions, 
being the main recovery factor 
of the FDI in the coming years, 
it may be concluded that the 
FDI flows are streaming to 
great recovery. However, the 
available data show that there 
is no safe recovery of FDI in the 
first half of 2010.

 
 

23	 Source: UNCTAD, Global Investment Trends Monitor, 26 April 2010
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Graph 2
Number of Greenfield projects in the World, 2007 – March 2010

Source: UNCTAD

Although the cross border 
mergers and acquisitions 
significantly increased in the 
1Q 2010, in relation to the last 
quarter of 2009, thus providing 
the basis for the FDI increase, 
the low number of „greenfield” 
projects implies that the 
transnational companies are 
still cautious in terms of their 
international investments 
programmes and investments. 

The most of Governments 
measures brought during 
the crisis dealing with FDIs 
were directed towards the 
liberalization and removal 
of barriers for FDIs. Such 
measures, combined with 
the state aid and the stimulating packages should have had the favourable impact to the FDI flows. 
However, Government measures may have double effects. Some of those measures, such as enhanced 
“screening” and new limitations for foreign capital directly affect the FDI flows. The positive or negative 
effects of the Government measures to the FDIs largely depend on how the foreign companies 
are treated in the country, as well as how and when the measures of the economic policy shall be 
implemented. With respect to the aforementioned, it is early to confirm that the FDI flows are strongly 
recovering.

In 1Q 2010, the portfolio investment account recorded an inflow of EUR 3.7 million, which is 48.4% more 
than in 1Q 2009. Investments into domestic securities amounted to EUR 1.8 million, being 58.6% higher in 
relation to 2009, whereas the withdrawal of monetary assets invested into foreign securities amounted to 
EUR 1.9 million. Simultaneously, outflow of funds from portfolio investments amounted to EUR 5.4 million. 
The largest part of outflow (EUR 4.5 million) was for withdrawing funds invested into foreign securities, 
while EUR 956.5 thousands was for investments of residents into foreign securities. In the observed period, 
the portfolio investments account recorded deficit amounting to EUR 1.7 million. In 1Q 2010, the other 
investments account (which included loans, trade loans, cash and deposits) recorded deficit amounting to 
EUR 8.3 million, being 88.6% less in relation to the same period of 2009. 

At end-March 2010, monetary assets of the Central Bank in foreign accounts and in the vault were EUR 54.8 
million less that as at 31 December 2009.
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The CBM conducted its regular research on the development of real estate prices24 in Podgorica. The calculation 
of an average housing price in June 2010 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 2,500 apartments; 532 questionnaires were successfully completed, 
which was 21.28% of the total number.

The survey questions concerned the qualitative characteristics of housing units (manner of heating; internet 
connection; number of rooms; 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 June 2010, an average housing price in Podgorica was 1,191 EUR/m2, which was lower by 3.24% in relation 
to the applicable price from September 2009, which had been 1,231 EUR/m2. 

An average price of a private house amounted to 1,094 EUR/m2, which was 7.25% less than in September 
2009, while an average price of an apartment unit amounted to 1,242 EUR/m2, which was 6.7% less than in 
September 2009.

24	 The Survey on real estate prices monitors the prices of apartments of the average age in Podgorica and not of newly built 
apartments.

REAL ESTATE HEDONIC INDEX IN MONTENEGRO IN JUNE 2010
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Graph 7.1
Histogram of Distribution of Housing Unit Prices, March 2010

Graph 7.2
Histogram of Distribution of Area Size Variable, March 2010

Table 7.1 

Summary Statistics of Average Values; Standard Deviation; Minimum and Maximum Prices by Housing 
Category; in EUR 

Variables Observed 
No

Median 
Price

Standard 
Deviation

Minimum 
price

Maximum 
price

Average Housing Price 529 1191 333 800 3000

Average Housing Price - House 356 1094 382,77 800 2333

Average Housing Price - Apartment 529 1242 274,65 800 3000

Source: CBM, 2010

Prices of housing objects were stagnating in 
relation to March 2010, especially regarding the 
prices of apartments ranging from EUR 3,000 
in the most exclusive locations to EUR 800 in 
parts more distant from the centre. The primary 
trend was the diversification of prices by zones, 
indicating that the demand for apartments was 
diversified significantly, and that the potential 
demanders are well informed on prices in 
different locations.

Thus, the housing price in the zone of Podgorica 
1 was 1,359 EUR/m2 in June 2010, ranging from 
EUR 1,200 to EUR 3,000. The average housing 
price in the zones of Podgorica 2 and Podgorica 
3 was 1,232 EUR/m2 and 1,107 EUR/m2, 
respectively.

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.
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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).

Table 7.4 

Empirical Results of Average Housing Price Model, March 2010 

Dependent Variable
Ln Area Size

Ratio Standard 
Error t-Statistics P>t

Ln Subjective Price 0,05 0,05 1,08 0,28

Apartment Unit > 65 m2: Dummy variable equals 1 for a 
housing object larger than 65m2 in area size 0,36*** 0,04 2,74 0,00

Balconies 0: Dummy variable equals 1 for a housing object 
without a balcony -0,17*** 0,06 -2,88 0,01

Balconies 1-Dummy Dummy variable equals 1 for a 
housing object with 1 balcony -0,17*** 0,04 -2,68 0,01

Balconies 2plus-Dummy Dummy variable equals 2 for a 
housing object with more than 2 balconies 0,9*** 0,05 2,76 0,00

Rooms 0: Dummy variable equals 1 for a housing object 
with no bedrooms -0,59*** 0,10 -3,92 0,00

Rooms 1: Dummy variable equals 1 for a housing object 
with 1 bedroom -0,25*** 0,05 -2,90 0,00

Rooms Soba2plus-Dummyy variable equals 1 for a housing 
object with more than 2 bedrooms 0,29*** 0,05 5,05 0,00

Electric Power: Dummy variable equals 1 for a housing 
object using electricity as the main source of energy 0,18*** 0,04 3,37 0,02

Internet: Dummy variable equals 1 for a housing object 
with an internet connection 0,17** 0,03 2,57 0,04

Garage: Dummy variable equals 1 for a housing object with 
a garage 0,23*** 0,05 2,91 0,00

Constant 1,86 0,33 1,02 0,00

Diagnostics
Number of Observations: 499
R_squared=0.739
VIF=2.78
Ramsey Reset test
F(3.280) = 1.59
Prob > F = 0.22

Explanations: * Importance at 10%, 
	       **Importance at 5%,
 	       ***Importance at 1%
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The table shows that the price of the housing object is specially dependant on the number of rooms (those 
with more than 1 bedroom have higher price), as well as possession of electricity as the main source of energy 
and possession of balcony.
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In 1Q 2010, the global economy is recovering showing higher economic growth than expected. The main 
growth carriers are developed economies, lead by the USA, which recorded somewhat better results than EU 
and Japan, primarily due to the more significant fiscal stimulus, as well as due to the fact that, unlike Europe 
and Japan, the corporate sector was less dependant on the financial support from the banking system. Out 
of the developing countries, Asia and countries of the Latin America showed faster sings of recovery. On 
the other hand, countries of the Central-Eastern Europe showed somewhat slower and unequal recovery, 
primarily due to the significant relying to the sources of financing from the European capital market. It 
may be generally concluded that the expansive monetary measures, as well as fiscal stimuli gave results 
in many economies and that their implementation was necessary, but it is worrying that the results of the 
implementation are significantly different among countries and regions. The significant recovery of trade 
(according to preliminary data the volume of trade increased by 3.5% in 1Q 2010), the expanding of the 
business cycle and the provision of the positive fiscal and monetary ambience led to the important adjusting 
of IMF projections on global output to higher levels (from 3.9% as estimated in January 2010 to4.2% as 
estimated in April 2010, see table 8.1).

