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Review of macroeconomic developments

2011 112012 %
REAL SECTOR DEVELOPMENTS
GDP (in current prices in EUR million)* 3,273.0
Industrial output (compared to the same period the year before) -10.3 -14.7
Forestry (compared to the same period the year before) 14.6 -954
Construction (compared to the same period the year before-measured by effective 194 o4
working hours) ' ’
Employment
Number of employed people 162450 162,569
Number of unemployed people 30,552 31,562
Inflation rate (compared to December the year before)
Consumer prices compared to the year-end** 28 22
Average salary (without taxes and contributions) 484 496 25
MONETARY DEVELOPMENTS (EUR million)
M11
Total deposits 1,817.1 1.792.6 -13
Deposits by economy 477.8 453.8 -50
Government deposits 81.8 829 14
Central government 36.0 36.2 04
Institutions and agencies of central government 16.3 18.6 14.2
Funds and municipalities 29.5 282 -4.5
Deposits by financial institutions 85.0 83.1 -2.3
Deposits by households 1,033.5 1.034.0 0.1
Deposits - other 139.0 1389 -0.1
Total loans 1,955.8 1,963.9 04
Loans to economy 944.7 945.6 0.1
Loans to government 1059 116.5 10.0
Central government 41.0 536 30.8
Institutions and agencies of central government 5.0 5.0 -0.6
Funds and municipalities 59.8 57.8 -33
Loans to banks and financial institutions 10.7 11.0 25
Loans to private citizens 833.7 828.8 -0.6
Other loans 60.8 62.1 2.1
MONEY AND CAPITAL MARKET
Turnover in stock exchanges (EUR million)*** 59.0 6.6
Stock exchange indices (end of period)
MONEX20 93249 952715 22
MONEX PIF 4,26529 4,051.34 -5.0
Average interest rates on 28-day T-bills, last recorded
Average interest rates on 56-day T-bills, last recorded
Average interest rates on 91-day T-bills, last recorded
Average interest rates on 182-day T-bills, last recorded 3.94% 4.57%
FISCAL DEVELOPMENTS (EUR million)****
Current incomes***** 12742 213.15
Expenditures***** 1,403.9 250.8
Surplus/deficit -129.8 -37.7
Foreign debt without debt of public enterprises (in EUR million, end of period) 1063.7 1,108.3 42
Public debt without debt of public enterprises (in EUR million, end of period) 419.8 4265 16
EXTERNAL DEVELOPMENTS****
Current account balance (EUR million) -634.5 -216.7
Trade balance -1,306.2 -2780
Balance of services 5282 8.8
% of trade deficit/other balances coverage 514 220
Current account balance in % of GDP -194

* Monstat data for 2010; 2011 data are estimates of the Ministry of Finance
** The only inflation measure as of January 2009
*** Data for 2012 are first three months average
**x* Data for the periods I-XI1 2011 and I-111 2012

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






MACROECONOMIC ENVIRONMENT IN MONTENEGRO

In QI 2012, Montenegro recorded unfavourable economic trends. Deepening of problems in the inter-
national market, especially the problem of debt crisis in the EU countries, combined with unfavourable
weather conditions in Montenegro and in the region, has slashed growth prospects in 2012. Industrial
output, forestry and most types of transport declined in Q1. Growth of economic activity was recorded
in tourism. Construction activity, measured by the value of executed construction works, increased,
however, measured by effective work hours, it declined.

Risks in the local market are still present. Insufficient fiscal revenues and limited possibilities for ad-
ditional consolidation of expenditures increased the budget deficit and the pressure on public finances.
Liquidity shortfalls in the real sector decelerated credit activity of banks and high interest rates remain
the factors limiting the economic growth.

The annual inflation rate in March amounted to 2.7% as compared to end-2011 (2.2%). Increases in re-
tail prices recorded in QI are not the reflection of recovery of aggregate demand, but a consequence of
the increase in the prices of products subject to excise duty (alcoholic beverages and tobacco), prices of
“dwelling, water, electricity, gas and other fuels” (growth of the electricity prices), which have had the
prevailing influence on the level of annual inflation.

In Q1 2012, the y-0-y decline of 14.7% was recorded in the physical volume of industrial output. Reduced
output was recorded in the sector of electricity, gas and steam supply of 35.2%, while the mining and
quarrying, as well as manufacturing industry recorded the increases of 0.7% and 4.3%, respectively.

As per available Monstat data, in the first three months of 2012, 49.9 thousand tourists visited Montene-
gro, which is a 0.4% increase. The number of domestic tourist arrivals declined by 10.3%, while foreign
tourist arrivals rose by 5.2%. Tourist overnights recorded a 7% y-o-y increase, reaching194.8 thousand.
The number of domestic tourist overnights declined by 5.5%, while foreign tourist overnights increased
by 13% in relation to the same period of 2011. These data once again pointed to the vitality of tourism,
i.e. growth was recorded against the background of a decline in the economic activity recorded in the
majority of sectors.

Data on transport in Q1 2012 vary. In relation to the same period of 2011, the number of passengers in
road transport increased, while the transport of goods declined at the same time. Both railway and air
passenger and cargo transport declined, while turnover in ports increased.



Forestry recorded the y-o-y output decline of 95.5%. Such a large decline was a result of bad weather
conditions, impossibility of felling in state forests in the reporting period, and it is an indicator of seri-
ous difficulties that this branch faced. As per preliminary Monstat data, in Q1 construction sector re-
corded a 2.4% decline measured by effective working hours, i.e. a 1.7% growth measured by the value of
executed construction works. With respect to the bad weather conditions in Q1, it can be concluded that
construction activity exceeded expectations.

In relation to December 2011, banks’ capital 2012 declined 0.6% in March 2012. Liquid assets amounted
to EUR 502.1 million recording a 10.3% decline in relation to December 2011. Total assets and liabilities
of banks declined 1.9% in relation to end-2011. Deposits with banks recorded a 1.3% decline in relation
to December 2011, whereas loans amounted to EUR 1,963.9 million, recording a 0.4% increase in rela-
tion to the comparative month.