Still high unemployment rate with the reduced utilization of capacities and the existence in the gap of 
potential and real output speak in favour of the fact that the scenario of serious inflatory pressures in 2010 is 
unrealistic, thus it is generally assessed that the inflation will range from 1.5% in developed countries, while 
somewhat higher inflation will be recorded in the developing countries (primarily due to high inflation rate 
in India and South America) amounting to 6.2%. The only potential channel that may influence the inflation 
growth is the growth in prices of fuels (oil). It is less likely that the countries that managed to recover capital 
flows and to consolidate the banking systems may expect implementation of more restrictive monetary 
policies this year, as well as gradual abolishment of stimulating measures to the financial sector, which would 
prevent important inflatory pressures. 
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Table 7.1 

Macroeconomic indicators, 2010 - 2011

IMF estimate April 
2010 % of the GDP

IMF estimate January 
2010(difference)

2009 2010 2011 2010 2011

GDP at the global level –0.6 4,2 4,3 0.3 0.0

Advanced economies –3.2 2,3 2,4 0.2 0.0

USA –2.4 3,1 2,6 0.4 0.2

Eurozone –4.1 1 1,5 0.0 –0.1

Germany –5.0 1,2 1,7 –0.3 –0.2

France –2.2 1,5 1,8 0.1 0.1

Italy –5.0 0.8 1,2 –0.2 –0.1

Spain –3.6 –0.4 0.9 0.2 0.0

Japan –5.2 1,9 2 0.2 –0.2

Great Britain –4.9 1,3 2,5 0.0 –0.2

Canada –2.6 3,1 3,2 0.5 –0.4

Other advanced economies –1.1 3,7 3,9 0.4 0.3

Newly-industrialized economies of Asia –0.9 5,2 4,9 0.4 0.2

Developing Countries 2,4 6,3 6,5 0.3 0.2

Central and Eastern Europe –3.7 2,8 3,4 0.8 –0.3

Commonwealth countries –6.6 4 3,6 0.2 –0.4

Russia –7.9 4 3,3 0.4 –0.1

Developing countries in Asia 6,6 8,7 8,7 0.3 0.3

China 8,7 10 9,9 0.0 0.2

India 5,7 8,8 8,4 1,1 0.6

Asian Countries 53 1,7 5,4 5,6 0.7 0.3

Middle East 2,4 4,5 4,8 0.0 0.1

Sub-Saharan Africa 2,1 4,7 5,9 0.4 0.4

Estern Hemisphere –1.8 4 4 0.3 0.2

Brasil –0.2 5,5 4,1 0.8 0.4

Mexico –6.5 4,2 4,5 0.2 –0.2

Memorandum 
European Union –4.1 1 1,8 0.0 –0.1

World Growth Based on Market Exchange Rates –2.0 3,2 3,4 0.2 0.0

World trade volume –10.7 7 6,1 1,2 –0.2

Imports for advanced economies –12.0 5,4 4,6 –0.1 –0.9

Exports for Developed economies –11.7 6,6 5 0.7 –0.6

Emerging and Developing Economies –8.2 8,3 8,4 2,9 0.6

Price of fuels (USD) Oil4 –36.3 29,5 3,8 6,9 –4.1

Consumer prices – advanced economies 0.1 1,5 1,4 0.2 –0.1

Source: IMF, World Economic Outlook, October 2009 

On the other hand, there is a group of risks that may slow down the economic recovery in 2011.
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One of risks is a high unemployment rate in developing countries which is assessed to be something below 
9% in 2011. The trend in the unemployment rate is one of the economic segments with unequal tempo among 
countries, primarily depending on the liquidity in the private sector, prices at real estate market, the level of 
private savings and the like. 

Another element that may have negative effect to the long-term growth at the global level is the existence of 
misbalance of global demand. It means that the economies with chronic problem of current account deficit, in 
order not to aggravate their growth rates, will have to pay more attention to its financing in the coning period 
due to reduced capital flows. Moreover, the countries that recorded high current account surpluses in the 
reporting period would have to pay special attention to measures assisting the domestic demand. 

The third potential source of instability is the way of balancing fiscal expenditures, as well as the public debt 
of developed countries. Great fiscal stimuli needed for mitigating the effects of the global crisis reached the 
level amounting to 9% of GDP at the global level in 2010. It may be assumed that the final scenario of the 
expansive fiscal policy in the reporting period will result that the public debt of developed countries will 
reach the level of 100% of GDP by 2014, or some 35 p.p. more than before the crisis. It is generally assessed 
that the countries that managed to recover in 2010 should make the consolidation of fiscal expenditures in 
2011, while similar scenario is recommended to countries that suffered high risk premium growth in 2010. 

8.1. Market movements

8.1.1. Developed countries

United States of America (USA) - In 1Q 2010, the USA reported a growth in economic activity in relation to 
2009, although economic activity declined in relation to the last quarter of 2009 when it amounted to 5.6%. 
According to the first estimates, the annual economic growth rate in 1Q 2010 was 3.2%, showing the increase 
in economic activity for the third consecutive quarter.

This slight decline in GDP economic growth was mostly due to decline in private sector inventories. In 
addition, the exports declined, as well as the real estate prices, affecting the decline in economic activity. On 
the other hand, the decline in domestic demand was also recorded. 

The unemployment rate amounted to 9.7% at 2009 year-end since January 2010. The positive trends were 
evident in the employment of a highly educated staff and health care employees. It is assessed that the 
unemployment rate will decline by 1 p.p. by the end of 2010. The increase in real wages was marginal 
amounting to 0.1%. According to the Department of Labour of the USA, the annual productivity in the USA 
increased to 6.1% in 1Q 2010. Albeit the considerable decline in labour productivity, many analysts believe 
that the slow recovery of labour market may be expected in the coming period, as well as that he economy of 
the USA will rather rely on the further productivity growth than to employment growth.

In 1Q 2010, annual inflation rate was 2.2%, which largely resulted from the growth in prices of energy 
products and the recovery of the domestic demand due to stagnation in salaries. The latest IMF estimates 
show that the economic growth rate amounted to -2.4% in 2010, while the 3.1% growth is expected in 2010. 
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Japan 

The Japanese economy finally reported signs of recovery, primarily due to increase of aggregate external 
demand from Chinese and EU markets, although there is no similar trend regarding the domestic demand 
which recovery is slow. The growth of exports and productivity, as well as the growth in private sector 
investment activity will affect the additional increase in economic activity, although the inelastic employment 
ins worrying as well as the decline in real wages affecting low aggregate private sector demand and the decline 
in state investments (-0.1%). Thus the exports growth (quarterly growth of 0.9%) lead to the increase in real 
GDP of 1.2% in 1Q 2010 (see Table 8.2). 

The industrial production is on the constant increase, with the important quarterly productivity growth of 7% 
for the fourth consequent quarter. On the other hand, the unemployment growth continued and amounted to 
5% at the end of first quarter, while real wages remained at their levels recorded in 1Q 2009.

Table 8.2 
The most important macroeconomic indicators of the Japanese economy 

 
2009. 2010

Q1 Q2 Q3 Q4 Q1

Real GDP -3,6 1,5 -0,1 0,9 1,2

Domestic demand -3,0 -0,3 -0,5 0,4 0,6

 Private sector demand -3,3 -0,6 -0,4 0,3 0,5

 Private consumption -0,8 0,7 0,4 0,4 0,3

 Non-resident investments -1,3 -0,6 -0,3 0,1 0,1

 Resident investments -0,2 -0,3 -0,2 -0,1 0,0

 Stocks of the private sector -0,9 -0,4 -0,2 -0,1 0,1

 Public demand 0,3 0,3 -0,1 0,1 0,1

Public investments 0,1 0,3 -0,1 -0,1 0,0

Net exports of goods and services -0,6 1,8 0,3 0,5 0,7

 Export -3,8 1,2 1,1 0,7 0,9

 Import 3,2 0,6 -0,8 -0,2 -0,3

Nominal GDP -3,7 -0,1 -0,6 0,1 1,3

Source: Monthly report of the Bank of Japan, March 2010
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8.2. European Union (EU) 

In 1Q 2010, a slight growing trend of the economic activity of 0.2% was recorded in the EU in 2009 which, 
based on the preliminary data, was below expectations (1%). There are two factors conditioning the slower 
economic activity growth in EU countries: the first presenting the evident growth in the asymmetry of the 
implemented measures and the pace of recovery among the member states. It is evident that countries like 
Spain (-1.3%) and Slovenia (-0.8%) recorded decline in economic activity, while France (1.2%) and Germany 
(1.5%) recorded signs of recovery and growth. Such unequal growth makes additional pressure to the 
monetary policy. Namely, present measures might face the countries on the road of swift recovery with the 
inflation, unless reference interest rates increase. Another source of destabilization is the influence of the debt 
crisis in Greece, contributing to the destabilization of the securities market denominated in EUR, all leading 
to the growth of uncertainty at the capital market of member states. On the other hand there are still fiscal 
stimuli in many EU countries, assumed to gradually decline in 2010, with the objective of harmonizing the 
fiscal deficit with the Maastricht Criteria. 

The official Eurostat data for the 1Q 2010 showed that the economic growth rate at the EU level was marginal, 
but still positive amounting to 0.2%, being 0.1 percentage points higher in relation to the previous quarter.

At the annual level, industrial output in EU in September 2009 decreased by 12.1%, recording a monthly 
growth of 0.2%. 

Annual inflation in EU, measured by the harmonized consumer prices index was 1.9% in March 2010 due 
to the high inflation increase in Hungary (5.7%) and Romania (4.2%), which represented growth of 0.9 
percentage points in relation to end-2009. 