The real sector's sluggishness affected the discharging of liabilities of the corporate and household sec-
tors to banks. This reflected on the increase in the share of past due loans (7.6 percentage points) and
restructured loans (0.7 percentage points) in total loans, while the share of non-performing loans in
total loans (15.5%) remained unchanged in relation to end-2011. Despite the weak recovery of economic
activity, liquidity and solvency of the banking sector remain high.

Banks’ weighted average effective interest rate on newly granted loans at end-March (10.35%) was 0.71
percentage points higher than at end-2011. In addition, interest rates on newly granted loans by micro-
credit financial institutions trended up, amounting to 31.28% at end-March 2012, which is 1.9 percent-
age points more than at end-2011. At the same time, banks’ weighted average lending effective inter-
est rate (WALEIR) on total borrowing amounted to 9.64% at end-March, and WALEIR of microcredit
institutions was 28.68%. High level of interest rates is a result of the country’s high risk premium and
therefore the high price of the source of funds, non-performing assets’ trends, client risk and the over-
all business climate. Considering the limited access to the sources of funds, banks turned to domestic
sources which they secure by oftering higher deposit interest rates. In addition, the increase in these
rates contributes to the growth of lending interest rates. At the system level, the weighted average de-
posit interest rate at end-March amounted to 3.14% or 0.11 percentage points more than at end-2011.

In Q1 2012, the budget of Montenegro recorded a deficit of EUR 41.1 million or (1.2% of estimated GDP
for 2012). At end-QI 2012, Montenegro’s public debt amounted to EUR 1,534.8 million or 45.1% of esti-
mated GDP for 2012. External debt in the amount of 72.2% accounted for the main share in the struc-
ture of total debt and internal debt made up to 27.8% of total debt. Issued state guarantees reached the
amount of EUR 388.7 million or 11.4% of estimated GDP, i.e. 25.3% of public debt. Although the amount
is still acceptable, the tendency of its growth over the past few years is worrying, especially bearing in
mind the calling of some government guarantees in Q1 2012 (EUR 23 million) which required the se-
curing of additional financing. Materialisation of this risk creates an additional pressure on the already
stretched public finances. On the other hand, against the backdrop of the economic crisis, deterioration
of fiscal parameters and poor economic prospects, the financing of public debt is becoming more and
more expensive.

After along period of declining deficit in the current account which had lasted from 2009 to 2011, it re-
corded an increase in Q1 2012. In Q1 2012, the current account deficit amounted to EUR 216.7 million,



recording the y-o-y increase of 15.9%. The main reason for such a trend is the deepening of the foreign
trade deficit, as a result of a decrease in export and simultaneous increase of the import of goods. The
deficit in the goods account increased 21.1%.

As per preliminary Monstat data, visible trade declined in the period January-March 2012. Visible ex-
ports recorded a 23.9% decline, while visible imports increased by 6.6%. Distinctive low coverage of
import by export recorded a further y-o-y decline of 9 percentage points. The share of export in total
visible trade declined by 5.6 percentage points, accounting for a mere 18.4% in total visible trade. A sig-
nificant decline in exports was mostly a result of a decreased volume of manufacturing industry output,
as well as a decline in the export prices. For the purpose of resolving the problem of the high trade defi-
cit, Montenegro must reinforce exports and, in parallel, lower its dependence on imports. Significant
investments in export production and an increase of quality and competitiveness of the Montenegrin
products will be necessary in the following period.

Growing uncertainties in the international financial market, especially the difficulties the EU has been
facing, have affected a decline in the inflow of foreign accumulation in the form of FDI. Total FDI inflow
in the first three months of the current year amounted to EUR 83.7 million, which is the y-o-y decline
of 34.3%. As for the inflow structure, 24.8% referred to investments in banks and companies, 23.7% to
intercompany debt, and 51.4% to investments in real estate. Net FDI inflow amounted to EUR 54 mil-
lion, showing a 53.5% y-o-y decline. Total equity investments declined by 25%, while companies lowered
their borrowings from parent companies abroad by 41.8%. With respect to the economic environment
in the country and the region, it can be concluded that Montenegro, regardless of the decline, still man-
aged to record a rather high FDI inflow in this period.

The number of employed persons averaged at 161.828 in Q1 2012, recording the y-o-y increase of 2.3%,
while the number of employed persons in March recorded a 0.1% increase in relation to December 2011.
The majority of sectors (seventeen of the total of nineteen as per the new Industries Classification) re-
corded increases in the number of employed persons; therefore, observed by individual sectors, agri-
culture, forestry and fishery and administrative and assistance services recorded the highest increase.
A decline in the number of persons in employment was recorded in manufacturing industry and the
mining and quarrying. The number of registered unemployed persons in the first three months of 2012
averaged at 31.465, which is the y-o-y decline of 4.3%. The number of unemployed persons decreased
3.6% at end-March 2012, compared to March 2011. However, the number of unemployed persons over
the first three months of 2012 was continuously trending up in relation to December 2011.

In the first three months of the current year, an average gross salary in Montenegro amounted to EUR

740, recording a 1.1% y-o-y decline. An average salary without taxes and contributions amounted to
EUR 496, which is a 1.2% y-o-y decline.

Chief Economist
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1.1. Gross Domestic Product

Official data on GDP trends in Q1 2012 were not available, however, due to the peculiar weather conditions
and available indicators from the beginning of the year, lower growth scenario, predicting a growth of 0.5%,
seems more acceptable than the previously given base scenario which projected a growth of 2%. Nevertheless,
it should be stressed that due to specific events taking place in Q1 2012, we should not intuitively conclude
that these trends will have a crucial effect on gearing economic trends over the following period. In Q1 2012,
negative trends were evident in the entire industry, forestry sector and certain segments of transport, while
the number of tourist arrivals and overnights increased, as did the value of executed construction works.

This period is characterised by an increase in em-
ployment, growing inflation, and declines in both
gross and net salaries in relation to the same pe-
riod of 2011. In Q1 2012, unemployment declined
by 4.3% (y-o-y); however, the number of unem-
ployed persons in the first three months of 2012
was on a continuous uptrend in relation to Decem-
ber 2011.