The unemployment rate is still on an upward trend. In March 2010, it amounted to 9.7% in EU, being by 
0.8 percentage points higher as compared to December 2009 (8.9%). In the observed period, almost all EU 
countries reported an increasing trend in the unemployment rate, as well as the stagnating trend indicated 
by the stagnation of aggregate unemployment rate. 

According to the latest IMF estimates, a positive growth rate of 1% is expected in the EU economies in 2010, 
while a 1.8% growth may be expected in end-2011 (see Table 8.3).
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Table 8.3 

The most important macroeconomic indicators of European countries

GDP growth (in %) CPI

  2008 2009 2010 2011 2008 2009 2010 2011
Europe 1/ 1,6 -4,5 1,6 2,2 5,7 2,7 2,7 2,3
Advanced Europe 1/ 0.7 -4 1 1,7 3,4 0.7 1,5 1,4
Transition countries, members 1/ 4,3 -6,1 3,3 3,4 12 8,5 6,3 4,9
European Union (EU) 1/ 0.9 -4,1 1 1,8 3,7 0.9 1,5 1,5
Eurozone 0.6 -4,1 1 1,5 3,3 0.3 1,1 1,3
Austria 2 -3,6 1,3 1,7 3,2 0.4 1,3 1,5
Belgium 0.8 -3 1,2 1,3 4,5 -0,2 1,6 1,5
Cyprus 3,6 -1,7 -0,7 1,9 4,4 0.2 2,7 2,3
Finland 1,2 -7,8 1,2 2,2 3,9 1,6 1,1 1,4
France 0.3 -2,2 1,5 1,8 3,2 0.1 1,2 1,5
Germany 1,2 -5 1,2 1,7 2,8 0.1 0.9 1
Greece 2 -2 -2 -1,1 4,2 1,4 1,9 1
Ireland -3 -7,1 -1,5 1,9 3,1 -1,7 -2 -0,6
Italy -1,3 -5 0.8 1,2 3,5 0.8 1,4 1,7
Luxembourg 0.0 -4,2 2,1 2,4 3,4 0.8 1 1,3
Malta 2,1 -1,9 0.5 1,5 4,7 1,8 2 2,1
The Netherlands 2 -4 1,3 1,3 2,2 1 1,1 1,3
Portugal 0.0 -2,7 0.3 0.7 2,7 -0,9 0.8 1,1
Slovak Republic 6,2 -4,7 4,1 4,5 3,9 0.9 0.8 2
Slovenia 3,5 -7,3 1,1 2 5,7 0.8 1,5 2,3
Spain 0.9 -3,6 -0,4 0.9 4,1 -0,3 1,2 1
Czech Republic 2,5 -4,3 1,7 2,6 6,3 1 1,6 2
Danmark -0,9 -5,1 1,2 1,6 3,4 1,3 2 2
Sweden -0,2 -4,4 1,2 2,5 3,3 2,2 2,4 2,1
Great Britain 0.5 -4,9 1,3 2,5 3,6 2,2 2,7 1,6
EU emerging economies 1/ 4,4 -3 1,4 3,5 6,5 3,9 2,6 2,4
Bulgaria 6 -5 0.2 2 12 2,5 2,2 2,9
Estonia -3,6 -14,1 0.8 3,6 10,4 -0,1 0.8 1,1
Hungary 0.6 -6,3 -0,2 3,2 6,1 4,2 4,3 2,5
Latvia -4,6 -18 -4 2,7 15,3 3,3 -3,7 -2,5
Lithuania 2,8 -15 -1,6 3,2 11,1 4,2 -1,2 -1
Poland 5 1,7 2,7 3,2 4,2 3,5 2,3 2,4
Romania 7,3 -7,1 0.8 5,1 7,8 5,6 4 3,1
Non-EU advanced economies 
 Iceland 1 -6,5 -3 2,3 12,4 12 6,2 3,8

Israel 4 0.7 3,2 3,5 4,6 3,3 2,3 2,6
Norway 1,8 -1,5 1,1 1,8 3,8 2,2 2,5 1,8
Switzerland 1,8 -1,5 1,5 1,8 2,4 -0,4 0.7 1
Albania 7,8 2,8 2,3 3,2 3,4 2,2 3,5 2,9
Belarus 10 0.2 2,4 4,6 14,8 13 7,3 6,2
Bosnia and Herzegovina 5,4 -3,4 0.5 4 7,4 -0,4 1,6 1,9
Croatia 2,4 -5,8 0.2 2,5 6,1 2,4 2,3 2,8
Macedonia FYR 4,8 -0,7 2 3 8,3 -0,8 1,9 3
Moldova 7,8 -6,5 2,5 3,6 12,7 0.0 7,7 5,7
Montenegro 6,9 -7 -1,7 4,6 9 3,6 -0,6 3
Russia 5,6 -7,9 4 3,3 14,1 11,7 7 5,7
Serbia 5,5 -2,9 2 3 12,4 8,1 4,8 4,8
Turkey 0.7 -4,7 5,2 3,4 10,4 6,3 9,7 5,7
Ukraine 2,1 -15,1 3,7 4,1 25,2 15,9 9,2 8,9

Source: Regional macroeconomic outlook, 2010, April, IMF
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8.2.1. European Union developed countries outside European Monetary Union

Great Britain – Based on the preliminary assessments, the economic growth rate was 0.3% in 1Q 2010, 
representing a corrected value in relation to 0.4% as initially assessed by Bank of England. The primary 
growth indicators are the increase in the industrial production by 0.5% and the growth in services by 0.2%. 
The consumption side in the 1Q 2010 shows the household spending remaining at the same level, while the 
growth was recorded in gross capital investments by 1.5%. 

Besides the significant devaluation of the GBP, there was no major increase in exports. In 1Q 2010, exports 
declined by 4.8% in relation to the previous quarter, as well as imports by 6.8%.

At end-March 2010, the inflation rate was 3.4%, being above the set target of 2%. The reason for the inflation 
increase was in the VAT growth, higher price of oil and the depreciation of effects from the earlier devaluation 
of the GBP. The economic growth in the coming period shall largely depend on the level of fiscal expenditures, 
as well as of the reference rate level, which is assumed to be growing. The GDP growth in 2011 is estimated 
to amount to 1%. 

Box 8.1 – The Great Britain – Return of Supervision to the Central Bank

The New Government of the UK plans to perform the reform of the financial supervision institutional 
framework till 2012 by returning the regulatory body (FSA – Financial Service Authority) to the Central 
Bank (Bank of England), where it belonged before. In order to provide better efficiency, the new 
Government intends to create unified system, instead of “tripartite” financial regulation system. The 
objective is to radically improve the financial supervision, strengthening the prudential regime given 
to the central bank, and to provide the best possible production of consumers. 

The release states that the existing (separated) system, established by the Labourist Government in 
1997, “spectacularly failed in performing its objective, guaranteeing the financial stability safeness, 
costing hundreds of billions of pounds”. 

The central problem of the banking crisis in the UK was the speedy and unviable growth of debt, 
while the macroeconomic and the regulatory system failed to recognise the risks emerging from the 
situation in an accurate and precise manner. The levels of debt were not controlled, and when the crisis 
started, nobody knew who was to make a decision. Therefore, as the documents states, it is necessary 
to have the macro-prudential regulator not only of individual firms but of the whole financial system. 

According to the Government’s opinion, only the Bank of England has the macroeconomic expertise, 
market knowledge, and the right authority to make a proper macro-prudential judgement, thus the 
Bank of England will take on the macro-prudential regulation. 

It is planned to establish the Financial Policy Committee and two regulators, that will split the 
responsibilities of the existing regulatory body: the new Prudential Regulation Authority and the 
Consumer Protection and Markets Authority. All the new bodies will be accountable to the Parliament. 

In 1Q 2010, Denmark recorded the important economic growth of 0.6% in relation to -0.7% recorded in the 
last quarter of 2009.In end 2009, the inflation rate amounted to 2.2%, while the unemployment rate was 4.1% 
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in 1Q 2010. It is expected that the National Bank of Denmark shall additionally reduce the reference interest 
rate in order to stimulate economic activities in the coming period, although the current rate is rather low 
amounting (0.75%).

8.2.2. Countries of the European Monetary Union

In the first quarter of 2010, Euro area reported a recovery in the industrial output and exports. In 1Q 2010, the 
GDP growth rate was 0.2%, primarily due to the growth of imports (6%) and public spending (2%). Moreover, 
the Euro area recorded growth in the industrial output (0.7%) as well as the encouraging growth in financial 
services (0.5%) in 1Q 2010.