1.2. Activities

1.2.1. Industrial output?

In Q1 2012, a y-o-y decline of 14.7% was recorded
in the physical volume of industrial output. Out-
put of the electricity, gas and steam supply sector
declined 35.2%, while the mining and quarry-
ing as well as manufacturing industry recorded
increases of 0.7% and 4.3%, respectively. Total
industrial output recorded an annual decline of
4.1%. Observed by months, the increase in the in-
dustrial output was recorded in February (6.9%)
and March (9.5%), while a monthly decline of in-
dustrial output of 4.6% was recorded in January.

Table 1.1
Estimated gross domestic product (EUR million)

2011 2012
GDP 3,273 3,405
Source: Ministry of Finance
Graph 1.1
Industrial output, annual rate
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! Ministry of Finance: Macroeconomic and Fiscal Policy Guidelines for the period 2012-2015, April 2012

? Classification NACE Rev. 2 applied, detailed explanation given in the Classification of Activities 2010, published by Monstat
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In Q1 2012, output growth was recorded in six subsectors of manufacturing industry that accounted for

17.7% of total industrial output.

The manufacturing of metal products, except machines and devices recorded the highest growth of produc-
tion of more than five times, followed by a 19.6% increase in the production of machines and equipment
otherwise unmentioned, and 16.2% increase in the production of basic pharmaceutical products and medi-
cations. Growth of production was recorded in the manufacturing of beverages (11.1%), furniture (10.4%), as

well as manufacturing of wearing apparel (7.2%).

At the same time, production declined in ten subsectors of manufacturing industry. The most significant de-
cline of 72.4% was recorded in the production of tobacco products, while repair and installation of machines
and the manufacturing of paper and paper products recorded declines of 54.2% and 41.6%, respectively. De-
clines were recorded in the following subsectors: wood, cork etc. products (-28.8%), printing and reproduc-
tion of audio and video data (-7.9%), rubber and plastic products (-6.5%), other non-metal minerals (-4.6%),
chemicals and chemical products (-4.1%), and food products (-1.7%). The lowest decline (-1.2%) was recorded
in the subsector of basic metals which accounted for 25.9% of total industrial output.

Graph 1.2
Industrial output by sectors @ 2010 = 100
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Real Sector Developments HMENEI

The mining and quarrying sector recorded a 0.7% growth of production, mostly due to a 15.4% growth of
production in the coal mining subsector, while the subsector of metal ores extraction recorded no production.
The other mining subsector recorded a y-o-y decline of 30% in the first three months of 2012.

In Q1 2012, electricity, gas and steam supply recorded a y-o-y decline of 35.2% which is partly due to the base
effect and partly a result of the high output recorded in 2011.

A financial agreement was signed with repre-
sentatives of German development bank (KfW),
as a form of the German Government’s support
to the realisation of the Strategic Environmental
Impact Assessment under the Energy Develop-
ment Strategy. The donation in the amount of
EUR 190 thousand was allocated for the drafting
of the document which is aimed at ensuring that
environmental issues and people’s health have
been fully taken into consideration upon drafting
the Energy Development Strategy until 2030.

A declining trend was evident in the industrial
output in the last four years, especially in Q4
2008 and throughout the entire crisis year 2009.
Despite the signs of recovery in 2010, total indus-
trial output had a declining trend, especially in Q4
2011. Although output in some sectors recovered
in 2011 (in fact, unevenly) and recorded recovery
in Q1 2012, total industrial trend is still declining.

1.2.2. Tourism

As per Monstat data, in the first three months of
2012, 499 thousand tourists visited Montenegro,
which is the y-o-y increase of 0.4%. Data on the
structure of arrivals indicating a 5.2% increase in
the number of foreign tourists are encouraging,
but at the same time domestic tourist arrivals de-
clined 10.3%.

Coastal destinations were the most visited, with a
share of 52.9% in total arrivals, which is a 3.9% y-
o-y increase. The number of arrivals in mountain
resorts declined 2.7%, in the capital 2.2%, and in
other tourist resorts 9.9% which is mostly a result
of bad weather conditions in the reporting period.

Graph 1.3
Industrial output - linear trends
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Graph 1.4
Tourists’ arrivals in the period January- March
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Graph 1.5
Structure of tourist arrivals by resorts
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Graph 1.6

Tourist overnights in the period January- March
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Tourist overnights recorded a 7% y-o-
y increase amounting to 194.8 thou-
sand overnights. Of total number of
overnights, domestic tourists record-
ed 55.9 thousand overnights or 5.5%
less than in Q1 2011, while foreign
tourists recorded 138.9 thousand and
a 13% increase. In this period, the
number of overnights in coastal re-
sorts increased 14.1%. Overnights in
coastal resorts accounted for 70.9%
of total recorded overnights. The
number of overnights in mountain
resorts declined 3.7% in this period.
The number of overnights in the capi-
tal and other tourist resorts declined
by 4.1% and 17.4%, respectively.

In Q1 2012, the y-o-y increase in the
number of overnights recorded tour-
ists from Russia (41.5%), Austria
(69%), Germany (23.7%), as well as
from the neighbouring countries:
Bosnia and Herzegovina (48.2%), Al-
bania (15%), Macedonia (8.5%), Slo-
venia (16.8%) and Kosovo (46.9%).

Promotion of the national tourist of-
fer at international fairs continued
in Q1 2012. In addition to traditional
participation in certain global fairs,
the National Tourism Organisation
of Montenegro appeared for the first
time at ,Fiets en Wandelbeurs” in

Amsterdam, a cycling and walking fair. For the purpose of promoting MICE tourism, study visits were or-
ganised in January for congress and conference organisers from the Netherlands, Austria and Russia. At the
beginning of February, National Tourism Organisation of Montenegro and Montenegro Tourism Association
have organised a study visit for members of the tourism association of Turkey (TURSAB) during which they
were introduced to the Montenegrin tourist offer and arrangements for 2012.

Representatives of the Montenegrin Ministry of Sustainable Development and Tourism took part in the
“High-Level Forum on Tourism” in Kiev with “Efficient Use of Tourist Resources” as the main topic. Some of
the most important conclusions of the Forum refer to the necessity of further enhancement of the harmonisa-
tion of legislation in tourism and the application of common tourism standards; strengthening cooperation
between private and public sectors in the form of joint tourism projects; as well as strengthening cooperation
in the harmonisation of methods used in gathering and processing tourism statistics.