At the end of 1Q 2010, the unemployment rate in the Euro area was 10%, or 0.1 p.p. more in relation to the 
previous quarter. Spain and Ireland reported the highest unemployment rates of 19.2% and 13.2% respectively.

The harmonized consumer price index (HCPI), which was used as an inflation measure in Euro area, 
amounted to 1.4% in March 2010. It decreased by 3 percentage points as compared to the previous month, 
primarily due to the quarterly increase in prices of fuels of 7.7%. 

The latest projections of Eurostat showed that the average annual inflation in the Euro area will range from 
1.4% to 1.6% in 2010 and from 1% to 2.2% in 2011. The increase in price of fuels, as the recovery of the 
domestic demand in many member countries will impact the slight inflation rate increase by the end of 2010.

In March 2010, the current account recorded surplus reaching the value of 1.7% of GDP, primarily due to the 
exports increase of 6%. The ECB anticipated GDP growth rate for 2010 is 1.3%, and 1.5% for 2011. 

8.2.3. European Union – new member states

New EU member states reported economic growth and more favourable economic forecasts. However, it 
should be noted that the pace of recovery ranges among countries proportionally to their investment cycles, 
as well as to the type of fiscal and monetary stimuli implemented in the previous period. In relation to the 
previous quarter, Romania was the only country that recorded the negative GDP growth (-0.3%). On the other 
hand, Hungary recorded quarterly growth of 0.9%, while the Czech Republic and Poland recorded a growth 
of 0.5% each. Moreover, the industrial output indicators of the new member states point to the growth of 
external demand and further increase in economic activity. The unemployment remain as the great problem, 
while unfavourable lending conditions shall still have the negative influence to the domestic demand. 

Latvia was a country registering the largest decline in economic activity of -6% in the 1Q 2010, although the 
decline in economic activity amounted to 18% in 2009. At the same time, the unemployment rate was 22.5%, 
which is an almost 2.1 p.p. growth in relation to end-2009.

In 2009, the recession substantially hit the economy of the Czech Republic, which main export market is the 
Euro area, but it managed to record economic growth of 0.5% in 1Q 2010. At end-March 2010, the annual 
inflation rate was 0.4%, which is a decline of 0.2 p.p. in relation to December 2009. Eurostat estimated that 
the economic growth in the Czech Republic in 2010 will be at the rate of 0%. In 1Q 2010, in order to revive 
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the economic activity, the Czech National Bank reduced the reference rate by 25 base points now amounting 
to a mere 0.75%. 

In 1Q 2010, Romania registered a negative level of economic activity thus the estimated GDP growth rate in 
the first quarter was negative amounting to -2.6% in relation to the first quarter 2009. This decline was due 
to the significant decline of economic growth in agriculture (-0.9%), telecommunication (-2.4%) and finance 
(-1.5%). In March 2010, the inflation rate in Romania was 4.2% showing a 2.0 percentage points decrease in 
relation to end-2008. Similarly to the Czech Republic and Poland, Romania reduced the reference rate by 75 
base points now amounting to 6.25%. 

GDP growth rate in Bulgaria amounted to -3.6% in 1Q 2010 in relation to 1Q 2009. The main reasons for 
reduced economic activity were the fall in personal spending (5.7%) and industrial output (0.9%). The positive 
movements were in increase of exports by 5.9% followed by decline in imports by 2.6%. The inflation rate was 
1.9% and it rising by 1.6 percentage points in relation to end 2009. In March 2010, the unemployment rate 
was 8.1% with the marginal increase of 0.1 percentage points in relation to end 2009. Moreover, Bulgaria, 
referred to as a rare country in the region without fiscal deficit problems, faced the budget deficit of 2.4% in 
1Q 2010, as the result of numerous expenditures for social programmes. 

In 1Q 2010, Poland reported positive quarterly growth rate of 0.5%, or 2.8% growth in relation to the first 
quarter of 2009. The average annual inflation rate in September was 2.7%. The unemployment rate in Poland 
in 1Q 2010 amounted to 9.9%, which is a 0.8 percentage points growth in relation to December 2009.

In 1Q 2010, Hungary reported positive quarterly growth rate of 0.9%, or decline of -0.8% in relation to the first 
quarter of 2009. The March 2010 inflation rate was 5.7%, and the inflation rate 10.8%, being 0.1 percentage 
points higher than in December 2009. The National Bank of Hungary also reduced the reference rate by 50 
base points now amounting to 5.25%, being the lowest rate ever recorded by this bank. 

The IMF forecasted the 2010 economic growth of 2.8% for this group of countries (Central and Eastern 
Europe).

8.3. Developing countries (Asia)

In 1Q 2010, countries of this region continued dynamic economic growth, relying on the high external demand 
with the simultaneous growth of domestic demand. In the case of China, there is danger of overheating the 
economy in 2010. 

China - The extremely high economic growth of 11.9 was recorded in 1Q 2010 in relation to 1Q 2009, i.e. 
the most significant increase in economic activity since the last quarter of 2007. Although the fiscal and 
monetary stimuli affected the economic growth, the private demand and investment consumption were the 
most important growth generators, and the analysts believe that the overheating of the economy that may 
happen by the end of 2010 must be stopped, although the annual inflation of 2.4% still does not point to such 
scenario. The external demand is recovering rapidly, reflected through the quarterly increase in exports of 
24%, primarily due to the exports of consumer goods, while imports increased by 66%, primarily due to 
increase in demand for raw materials and increase in import prices. The prices at the real estate market are 
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increasing, while the lending conditions are extremely favourable, although the reduced lending activity may 
be expected due to measures directed towards the resolving of the potential overheating of the economy. 

Latin America – In 1Q 2010, economic activity in Latin America continued the increase tempo, with high 
inflationary pressure. Real GDP rose by 4.4%, after the 2.9% decline in the previous quarter. The annual 
inflation rate was 4.8%, in relation to 4% recorded in end 2009. Argentina reported a significant increase 
in industrial output of almost 9%, after the increase of 5.3% in the previous quarter. On the other hand, 
the inflation rate recorded significant quarterly increase of 9% in relation to 7.1% recorded in end 2009. 
The annual growth rate of the industrial output in Brazil of almost 18.1% in relation to 1Q 2009 continued, 
primarily due to the recovery of the foreign and domestic demand thus, similarly to Argentina, the inflation 
increased reaching the level of 4.8% at the end of 1Q 2010. The IMF forecasted further growth of economic 
activity in the region, primarily due to the increase in the foreign and domestic demand, and it is expected 
that the growth rate in Brazil and Mexico will amount to 5.5% and 4.2%, respectively. 

India – India, according to the preliminary data for 1Q 2010, reported quarterly economic growth of 8.6%, 
mostly due to the increase in investments and personal consumption “overheated” with the expansive 
monetary policy. This was reflected to the inflation amounting to 13.3% at the end of 1Q 2010. The estimated 
growth in India, according to the latest IMF estimates, amounts to 8.8%.

South-Eastern Europe

The financial crisis, which started in 2007 in developed countries, has spilt over to this region in the last 
quarter 2008 and has continued during 2010. Low level of capital inflow and reduced lending activities of 
banks in the countries of this region negatively reflected on spending, resulting in lower economic growth 
rates. The access to capital is more difficult in conditions of reduced lending activities of banks, which 
influences on the reduction in production and the level of use of the capacities in these countries. A declining 
trend in economic activities was present in many countries, as well as negative GDP growth rates in the 1Q 
2010. The crisis effects in the Western Balkans region were evident in the form of lower economic growth 
rates, reduced foreign capital inflows, reduced domestic demand, weakening of exports, and unemployment 
growth. 

Unfavourable economic movements were still characteristic for Croatia in the first quarter of 2010.The 
economic activity decline continued, but in lower intensity. The weakening of the economic activity was due 
to the decline in domestic demand and investments, especially in construction. The first forecasts say that 
the annual decline in economic activities in the first three months was 2.5% (the decline of GDP in the first 
quarter of 2009 was 6.7% in relation to the first quarter of 2008). The unfavourable conditions in real sector 
negatively reflected on the labour market. The unemployment rate in Croatia increased since the beginning 
of 2009, amounting to 18.4% at end March 2010, showing of 3.3 percentage points increase in relation to the 
same period of 2009. The inflation rate was increasing in the first three months of 2010. Thus, in March 2010, 
the annual inflation rate was 0.9%, showing monthly increase of 0.2 percentage points. 

Croatia is facing high budgetary deficit, which will result in adjustment of incentive measures for the economy 
in the following period and the need to reduce budgetary deficit. 
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The latest European Commission forecast for 2010 showed a positive GDP growth rate of 0.2% in Croatia, and 
EBRD forecasted GDP growth rate of 0.6%.