Table 1.2
Fairs and presentations of Montenegrin tourism in Q1 2012

Fairs Dates

Conventa 2012 - Ljubljana 18-19 January
"ITF SLOVAKIA TOUR” Bratislava 19-22 January
EMITT 2012 - Istanbul 9-12 February
“Holiday World” Prague 9-12 February
“Fiets-en Wandelbeurs” Amsterdam 10 - 12 February
IFT - Belgrade 23 -26 February
“UTAZAS 2012" Budapest 1-4 March
ITB 2012 - Berlin 7-11 March
MITT 2012 - Moscow 21-24 March
UITT 2012 - Kyiv 28 - 30 March

Source: Ministry of Sustainable Development and Tourism

Promotion of Montenegro in international printed and TV media continued. In March 2012, a prestigious
Chinese tourism and travel magazine , Travel World China” published an article on tourism potential and
natural beauty of Montenegro. The fourth edition of a travel guide to Montenegro by the renowned “Bradt
Travel Guide” came as a confirmation of the recognition of our country as a tourist destination.

Box 1.1 - Cruise lines in Montenegro

Cruise lines are a segment of tourism demand which have been lately gaining importance in Montene-
gro. Basic statistical data, such as the number of recorded foreign cruise lines and the number of pas-
sengers on them, already exist in the regular statistical research (TU-19 form). However, in order to get
better quality data and information regarding spending by tourists and crew members, as well as the
qualitative assessment of the destination, and to establish the framework for further investigation of
this segment, the National Tourism Organisation of Montenegro (NTOCG) launched a research on the
Views and spending of tourists and crew members on cruise lines to Montenegro in 2012. The results
of the study were presented at the annual meeting of the ETC Market Intelligence Group in February
2012.

This research, conducted for the first time in Montenegro (in Kotor), gave answers to some basic ques-
tions regarding cruise lines. In addition, it created a solid ground for further improvement and making
certain decisions. At the same time, data gathered in this research (Table 1) may be of use in some fu-
ture calculation of TSA (Tourism Satellite Account), published by Monstat for the first time in 2011 and
capturing data from 2009. The number of foreign cruise lines in 2011 increased 1.9% and the number
of passengers they carried increased 31.6% in relation to 2010. As per NTOCG expectations for 2012, the
number of foreign cruise lines might record a y-o-y increase of approximately 10%.



Table 1

Country of origin and average spending of guests visiting Kotor on cruise lines

Country of origin Guest structure Average spending, in EUR
Great Britain 21.00 3544
Spain 9.20 46.98
Italy 9.50 37.56
France 8.00 42.72
Germany 3.70 54.74
Greece 1.30 67.57
Poland 040 16.67
Portugal 0.30 3250
Russia 040 20.00
Other Pan-European countries 26.40 36.74
Other European countries 17.60 50.88
The Balkans 2.10 4250
Total 100.00 41.37

Source: “Views and spending of tourists and crew members on cruises in Montenegro”
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1.2.3. Forestry

The production of wood products amounted to
1.153 m?’, which is a y-o0-y decline of 95.5%. This
decline was a result of bad weather conditions
and the impossibility of felling in state forests in
Ql, especially in February.

At end-February, the first module for training
on systems and methods of fighting against il-
legal activities in forestry was organised within
the project “Support for Capacity Building in the
Forestry Sector”, mainly financed by the EU via
the IPA funding instrument, and in cooperation
with the Human Resources Management Agen-
cy. The training was attended by over 40 people
employed in the public forestry administration as
well as in the private industry of wood and wood
products (concessionaires), the Customs Admin-
istration, National Parks, scientific investigation
institutions, etc.



1.2.4. Construction

Executed construction work in Q1 2012 amounted to EUR 42.5 million, recording a 1.7% y-o-y increase,
while construction, measured by effective working hours, declined 2.4%.

Monstat records show that the value of new contracts on buildings amounted to EUR 5.2 million or 51.3%
lower, while the value of new contracts on other constructions amounted to EUR 4.4 millions, i.e. 0.2% less
thanin QI 2011.

Representatives of the government participated in the 23rd international real estate fair “MIPIM 2012”, held
in Cannes, 6 - 8 March. The investment potential of Montenegro and projects in the north part of the country
(Bjelasica, Komovi) as well as the ongoing projects in the Bay of Kotor were presented on this occasion. The
fair was an opportunity to connect with new investors and promote Montenegro as an attractive investment
destination.

Graph 1.8
Construction activity
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1.2.5. Transport

According to Monstat data, in Q1 2012, road passenger transport recorded a 15.7% increase compared to Q1
2011. Road cargo transport recorded a decline of 31.5%.

Representatives of the Ministry of Transport and Maritime Affairs signed the Grant Contract with the EBRD
and the Contract on drafting the Feasibility Study with the Environmental Impact Assessment for the reali-
sation of the Project of Local Road Infrastructure Improvement with a selected consultant. This project defines
the priority road sections for improvement in 13 local road routes. Funds for drafting the Study were donated
by the EBRD in the form of technical assistance in the amount of EUR 260 thousand.



Graph 1.9 In the reporting period, railway passenger trans-
Road passenger transport port recorded a 37.6% decline while the railway
cargo transport declined 54.9%.
e N
14,000 Total turnover in ports amounted to 437.8 thou-
12,0001 sand tonnes, recording a 47.9% y-o-y increase,
10,000- whereby exports accounted for 30.8% and import
8,000 / accounted for 68.3%. In the observed period, ex-
6000 \ / \ ports declined 10.9%, and the import increased
pY 106.9%.
4,000+
—2009 201
20001 2010 2012 In Q1 2012, air passenger transport recorded
0 —— 0 ;
v X 142 thou.san(.l passengers or 1.9% lgss than in QI
2011, while air cargo transport declined 61.9%.
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At the beginning of March 2012, the Air Trans-
port Agreement was signed between the govern-
ments of Montenegro and USA, enabling airlines
to offer various services to passengers and ship-
ping companies, and encouraging airlines to de-

Source: Monstat

Graph 1.10
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result of the recovered aggregate demand but in-
source: Monstat duced by imported and administrative factors.
CPIinflation in Montenegro amounted to 2.2% in March 2012 relative to December 2011. Over this period,
the most significant price increase recorded the following categories: “alcoholic beverages and tobacco”, 9.9%,
“dwelling, water, gas and other fuels”, 6.2%, “food and non-alcoholic beverages, 3%, “transport”, 1.6%, and
“other goods and services”, 0.7%. Observing the price trends by months, the most significant increase in the
prices was recorded in February® (1%), January (0.8%) and March (0.4%).