Economic activity in Serbia in the first quarter of 2010 showed mild increase of 0.9% in relation to the same 
period of 2009, mostly due to the increase in domestic demand and exports. The increase in exports was 
mostly the result of the increased export of iron, steel and non-ferocious metals, followed by the output 
increase in this industry. It is estimated that the 2010 GDP increase would amount to about 1.5%. An upward 
trend in number of unemployed persons was present in the reporting period, as well as the further decline in 
formal employment. The number of unemployed persons was on increase, thus the unemployment rate was 
17.4%. 

The inflation rate in 1Q 2010 was 4.4%, in relation to the same period of 2009. Further inflation growth is 
not expected in 2010, because the aggregate demand is still low and acting non-inflatory, while the inflatory 
expectations are declining. 

As estimated, the budget deficit in 2010 shall amount to 4% of GDP, and it will mostly be financed by 
withdrawing the money from the domestic market.

According to preliminary data, Bosnia and Herzegovina will have a modest negative economic growth rate 
ranging from 0% to 1% in 2010, which will mostly depend on the effectiveness in performing structural 
changes. In November 2009, Bosnia and Herzegovina signed stand-by arrangement with the IMF to the 
amount of EUR 1.2 billion to the period of three years. The annual inflation rate in March 2010 was 1.1%, 
being 0.6 p.p. higher in relation to December 2009. The rate of registered unemployment in March 2010 
declined by 0.5%, for the first time after nine months, and it amounted to 42.2%.

In FRY Macedonia, according to the estimates, the GDP growth of 0.4% was recorded in 1Q 2010. The 
investments are still on low level, due to reduced financial support, whereas the personal spending increased. 
According to the estimates, the annual GDP growth in 2010 would amount to 1%, recorded through the 
increase in personal and investment spending, whereas the negative influence of exports are expected. In 
the reporting period, the inflation rate recorded quarterly increase of 0.5%,a s opposed to the decline in the 
previous quarter of 2.1%. The inflation rate growth was mostly due to increase in imports prices, especially of 
oil and oil derivatives, as well as the increase of controlled prices. Macedonia had the highest unemployment 
rate in Europe of 33%. Unemployed persons between 15 – 24 years of age made up 20%. 

8.4. Interest rates

In the previous period of the global financial crisis, the central banks of the leading world economies tried to 
stimulate liquidity by expansive monetary policy, and primarily by reducing reference interest rates. In the 1 
quarter 2010, there were no changes in the reference interest rates by the central banks of the leading world 
economies.

ECB – In the second half of the 2008, the ECB started leading more relaxed monetary policy due to the 
decline in economic activity, banking sector crisis and reduced energy products. The ECB reference interest 
rate was 1.0% (the historical minimum). As expected, the European Central Bank kept the reference interest 
rate at the level of 1.0% also in the 1Q 2010.
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Graph 8.1
Movements of USD/EUR and JPY/EUR exchange rates

Source: ECB 

Table 8.4 

Reference interest rates of selected central banks

Currency Reference Interest Rate Level Last changes Date of the last 
change

EUR „Refinance Rate“ 1,00% -25bp 07.05.2009.

CHF „Libor Target Rate“ 0,25% -25bp 12.03.2009.

CAD „Target Overnight Rate“ 0,25% -25bp 24.04.2009.

JPY „Target Rate“ 0,10% -20bp 19.12.2008.

GBP „Repo Rate“ 0,50% -50bp 5.03.2009.

USD „FED Funds Target Rate“ 0%-0,25% -75bp 16.12.2008

Source: Central banks of the observed countries

Due to problems at financial markets which have spilt over to real economy, in December 2008, FED reduced 
the reference interest rate to a record low level ranging from 0% to 0.25%, which remained at the same level 
during the 1Q 2010. That was the highest reduction of the reference interest rate since 1954, which was made 
to support market functioning and stimulate economy. 

BoE – In 1Q 2010, the Bank of England has kept the reference interest rate of 0.5%, being the historical 
minimum, and which was within the expectations of the analysts’ expectations. The main reasons are the 
low economic recovery and the slow pace of exiting the recession. It is expected that the key interest rates will 
remain on the record low level until 2010.

BoJ – In the 1Q 2010 2009, the Bank of Japan has not changed the reference interest rate, which remained at 
the level of 0.1%.

 
8.5. Foreign exchange rates

USD/EUR

The EUR/USD exchange rate was unstable in 1Q 
2010. The nominal decline of EUR to USD was 
recorded due to fiscal problems in some Euro area 
member states. The average nominal USD/EUR 
exchange rate was 1.38 in the first quarter 2010, 
which is a depreciation of EUR by 6.4% in relation 
to the previous quarter (USD/EUR 1.48).

During 1Q 2010, the EUR/USD exchange rate 
ranged between 1.3120 and 1.4409 USD for 1 
EUR. 
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Graph 8.2
Movement of GBP/EUR and CHF/EUR exchange rates 

Source: ECB 

In the first three months of 2010, EUR/
JPY exchange rate mostly recorded the Euro 
depreciation against the Yen. In 1Q 2010, the JPY/
EUR exchange rate was 126, being 6.1% lower in 
relation to end-December 2009 or about 4% less 
in relation to 2009 average. In 1Q 2010, the JPY/
EUR exchange rate ranged between 127.8 and 
138.2 Yens for 1 Euro. 

The GBP/EUR exchange rate was relatively stable 
with some minor fluctuations in 1Q 2010. There 
were appreciations in the British currency due to 
the certainty of winners at the elections and the 
announcement of favourable macro-economic 
data. The EUR/GDP exchange rate ranged from 
0.8845 to 0.9005 GDP for 1 EUR.
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January 2010

The IMF mission visited Montenegro with a view to assessing the macroeconomic situation, current problems, 
trends and reforms, the execution of measures, as well as plans for 2010.

The representatives of the Montenegrin Shipping Company and the Exim Bank China signed the Loan 
contract for facilitated purchase of two ships, amounting to USD 47.4 million, which purchase should 
contribute to the renewal of the Montenegrin fleet.

The pensions of Montenegrin pensioners will be reduced by 0.55% in the coming period, due to the regular 
annual adjustment based on the movements of the consumer price index and the salaries index.

Shareholders of the Nex univocally passed the initiative of the CG Broker-Dealer to merge this stock exchange 
with the Montenegro stock exchange. Moreover, the shareholders passed the Decision on initiating the merger 
of those two stock exchanges.

The representatives of the Croatian consortium, lead by Konstruktor, asked for the assistance of the Croatian 
Government in providing guarantees to the loan for the construction of the highway Bar – Boljare.

On the list of global economic freedoms of The Heritage Foundation, Montenegro advanced for 26 positions, 
now taking the 68th place out of 183 ranked countries.

According to The New York Times, Montenegro is among 31 destinations to be visited in 2010.

Two bids were submitted to the selection of the consultant for the privatization of the Montenegro Airlines 
and the Barska plovidba AD (Montenegro Lines).

February 2010

In Rome, the Prime Ministers of Montenegro and Italy signed the Agreement of Understanding on placing 
the energy cable from Pescara to Tivat, amounting to EUR 720 million.

The Agency for peaceful resolving of labour disputes and the Labour Fund started operating.

The owner of the Steel Factory Nikšić, the Montenegro Specialty Steels was granted a loan for starting the 
production amounting to EUR 25 million.
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In Podgorica, the Prime Ministers of Montenegro and Belgium signed the Agreements of Understanding on 
mutual stimulation and the protection of interests with the Economic association of Belgium-Luxembourg 
and the International Road transport.

March 2010

The council for the Road construction had proposed the Government of Montenegro to break off the concession 
contract for the construction of the highway Bar – Boljare with the first-ranked Croatian consortium lead by 
Konstruktor, and the Government continued negotiations with the Greek-Israeli consortium. 

The agency Standard&Poor’s reduced the long-term indebtedness rating of Montenegro from BB+ to BB, 
with negative forecast.
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Annex A: Real sector developments

Table 2 – Industrial output

Source: Monstat

Source: Monstat

Table 1 – Overview of macroeconomic developments

DESCRIPTION 
Contribution

in  
2009

Ø2009 = 100 LEVEL INDEX

2009 2010 III  2010
II 2010

III 2010
III 2009

I-III 2010
I-III 2009II III I-III II III I-III

Industry-total 100.0 141.2 139.5 139.3 108.4 127.3 119.1 117.4 91.3 85.5

Mining and quarrying 3.9 164.8 196.2 159.6 103.1 113.7 115.5 110.3 58.0 72.4

  Mining and quarrying of en. producting mat. 2.2 219.0 240.4 215.9 155.6 155.0 168.2 99.6 64.5 77.9

    Mining of pit coal, lignite and peat 2.2 219.0 240.4 215.9 155.6 155.0 168.2 99.6 64.5 77.9

  Mining and quarrying exept energy produc. mat. 1.7 91.1 136.2 83.0 31.7 57.4 43.6 181.1 42.1 52.5

    Mining of metal ores 0.4 - - - - - - - - -

    Other mining and quarrying 1.3 47.9 65.7 46.9 39.6 71.7 54.5 181.1 109.1 116.2

Manufacturing 62.6 101.1 128.6 110.3 72.5 90.8 75.8 125.2 70.6 68.7
 Manufacture of food products, beverages, and 
tobaco 12.2 94.5 115.4 97.9 73.2 86.6 76.9 118.3 75.0 78.5

    Manufacture of food products baverages 11.9 87.1 98.9 90.7 73.9 83.7 76.8 113.3 84.6 84.7

    Manufacture of tobaco products 0.3 376.5 745.1 373.9 47.1 196.1 81.0 416.3 26.3 21.7

 Manufacture of textiles and textiles products 0.2 118.2 140.7 136.5 83.0 95.2 88.7 114.7 67.7 65.0

   Manufacture of textile fabrics 0.1 - - - - - - - - -

   Manufacture of wearing apparel and fur 0.1 116.7 114.3 128.7 85.4 98.0 91.3 114.8 85.7 70.9

 Manufacture of leather and leather products 0.1 369.2 184.6 276.9 92.3 - 30.8 - - 11.1

 Manufacture of wood and wood products 1.6 46.8 96.9 56.2 35.3 62.7 42.6 177.6 64.7 75.8

 Manufacture of paper, publishing, and printing 1.3 88.8 126.5 99.5 76.0 87.3 79.7 114.9 69.0 80.1

  Manufacture of celulose paper and paper products 0.5 87.7 107.9 84.9 71.4 97.9 74.4 137.1 90.7 87.6

  Publishing, printing and reproduction 0.8 89.4 136.5 107.4 78.4 81.7 82.6 104.2 59.9 76.9

 Manufacture of chemical products and fibres 8.7 79.8 142.2 90.6 107.4 81.4 76.5 75.8 57.2 84.4

 Manufacture of rubber and plastic products 0.1 177.4 122.6 133.0 39.1 49.6 40.0 126.9 40.5 30.1

 Manufacture of other non-metal minerals 5.2 87.7 101.6 95.3 104.6 127.8 112.0 122.2 125.8 117.5

 Manufacture of metal and metal products 29.8 120.0 146.4 129.3 53.2 86.6 66.5 162.8 59.2 51.4

   Manufacture of basic metals 28.0 122.2 151.6 132.5 55.6 83.4 66.7 150.0 55.0 50.3

   Manufacture of metals products, exept machinery 1.8 84.8 63.1 77.5 14.6 138.3 63.9 947.3 219.2 82.5

 Manufacture of other machinery and equipment 2.6 52.9 31.6 89.4 146.8 153.1 130.9 104.3 484.5 146.4

 Manufacture of transport equipment 0.7 88.4 75.8 88.4 12.6 33.7 39.3 267.5 44.5 44.5

 Manufacturing N.E.C. 0.1 60.4 68.1 70.6 49.5 71.8 57.8 145.1 105.4 81.9

Electricity, gas, water supply 33.5 213.5 153.4 191.1 176.0 197.2 200.5 112.0 128.6 104.9

Description
2009 2010 (chain index)
XII/XI I II III IV V VI VII VIII IX X XI XII

Industrial production (index) 126.0 113.5 89.1 117.4

Consumer prices (index) 100.0 99.7 100.1 100.4

Industrial producer prices (index) 100.3 97.6 99.2 99.5
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Source: Monstat and CBM calculations

Table 3 – Industrial production

Total Mining and quarrying Manufacturing Electricity, gas, water supply

2000=100 Annual 
growth rate

Monthly 
growth rate 2000=100 Annual 

growth rate
Monthly 

growth rate 2000=100 Annual 
growth rate

Monthly 
growth rate 2000=100 Annual 

growth rate
Monthly 

growth rate

2006

Jan 120.7 5.7 -2.1 93.0 51.3 -19.5 100.5 -0.6 -17.6 144.9 11.0 42.5
Feb 106.7 4.7 -9.5 91.8 114.8 -1.3 96.0 -7.9 -4.1 139.8 22.6 -19.0
Mar 121.2 3.0 11.3 90.5 8.0 -1.4 118.8 1.0 23.3 138.7 7.3 -7.4
Apr 105.0 -0.8 -13.7 70.8 14.9 -21.8 114.2 -0.3 -4.1 89.8 -5.8 -35.1
May 114.3 2.6 9.0 90.0 27.9 27.1 118.7 -0.4 4.1 138.3 6.8 21.8
Jun 117.9 1.9 1.6 96.3 -11.2 6.6 124.4 2.0 2.6 106.2 5.9 -2.9
Jul 138.0 10.4 -0.2 96.8 -8.7 0.8 140.3 2.4 1.7 129.2 63.5 -6.3
Aug 112.2 -3.9 -6.2 108.0 -16.5 11.7 120.8 -9.2 -2.5 75.3 11.1 -24.2
Sep 126.2 -5.3 5.5 124.3 -14.9 15.3 129.2 0.1 6.9 72.1 -21.7 -4.4
Oct 104.9 -4.8 -8.5 82.8 -18.2 -33.3 120.7 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 12.9 116.8 4.8 -0.7 129.8 0.3 17.5

2007

Jan 97.6 -19.1 -23.1 69.6 -25.2 -30.2 112.0 11.5 -13.0 52.2 -64.0 -48.9
Feb 109.2 2.4 15.0 85.2 -7.2 22.4 107.2 11.7 -3.3 122.5 -12.4 97.3
Mar 123.1 1.6 10.5 92.2 1.8 8.1 121.4 2.2 12.8 139.1 0.3 6.0
Apr 110.6 5.4 -10.5 90.0 27.1 -2.4 116.7 2.2 -4.0 100.1 11.5 -27.8
May 107.2 -6.2 -2.9 86.2 -4.2 -4.2 126.9 6.9 8.9 75.0 -45.8 -40.8
Jun 103.5 -12.2 -4.9 65.5 -32.0 -24.2 140.1 12.6 8.1 15.6 -85.3 -73.6
Jul 121.2 -12.2 -0.1 94.1 -2.7 43.9 146.9 4.7 -5.5 35.8 -72.3 75.9
Aug 117.5 4.8 11.8 105.4 -2.4 12.1 142.7 18.1 10.0 36.9 -51.0 34.3
Sep 123.9 -1.8 -1.1 117.1 -5.8 11.3 139.8 8.2 -2.2 36.6 -49.3 -1.2
Oct 134.1 27.8 19.1 124.9 50.9 6.7 151.6 25.6 8.6 180.2 29.6 142.2
Nov 128.5 5.8 -4.4 159.4 80.3 27.4 126.6 -1.6 -16.4 123.3 11.5 39.1
Dec 135.9 7.7 6.1 60.4 -39.8 -62.3 129.0 10.5 11.6 144.4 11.3 17.2

2008

Jan 110.4 13.1 -19.3 99.4 42.9 66.0 121.7 8.6 -14.5 65.1 24.8 -42.6
Feb 129.9 18.9 20.9 132.5 55.5 33.2 107.0 -0.2 -11.1 190.1 55.2 145.2
Mar 126.1 2.4 -4.8 104.6 13.5 -21.1 124.8 2.8 16.1 138.4 -0.5 -32.0
Apr 104.8 -5.3 -17.3 68.2 -24.2 -34.8 111.7 -4.3 -10.7 96.9 -3.2 -29.8
May 96.6 -9.9 -7.7 91.0 5.6 33.3 115.0 -9.4 3.3 60.4 -19.5 -50.7
Jun 109.3 5.6 11.4 117.2 78.9 28.3 113.6 -18.9 -3.3 94.1 502.6 98.5
Jul 125.4 3.5 -2.1 87.8 -6.7 -24.9 135.6 -7.7 7.6 92.6 158.7 -24.9
Aug 111.9 -4.8 2.9 173.7 64.8 98.3 113.7 -20.3 -5.0 73.8 99.8 4.0
Sep 138.8 12.0 16.3 168.9 44.2 -2.7 123.0 -12.0 8.0 122.1 234.0 65.0
Oct 105.8 -21.1 -16.1 139.5 11.7 -17.3 117.5 -22.5 -4.3 128.1 -28.9 -48.4
Nov 119.3 -7.2 12.6 119.2 -25.2 -14.7 115.4 -8.9 -1.8 129.7 5.2 105.6
Dec 108.3 -20.3 -9.0 51.5 -14.7 -57.1 89.6 -30.6 -14.9 154.2 6.8 18.9