? New products were included in the February minimum food basket for CPI calculation, even though the total weight structure
was not changed at the group level. It is possible that this weight change affected the high annual inflation in February along
with the evident increase in the prices of certain categories of products



An average consumer price rate (the first three
months of 2012 in relation to the same period
2011) amounted to 3.7%.

With the growth of 3% in Ql, the prices under
the category ,food and non-alcoholic beverages”
accounted for the biggest share in total inflation
(51.7%). Within this category, the most signifi-
cant increase was recorded in the prices of fruit
(13.3%), vegetables (10.8%), milk, cheese and
eggs (3.1%), and fish (2.3%). Changes in the excise
duty on the prices under the category “alcoholic
beverages and tobacco” resulted in their growth
of 9.9%, whereby tobacco prices increased 16.5%
and the prices of alcoholic beverages rose by 1%.
With the growth of 6.2%, the prices in the cat-
egory “dwelling, electricity, gas and other fuels”
recorded a share of 36.7%. Within this category,
the most significant increase of 8.3% was record-
ed in the subcategory electricity, gas and other fu-
els. In March 2012, compared to December 2011,
growth of prices was also recorded in ,.transport”
1.6% and ,other goods and services” 0.7%. De-
cline in prices was recorded in the following cat-
egories: “clothing and footwear” (-3.8%), “health”
(-0.7%), “recreation and culture” (-0.5%), “hotels
and restaurants” (-0.2%), as well as in “housing
and maintenance” and “communications” (0.1%
each). Category “education” recorded no changes
in Q1 2012.

In January, the annual core inflation rate was
1.6 percentage points lower than total January
inflation, which amounted to 2.7%. In the first
three months, monthly core inflation was lower
than the official monthly inflation due to the “set-

Graph 1.11
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Graph 1.12
Comparison of total and core inflation (monthly rate)
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tling” of prices which comprise the core inflation, and the increase in the prices of some excluded products.

Annual growth of consumer prices in March amounted to 2.7%, with the most significant growth of 25.5%
recorded in the category “alcoholic beverages and tobacco”, mostly as a result of the changes in excise duties
on some products of these categories. With the growth of 8%, prices in the category “dwelling, electricity,
gas and other fuels” recorded the main share (37.8%) in total inflation. The annual prices growth of 5.1% was

* The availability of data made it possible to calculate only the annual core rate for January, but not for February and March 2012.
Complete list of products was available only at monthly level, therewith the weight structure of excluded products from Febru-
ary does not fully correspond to the weight structure of January 2012.




INEEE Chief Economist Report - | quarter 2012

Graph 1.13

Annual growth of total inflation and selected categories in
selected countries

-

N

Consumer prices - total

Alcoholic beverages and tobacco
= fFood and non-alcoholic beverages

= Transportation

Serbia Montenegro  Croatia Bosnia and
Herzegovina

Macedonia

Source: Monstat and the statistical offices of the selected countries

recorded in “health”, and the growth of 3.6% was
recorded in “other goods and services™. Prices in
the category ,food and non-alcoholic beverages”
recorded the annual growth of 1.4%, prices in
Jtransport” increased 1.3%, while the prices in
~communications” increased 1%. A decline in
prices recorded “clothing and footwear” (-3.1%),
“recreation and culture” (-0.9%), “hotels and res-
taurants” (-0.7%), “education” (-0.3%), “housing
and maintenance” (-0.1%).

Prices of certain categories recorded different
trends in countries of the region, but the prices
increase in the category ,transport” is a common
characteristic throughout the region. The highest
annual prices growths of this category of prod-
ucts were recorded in Serbia 11.3%, followed by
Macedonia 8.1%, Bosnia and Herzegovina 6.9%,

Montenegro 5.1% and Croatia 4.7%. Since the category “food and non-alcoholic beverages™ determines the
trend of total prices due to its weight share, the growth/decline in the food prices had affected the annual in-
flation in the selected countries. Prices in the category “food and non-alcoholic beverages” in Serbia recorded
annual decline of 2.5%, in Macedonia 1%, while other selected countries recorded the increase in the prices of
this category, however, this increase is significantly lower than that recorded in March 2011,

Table 1.3

Share of selected categories in total inflation®

Weghts pocamber 2011 rate CoMtibution T B0
TOTAL 10000 102.2 22 2.2 100.0
Food and non-alcoholic beverages 3755 103.0 3.0 1.1 517
Alcoholic beverages and tobacco 372 109.9 99 04 16.9
Clothing and footwear 761 96.2 -38 -03 -133
Et‘?]";'r"frl‘i’lr’ate“ electricity, gas and 1287 106.2 62 08 367
Housing and maintenance 494 99.9 -0.1 0.0 -0.2
Health 280 99.3 -0.7 0.0 -0.9
Transport 1216 101.6 1.6 0.2 89
Communications 558 99.9 -0.1 0.0 -0.3
Recreation and culture 321 99.5 -0.5 0.0 -0.7
Education 218 100.0 0.0 0.0 0.0
Hotels and restaurants 296 99.8 -0.2 0.0 -0.3
Other goods and services 442 100.7 0.7 0.0 14

Source: Monstat and CBCG calculations

> In addition to index changes, due to the weight structure, the contribution of the share of certain categories is recorded not

before the second, i.e. third decimal.



The annual inflation in the Euro area amounted to 2.7%, with the highest growth recorded in ,transport”
(4.6%), and the annual decline (-2.8%) recorded only in the category ,communications”.