2009

Jan 105.2 -4.7 -3.5 45.7 -54.0 -10.6 71.8 -41.0 -27.4 168.6 158.9 39.1
Feb 105.5 -18.8 3.0 64.0 -51.7 39.9 71.0 -33.7 -0.2 207.6 9.2 3.4
Mar 106.0 -15.9 -1.3 76.2 -27.2 19.0 90.7 -27.3 27.3 159.7 15.4 -28.1
Apr 85.7 -18.2 -19.6 68.7 0.7 -10.1 71.5 -36.0 -21.3 130.0 34.2 -18.4
May 72.2 -25.3 -15.7 30.6 -66.4 -55.4 73.7 -35.9 3.4 102.0 69.0 -37.8
Jun 65.2 -40.4 -11.1 6.0 -94.9 -80.4 79.8 -29.8 5.9 43.5 -53.8 -45.7
Jul 67.1 -46.5 -12.3 6.4 -92.7 7.5 79.3 -41.5 -10.3 43.7 -52.8 -23.5
Aug 52.5 -53.1 -9.6 10.1 -94.2 57.9 65.6 -42.3 -6.4 22.9 -68.9 -31.4
Sep 60.8 -56.2 8.4 62.7 -62.9 517.8 72.2 -41.3 9.8 6.6 -94.6 -71.3
Oct 65.9 -37.7 19.4 56.4 -59.6 -9.9 63.8 -45.7 -11.3 151.1 17.9 1025.8
Nov 64.9 -45.6 -1.5 17.8 -85.1 -68.7 53.5 -53.6 -16.2 110.5 -14.8 48.6
Dec 81.7 -24.6 26.0 21.7 -57.9 21.7 58.5 -34.7 19.7 148.9 -3.5 34.7

2010
Jan 93.4 -11.3 13.5 50.3 10.0 133.5 45.4 -36.8 -29.7 186.4 10.6 59.5
Feb 81.0 -23.2 -10.9 40.1 -37.4 -20.4 50.9 -28.3 13.3 171.1 -17.6 -22.9
Mar 96.8 -8.7 17.4 44.2 -42.0 10.3 64.1 -29.4 25.2 205.4 28.6 12.0
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Source: Monstat

Table 4  – Industrial output

Table 5 – Consumer prices

Table 6 – Producers’ prices of manufactured products

I II III IV V VI VII VIII IX X XI XII

Chain index 97.6 99.2 99.5

ø 2009= 100 97.4 96.7 96.1

Month-on-month 93.6 93.8 95.4

Year-on-year 93.7 94.3

December 2009 = 100 97.6 96.9 96.4

I II III IV V VI VII VIII IX X XI XII
Chain index 99.7 100.1 100.4

ø 2009 = 100 100.0 100.1 100.5

Month-on-month 100.8 100.2 100.7

Year-on-year 100.5 100.6

December 2009 = 100 99.7 99.8 100.2

2010. I II III IV V VI VII VIII IX X XI XII
Chain index 113.5 89.1 117.4

ø 2009 = 100 121.6 108.4 127.3

Month-on-month 88.7 76.8 91.3

Year-on-year 82.6 85.5
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Source: Monstat
* Costs of living have been replaced by Consumer prices since January 2009.

Table 7 – Prices

Retail prices Cost of living
Producer’s prices of manuf. 

products
Total Goods Services Total Total

Annual growth 
rate

Monthly 
growth rate

Annual growth 
rate

Monthly 
growth rate

Annual growth 
rate

Monthly 
growth rate

Annual growth 
rate

Monthly growth 
rate

Annual growth 
rate

Monthly growth 
rate

2005

Jan 3.7 0.1 0.9 0.1 16.5 0.0 1.2 0.1 3.6 0.1
Feb 3.5 0.1 0.9 0.1 15.0 0.0 1.2 0.1 3.3 0.2
Mar 3.6 0.2 1.0 0.2 15.2 0.2 1.3 0.2 2.5 2.2
April 3.9 0.4 1.3 0.4 15.6 0.3 1.8 0.5 0.4 -1.5
May 3.6 0.2 1.4 0.3 12.8 0.1 2.0 0.6 0.5 0.5
Jun 3.8 0.2 1.6 0.2 13.2 0.4 2.9 0.3 1.7 0.8
Jul 3.5 -0.2 1.3 -0.3 13.1 0.0 2.7 -1.0 1.5 0.0
Aug 3.5 0.1 1.3 0.1 13.1 0.0 2.7 0.2 1.3 0.1
Sep 3.7 0.3 1.4 0.3 13.2 0.3 3.2 0.4 2.1 0.2
Oct 3.3 0.2 1.4 0.2 11.4 0.3 3.2 0.3 2.1 -0.1
Nov 3.4 0.1 1.5 0.1 11.4 0.0 3.8 0.6 2.2 0.1
Dec 1.8 0.1 1.8 0.1 1.8 0.0 2.4 0.2 3.5 0.8

2006

Jan 2.6 0.2 2.8 0.3 1.6 0.0 2.9 0.3 3.1 0.1
Feb 2.3 0.1 2.5 0.2 1.6 0.0 2.9 0.3 -2.8 0.4
Mar 2.0 0.1 2.2 0.1 1.5 0.1 2.8 0.2 2.3 1.0
Apr 2.1 0.6 2.3 0.7 1.0 0.1 3.1 0.7 3.8 0.4
May 2.2 0.3 2.5 0.4 0.9 0.0 3.3 0.7 3.9 0.2
Jun 2.3 0.2 2.6 0.2 0.8 0.1 3.1 0.1 3.6 0.5
Jul 2.3 -0.2 2.6 -0.2 0.9 0.0 3.3 -1.1 3.6 0.0
Aug 2.3 0.2 2.4 0.1 1.6 0.7 3.3 0.3 3.8 0.2
Sep 1.7 0.1 1.7 0.0 1.8 0.3 2.7 0.3 4.3 0.7
Oct 1.7 0.0 1.6 -0.1 2.0 0.5 2.8 0.4 4.1 -0.4
Nov 1.9 0.1 1.9 0.1 2.0 0.0 2.7 0.3 4.1 0.2
Dec 2.0 0.2 2.0 0.2 2.0 0.0 2.8 0.3 2.9 -0.4

2007

Jan 1.8 0.2 1.8 0.3 2.0 0.0 2.6 0.3 1.7 0.6
Feb 1.8 0.0 1.7 0.0 2.2 0.3 2.4 0.1 3.1 1.0
Mar 2.0 0.3 2.0 0.4 2.2 0.0 2.4 0.2 5.6 2.5
Apr 2.1 0.7 2.2 0.8 2.0 0.0 2.3 0.4 7.2 1.6
May 2.2 0.3 2.2 0.4 2.1 0.0 2.3 0.6 6.7 -0.1
Jun 2.2 0.2 2.2 0.1 2.4 0.4 1.6 -0.6 6.6 0.2
Jul 4.7 2.3 5.0 2.6 3.1 0.8 4.2 1.7 11.1 4.8
Aug 4.5 0.1 5.0 0.1 2.4 0.0 4.6 0.6 10.7 -0.4
Sep 6.4 1.9 5.9 0.8 8.6 6.3 6.5 2.1 9.9 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 2.9
Dec 8.0 0.2 8.0 0.2 8.0 0.0 7.7 0.3 14.5 0.2

2008

Jan 8.3 1.4 7.5 0.8 11.3 3.9 7.9 1.4 11.6 2.1
Feb 8.8 0.4 7.7 0.1 13.3 2.0 8.0 0.1 11.6 0.8
Mar 8.8 0.4 7.7 0.5 13.4 0.0 8.2 0.4 12.7 2.8
Apr 9.0 0.8 7.9 0.9 13.6 0.2 9.1 1.2 11.5 0.5
May 9.6 0.9 8.4 0.8 14.7 1.0 9.5 1.0 13.2 1.1
Jun 12.4 2.8 11.2 2.8 17.5 2.8 11.4 1.2 19.1 5.5
Jul 10.8 0.1 9.4 0.2 16.8 0.1 9.7 -0.4 16.7 0.1
Aug 10.8 0.0 9.1 -0.3 18.1 1.1 9.5 0.3 18.6 1.2
Sep 9.8 0.8 9.0 0.7 13.0 1.2 8.5 1.0 17.1 -1.0
Oct 8.9 -0.2 7.9 -0.3 13.2 0.2 7.8 0.0 14.2 0.0
Nov 7.0 -0.8 5.4 -1.1 13.3 0.2 6.5 -0.2 14.4 -0.8
Dec 7.3 0.4 5.8 0.5 13.4 0.0 7.2 1.0 7.1 -5.2