Box 1.2 - Consumer price index (CPI) and Harmonised index of consumer prices (HICP) in
Montenegro — purpose and differences

Following the cessation of calculating and representing inflation through the cost of living, as of Janu-
ary 2009, the CPI became the official measure of inflation in Montenegro. Monstat started publishing
the HICP as of the beginning of 2011 as a pilot project, and as of the beginning of 2012 as a part of the
regular research (Government of Montenegro adopted the Annual Plan of Surveys for 2012 as at 29
September 2011). Regardless of certain differences, both indices represent a measure of inflation the
consumers are faced with. The purpose of HICP is a comparative measurement of inflation in Europe.
CPl is a “national” indicator of the average change in prices of all products and services households
use for the purpose of spending, which can also be used as a deflator in the national accounts, for the
adjustments of pensions, social deductions, etc. Basic categories (areas or groups) for which indices are
produced are sorted according to COICOP/HICP (Classification of Individual Consumption by Purpose).
Certain differences in the covered households, the coverage and measurement of taxes, duties and
services, as well as the treatment of rent for real estate owners, there are certain differences in weights
corresponding to these categories (Table 1). In addition to the weight differences, we also present an-
nual indices.

Basic differences between the HICP and the CPI are stated in the explanation titled “HICP-CPI DIFFER-
ENCES” published by the EUROSTAT, i.e. in the EUROSTAT’s 2008 edition titled “European Economic
Statistics”.

Table 1
CPl'and HICP weight structure

index index

wecigp:ﬂs March 2012 wlz:g(;:iljts March 2012

March 2011 March 2011
TOTAL 1000.0 102.7 1000.0 102.1
Food and non-alcoholic beverages 3755 1014 312.7 101.9
Alcoholic beverages and tobacco 37.2 125.5 452 114.8
Clothing and footwear 76.1 96.9 47.8 97.7
Dwelling, water, electricity, gas and other fuels 128.7 108.0 69.9 106.6
Housing and maintenance 494 99.9 1143 101.6
Health 28.0 105.1 226 103.9
Transport 1216 101.3 1335 1014
Communications 558 101.0 57.3 102.7
Recreation and culture 32.1 99.1 514 98.7
Education 218 99.7 104 99.7
Hotels and restaurants 296 99.3 110.1 99.6
Other goods and services 442 103.6 25.1 101.9

Source: Monstat
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Graph 1.14 Oil prices in the global markets are on an up-
Oil prices, monthly rate trend. Average price of OPEC reference basket in
Q1 stood at 1174 USD/barrel, which is about 9.4%

4 0 h higher in relation to December 2011. The average
MNE —Brent price of Brentin Q1 2012 amounted to 118.5 USD/

barrel, or 9.9% higher relative to the December
2011. Brent was priced highest in March, when
its price amounted to 125.3 USD/barrel, which
is about 9:4% higher than in March 2011. Annal-
ists assessed that the high prices of crude oil are
mainly a result of speculations on the market, cri-
sis in Iran i.e. cessation of the delivery of Iranian
oil, as well as the unrest in the Middle East. At
the same time, annalists agree on the fact that oil
has reached the price so high that it threatens the
Monstat and “Monthly Oil Market Reports”, OPEC much needed growth of the European economies.

\ J

The producers prices of manufactured products recorded growth of 1.3% in March 2012 as compared to
December 2011. The prices in manufacturing industry rose 1.5% while the prices of electricity, gas and steam
supply rose 0.9% Prices in the mining and quarrying sector did not record changes in Q1 2012. The produc-
ers' prices of manufactured products recorded an annual decline of 1.5%.

Graph 1.15 1.4. Labour Market
Number of persons in employment

The number of persons in employment, in QI

4 2012, averaged at 161.828 recording a y-o-y in-
180,000 00 crease of 2.3%, while the number of persons in
175,000 001 employment in March recorded a 0.1% increase
170,000 012 in relation to December 2011. The majority of sec-
165,000 tors (seventeen of the total of nineteen) recorded
160,000- increases in the number of employed persons;
15,0001 therefore, observed by individual sectors®, the
150,000 highest increases were recorded in agriculture,
145,0004 forestry and fishery 12.7% and administrative
14,0004 o and assistance servi.ces 12.1%. The decline in the

number of persons in employment was recorded

- ~in the manufacturing industry sector (12.7%)

Source: Monstat and mining and quarrying (2.5%).

Observing the structure of persons in employment in the first three months of 2012, shown through nine-
teen sectors as per the new Classification of Activities (earlier classification consisted of fifteen sectors), it is
evident that the highest number of persons is employed in the trade sector (23.3%) and public administration

6 Asof I January 2012, the new Classification of Activities (NACE Rev.2) is being applied, therefore the persons in employment
as well as salaries are shown according to new KD.



(12%), while the least number of persons is em-
ployed in realties sector (0.8%) and mining and
quarrying sector (1.2%).

The number of registered unemployed persons
in Q1 2012 amounted to 31.465, on average, or
4.3% less as compared to Q1 2011. However, the
number of unemployed persons over the first
three months of 2012 continuously trended up in
relation to December 2011. The highest number
of registered unemployed persons was recorded
in March (31,562) or 3.3% more in relation to De-
cember 2011.

The Employment Agency of Montenegro contin-
ues with determined working with unemployed
persons, such as informative interviews, semi-
nars, workshops, interviews and employment
plans, etc. In 2012 the Agency shall provide sup-
port to the implementation of a public project
titled “Summer for Profit” aimed at employing
Montenegro's youth in seasonal works. Employ-
ment Agency has also set up a project “Subsidised
Employment of Young People in Seasonal Jobs
— 2012” which is virtually a continuation of the
2011 project. The analysis and realisation of this
project revealed that the decelerated dynamics of
employment of young people is still present. The
project is planned to cover the period between 1
June 2012 and 30 September 2012, i.e. until the
available funds are spent. The Employment Agen-
cy disposes of EUR 300 thousand for the realisa-
tion of this project.

In January 2012, the Government adopted the
Regulation on Subsidies for the Employment
of Certain Categories of Unemployed Persons,
which aimed at instigating new employment,
especially of persons considered to hold lower
employability. This instrument is also aimed at
lowering unemployment and increasing compet-
itiveness of Montenegro’s economy.

Real Sector Developments HMENEI

Graph 1.16
Structure of persons in employment, in %
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Graph 1.18
Unemployment rate trend
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Salaries

As per the Employment Agency’s
data, in March 2012 the unemploy-
ment rate’ amounted to 13.6%, re-
cording a 1.2 percentage point y-0-y
increase. Another unemployment
rate is published by Monstat at the
quarterly level and based on the La-
bour Force Survey which is in com-
pliance with the EUROSTAT recom-
mendations. These two rates’ trends
are shown in Graph 1.18.

In the first three months, an average gross salary in Montenegro amounted to EUR 740, recording a 1.1%
y-0-y decline. Average salary without taxes and contributions amounted to EUR 496, which is a 1.2% y-o-y
decline. The highest salaries without taxes and contributions were recorded in the electricity supply sector
(EUR 893), financial activities and insurance (EUR 873), realties (EUR 845), while the sectors of retail and
wholesale trade recorded the lowest salaries (EUR 338). The most significant increase of 34.3% in salaries
without taxes and contributions was recorded in the “realties” sector, while the lowest increase of 0.2% was
recorded in the “transport and warehousing” sector. Decline in the salaries without taxes and contributions
was recorded in six sectors, with the most significant decline of 19.9% recorded in the “other service activi-
ties” sector and the least decrease of 0.9% recorded in “professional, scientific and technical activities” sector.

7 Although the number of unemployed persons in March increased 0.2% as compared to February, the unemployment rate is
significantly higher due to the inclusion of new data on the number of active population in the calculation of the unemploy-

ment rate (active population as per 2011 census data amounts to 232 thousand)



Table 1.4
Average salaries without taxes and contributions by sectors

Salaries without taxes and contributions index
@1-111 @1-1112 (?ll+|”1121
TOTAL 502 496 98.8
Agriculture. forestry and fishery 659 627 95.1
Mining and quarrying 625 768 1229
Manufacturing industry 498 521 104.6
Electricity supply 956 893 934
Water supply. water management 435 458 105.3
Construction 386 404 104.7
Wholesale and retail trade 324 338 104.3
Transport and warehousing 556 557 100.2
Accommodation and food services 378 383 101.3
Information and communication 713 759 106.5
Financial and insurance activities 861 873 1014
Realties 629 845 1343
:gc)ifveiiis;)nal. scientific and technical 444 440 991
aAiriC:;ies;crative and assisting service 375 341 909
Public administration 494 498 100.8
Education 446 450 1009
Health and social welfare 476 471 98.9
Art. entertainment and recreation 348 387 1M11.2
Other service activities 549 440 80.1

Source: Monstat

Box 1.3 - Average salaries in the former Yugoslav countries. March 2012

Data on the average salaries in March 2012 point to significant differences among the former Yugoslav
countries. In March 2012. salaries without taxes and contributions recorded nominal y-o-y growths in
almost all the observed countries. Growth was recorded in Serbia 5.5%, Macedonia 2.4%, Montenegro
1%, Slovenia 0.8%. Bosnia and Herzegovina 0.6%. while Croatia recorded a 1.3% decline in salaries.
Slovenia is still the leader with regard to the net amount of average salaries followed by Croatia, while
the average for Montenegro is above the average for Bosnia and Herzegovina, Serbia and Macedonia.
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Regardless of the banks’ restrictive policy, bank lending rose in Q1 2012, reaching the amount EUR 8.1 mil-
lion and being 0.4% higher than at end-2011.

At the same time, interest rates increased, especially on newly granted loans. Even though the interest rate on
total loans has not been changed for an extensive time period, interest rate on newly granted loans is show-
ing an uptrend. Thereby at end-March (10.35%) it was 0.71 percentage points higher compared to end-2012
(9.64%). In addition, interest rates on newly granted loans of micro-financial institutions are also trending
up, amounting to 31.28% in March 2012 and being 1.9 percentage points higher than at end-2011 (29.38%).
At the same time, banks’ interest rates on newly granted loans to natural persons (11.86%) are significantly
higher than on those granted to legal persons (9.69%), as well as than the total average weighted rates on new-
ly granted loans. The same goes with MFIs” interest rates on newly granted loans to natural persons which at
end-March 2012 amounted to 31.36%, being higher than interest rates on MFIs’ loans to the corporate sector
(29.98%).

Recapitalisation of one bank in the total amount of EUR 12 million was also performed in Q1 2012.

2.1. Banks
2.1.1. Banks' liquidity

According to the key liquidity indicators, banks in Montenegro regularly met their current liabilities and
maintained liquidity above the prescribed minimum® in Q1 2012.

The Q1 2012 daily and ten-day liquidity ratios for the banking system at large and for individual banks were
above the prescribed minimum. At end-Q1 2012, the liquidity ratio’ amounted to 1.37, deteriorating in rela-
tion to end-2011 when it amounted to 1.49 (Table 2.1).

Table 2.1
Aggregate daily liquidity indicator, end of month

January 2012 February 2012 March 2012

Liquidity indicator 1.51 1.52 1.37

Source: Banks' daily reports

8 The Decision on Minimum Standards for Liquidity Risk Management in Banks (OGM 60/68) prescribing the obligation of
banks to maintain minimum daily (1.0%) and ten-day (60/08) liquidity ratios in force.

? The ratio between banks’ funds and due payables in line with the Decision
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Graph 2.1

Aggregate ten-day liquidity indicators'™, %
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Graph 2.2

Structure of banks’ liquid assets in Q1 2012, in %

100%

90%-
80% 1
70% 1
60%-
50% -
40%-
30%-
20%
10% 1

0%

31.01. 28.02.

= Liquid assets in the country
= Liquid assets loacated abroad

31.03.

The structure of banks’ liquid assets
atend-QI 2012 showed a significant-
ly higher share of liquid assets in the
country (67.3%) than the share of lig-
uid assets abroad (32.7%).

At the end of March 2012, banks’ lig-
uid assets'! amounted to EUR 502.1
million. Banks’ liquid assets declined
10.3% in relation to end-2011 and
10.9% in relation to end-March 2011
(Graph 2.3).

The share of liquid assets in total as-
sets amounted to 18.2% at end-Ql
2012, recording a 1.7 percentage
point decline in relation to end-2011
and 1.2 percentage points decline in
relation to end-Q1 2011. Loans to de-
posits ratio amounted to 1.09 at end-
March 2012, slightly deteriorating in
relation to end-2011 (1.08), while it
increased in relation to March 2011
(1.17), (Table 2.2).