2009

Jan* 4.9 -0.2 5.7 -1.2
Feb 5.4 0.7 4.7 0.0
Mar 5.5 0.4 0.6 -1.6
Apr 5.4 0.6 0.1 0.3
May 4.8 0.1 -1.9 -0.5
Jun 2.8 -0.3 -7.8 -1.1
Jul 2.1 -0.6 -9.3 -1.4
Aug 3.1 1.1 -9.9 0.6
Sep 1.7 -0.3 -8.6 0.7
Oct 1.7 0.0 -8.1 0.5
Nov 2.3 0.0 -7.2 0.3
Dec 1.5 0.1 -3.4 0.3

2010
Jan 0.8 -0.3 -6.4 -2.4
Feb 0.2 0.1 -6.2 -0.8
Mar 0.7 0.4 -4.6 -0.5
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Table 8 – Tourism

Source: Monstat

Table 9 – Number of employed and unemployed people

* Source: Monstat
** Source: Employment Agency
*** New methodology applied

2009 2010 Index
Structure

III I-III III I-III I - III 10                 
I - III 09

Arrivals

Total 19,087 56,639 17,206 48,470 85.6 100.0

  domestic 4,375 16,367 4,157 13,826 84.5 28.5

  foreign 14,712 40,272 13,049 34,644 86.0 71.5

Overnights

Total 83,286 256,580 71,289 192,846 75.2 100.0

  domestic 17,711 65,497 19,528 55,444 84.7 28.8

  foreign 65,575 191,083 51,761 137,402 71.9 71.2

I II III IV V VI VII VIII IX X XI XII

Employed*

2001 114,536 113,500 113,542 113,663 113,943 114,137 114,106 114,024 115,077 114,755 114,170 113,744

2002 113,594 113,597 113,953 113,663 113,943 114,137 114,422 113,684 113,526 113,676 113,679 113,425

2003 112,637 112,846 112,317 112,132 111,738 112,648 112,905 112,647 111,461 110,911 110,387 109,639

2004 108,562 107,359 108,634 109,623 109,642 109,863 110,886 111,158 110,049 109,696 110,055 108,228

2004*** 142,081 142,834 142,361 143,224 143,845 146,696 145,160 142,634 143,447 143,113 143,992 142,438

2005*** 142,145 142,072 141,298 140,959 142,248 145,852 148,528 146,744 145,739 145,923 145,528 145,261

2006*** 144,978 145,753 146,554 147,517 149,321 151,678 154,723 154,289 154,236 154,652 155,156 150,746

2007*** 151,535 152,114 153,140 154,074 156,817 158,190 160,045 158,392 158,164 157,458 157,739 159,223

2008 160,450 161,105 162,737 162,307 165,955 170,146 168,916 168,488 167,722 168,583 169,079 169,160

2009 169,305 169,670 170,607 172,549 174,218 178,839 178,622 179,016 176,936 175,468 174,736 169,859

2010 172,301 171,557 171,263

Unemployed**

2001 81,238 82,158 82,453 83,091 82,629 82,140 81,823 80,686 80,952 80,668 80,440 81,069

2002 80,385 81,360 81,510 81,961 81,602 81,041 81,116 80,830 80,809 80,183 79,894 76,293

2003 76,584 76,077 76,165 74,976 73,520 69,735 66,951 66,277 67,664 71,023 72,544 68,625

2004 69,573 71,419 72,378 72,202 68,993 64,572 60,993 60,771 60,447 59,930 59,387 58,950

2005 59,115 58,774 58,075 57,557 56,772 55,199 53,683 52,494 51,843 51,266 49,886 48,825

2006 48,639 48,656 49,388 48,651 45,640 42,560 40,220 39,093 38,919 38,747 38,892 38,876

2007 39,104 39,155 38,714 37,571 35,356 33,393 32,205 31,271 31,156 31,569 31,787 31,469

2008 31,323 31,469 31,684 30,270 30,021 29,088 28,660 27,954 28,276 28,666 28,645 28,366

2009 28,921 29,305 29,170 28,616 27,785 27,113 27,048 26,844 27,313 28,731 29,607 30,169

2010 31,055 32,375 33,117
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Table 11 - Auctions of 182-day T-bills, EUR thousand

Annex C

Auction Issue date Issued Sold Demand Weighted
rate

XXXI  AUCTION 01.03.2010 35,500.0 35,500.0 40,092.0 3.96%

XXXII AUCTION 15.03.2010 7,000.0 7,000.0 11,640.0 3.56%

XXXIII AUCTION 23.03.2010 4,000.0 3,160.0 6,160.0 4.34%

TOTAL January - March 2010 46,500.00 45,660.00 57,892.00
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Table 12 - Consolidated Public Consumption* in Montenegro realized in the period 01.01-01.03.2010

Annex D

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.

DESCRIPTION

Plan 
I-III 2010

EUR 
million

I - III 2010
realization 

in EUR 
million

% 
realization

% 
of GDP 
2010

I-III 2009
realization 

in EUR 
million

%
I-III 2010 in 
relation to 
I-III 2009

CURRENT REVENUES 281.22 253.51 90.15 8.13 268.09 94.56
Taxes 172.47 154.62 89.65 4.96 149.93 103.13
Personal income tax 20.41 21.37 104.70 0.69 22.61 94.52
Corporate profit tax 21.15 7.29 34.47 0.23 9.89 73.71
Property taxes 4.75 3.44 72.42 0.11 4.38 78.54
Value added tax 73.29 75.29 102.73 2.42 68.13 110.51
Excise duties 31.48 25.74 81.77 0.83 26.06 98.77
Tax on international trade and transactions 8.97 9.42 105.02 0.30 9.02 104.43
Local Taxes 10.34 9.88 95.55 0.32 7.98 123.81
Other revenues of the Republic 2.08 2.19 105.29 0.07 1.86 117.74
Contributions 59.71 62.58 104.81 2.01 55.10 113.58
Pension and disability insurance contributions 36.62 38.51 105.16 1.24 35.14 109.59
Health insurance contributions 21.24 22.38 105.37 0.72 18.15 123.31
Unemployment insurance contributions 1.85 1.69 91.35 0.05 1.81 93.37
Duties 6.44 5.97 92.70 0.19 12.97 46.03
Fees 26.48 21.41 80.85 0.69 25.43 84.19
Other revenues 13.51 8.23 60.92 0.26 13.03 63.16
Receipts from loan repayments 2.61 0.70 26.82 0.02 11.63 6.02
CONSOLIDATED EXPENDITURES 390.42 291.41 74.64 9.35 275.00 105.97
CURENT PUBLIC EXPENDITURES 321.11 266.89 83.11 8.56 230.15 115.96
Current expenditures 160.10 125.05 78.11 4.01 108.41 115.35
Gross salaries and contributions charged to 
employer 

81.67 77.43 94.81 2.48 75.47 102.60

Other personal earnings 6.96 3.65 52.44 0.12 4.48 81.47
Expenses for supplies and services 38.52 19.78 51.35 0.63 18.65 106.06
Current maintenance 8.57 4.68 54.61 0.15 2.12 220.75
Interests 8.16 7.58 92.89 0.24 3.71 204.31
Rent 2.58 1.67 64.73 0.05 0.97 172.16
Subsidies 11.76 9.18 78.06 0.29 2.21 415.38
Other expenditures 1.88 1.08 57.45 0.03 0.80 135.00
Transfers for social protection 104.51 99.82 95.51 3.20 74.05 134.80
Transfers to institutions, individuals, NGO’s 
and public sector 

51.04 37.48 73.43 1.20 41.78 89.71

Total capital expenditures 69.31 24.52 35.38 0.79 44.85 54.67
Borrowings and loans 1.97 1.02 51.78 0.03 3.01 33.89
Reserves 3.49 3.52 100.86 0.11 2.90 121.38
DEFICIT/SURPLUS** -109.20 -37.90 34.71 -1.26 -6.91 548.48
Payment of debts to residents 6.40 11.53 180.16 0.38 16.57 69.58
Payment of debts to nonresidents 10.84 11.90 109.78 0.40 0.34 3500.00
Payment of liabilities from the previous 
period 

23.88 12.26 51.34 0.41 11.50 106.61

Privatization revenues 19.86 5.86 29.51 0.20 4.89 119.84
Donations 5.92 1.27 21.45 0.04 0.99 128.28
Borrowings and loans from foreign sources 
and project loans 

           

Borrowings and loans from domestic sources            