0 Ten-day liquidity ratio significantly declined in the third ten-day period of March 2011, as a result of adjustment of calculation

of liquid funds with one bank.

"' Liquid assets include cash and deposits with depository institutions reduced by 50% of allocated reserve requirements.
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Graph 2.3
Liquid assets of banks, EUR million
a N
_ J
Table 2.2
Selected banks’ liquidity indicators
2011 2012
Description/ Period
March December March
Liquid assets/total assets (%) 19.42% 19.93% 18.21%
Liquid assets / Short-term liabilities 33.48% 32.78% 29.98%
Short-term loans / Short-term Liabilities 46.73% 40.58% 43.97%
Liquid assets / Total liabilities 21.68% 22.36% 2047%
Loans / Deposits 117 1.08 1.09

Reserve requirements have not been used for liquidity purposes during 2012.

2.1.2. Aggregate balance sheet of banks

Banks’ total assets amounted to EUR 2.756.5 million at end-2012, recording a decline of 1.9% in relation to
end-2011 and an annual decline of 5.1% (Table 2.3).

A decline in total assets of banks in relation to end-2011 was mainly a result of a 9.2% decline in cash and
deposits with depositary institutions. Banks’ assets declined also due to an increase of loan loss provisions
(1.7%), as a deduction item. At the same time, total deposits declined 1.3%, borrowings 2.5%, while lending

activity increased 0.4%.

Observed by banks, at end-Q1 2012, four banks reported assets growth ranging between 0.4% and 3.1%,

while seven banks reported assets decline in the range of 0.4% to 4.8%.

NN 33



Table 2.3
Aggregate balance sheet of banks

Status, EUR million Change
Description/ Period March December March na€a20i8 oot
2011. 2012. mEiILljizn % mF;”Ui(Rm %
ASSETS
!:Cashand deposiisheld with depositony 6362 6244 5668 576 92 594 95
2. Loans 2,092.1 1,9558 1,963.9 8.1 04 -1282 -6.1
2.1. Loan loss provisions 1154 996 1013 1.7 1.7 -141 -122
2.2. Net loans 1,976.7 1,856.1 1,862.6 6.5 04 -1141 -5.8
3. Securities 102.9 1380 1370 -1 -0.7 342 333
4. Other assets 2054 2032 2084 52 26 3.1 1.5
5. Provisions for losses on other asset items 7.7 12.1 183 6.2 512 106 137.7
6. TOTAL ASSETS 2,903.5 2,809.7 2,756.5 -53.2 -1.9 -1470 -51
LIABILITIES AND CAPITAL
1. Deposits 1,783.6 1,817.1 11,7926 -24.5 -1.3 9 05
Demand deposits 717.8 7086  666.7 -419 -59 -51.1 0 -7
1.2. Time deposits 1,065.8 1,1084 1,1259 17.5 16 60.1 56
2. Borrowings 650.7 5282 5148 -134 -25  -1359 -209
3. Other liabilities 166.6 159.2 145.6 -13.6 -85 21 -126
4, Total capital 3026 3052 3035 -1.7 -0.6 09 03
4.1. Capital and reserves 319.8 3085  310.1 1.6 0.5 97 -30
4.2. Current year profit / loss (+.-) -17.2 -3.2 -6.6 -34 1063 106 -616
5. TOTAL LIABILITIES AND CAPITAL 2,903.5 2,809.7 2,756.5 -53.2 -1.9 -1470 -5.1
Graph 2.4 Return on average assets, ROAA,
Aggregate ROAA, % amounted to -0.9% at end-QI 2012
and it showed deterioration in rela-
4 h tion to December 2011 (-0.1%). At
10,0 the same time, ROAA recorded a sig-
nificant annual improvement (-2.4%),
(Graph 2.4). Return on average earn-
07 ing assets, amounted to -1.1% at end-
00 —~ = ’ = ’ — 09 Q1 2012 and it showed deterioration
' ' 78 in relation to December 2011 (-0.1%).
At the same time, the return on av-
erage earning assets recorded annual
B R T R T TR improvement (-2.9%). Farning assets
made up 81.5% of total assets which
- J

is an improvement of this ratio in re-
lation to end-2011 (79.5%), as well as
at the annual level (79.6%).



Performing assets (A) made 53.7% of total assets (53.8% at end-2011) recording an annual improvement
(48.1%). The share of non-performing assets in total assets declined from 18.6% to 12.4% over one-year period
(Table 2.4).

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

2011 2012

March December March
Pass (A) 481 538 53.7
Watched (special mention) (B) 226 20.2 21.1
Non performing assets (C + D + E) 18.6 11.8 124
Total criticised assets (B + C+ D +E) 412 320 335

In addition, non-performing assets made up 79.3% of capital increased by provision for losses at end-Q1 2012
which is an increase in relation to end-2011 (78.4%), and a significant annual decline (125.9%).

2.1.2.1. Banks’ balance sheet structure

At end-QI 2012 there is an evident change in the structure of banks’ balance sheet in relation to end-2011.
The share of cash and deposits with depositary institutions decreased 1.7 percentage points, while the share
of other asset items increased.

Table 2.5
Banks’ balance sheet structure, in %

2011 2012 Difference, p.p.

Description/ Period March December March _March2012-  March 2012-
December 2011 March 2011

ASSETS
1. ﬁiﬁljzgnieposits held with depository 26 227 206 a7 10
2. Loans 72.1 69.6 712 1.6 -0.9
2.1. Loan loss provisions 4.0 35 3.7 0.1 -0.3
2.2. Net loans 68.1 66.1 67.6 1.5 -0.5
3. Securities 35 49 50 0.1 1.5
4. Other assets 7.1 7.2 7.6 03 0.5
5. Provisioning 0.3 04 0.7 0.2 04
6. TOTAL ASSETS 100.0 1000 100.0 0.0 00
LIABILITIES AND CAPITAL
1. Deposits 614 64.7 65.0 04 36
2. Borrowings 224 18.8 18.7 -0.1 -3.7
3. Other liabilities 5.7 57 53 -04 -04
4. Total capital 104 109 11.0 0.1 06

5. TOTAL LIABILITIES 100.0 1000  100.0 0.0 0.0




With respect to liabilities, the share of borrowings declined 0.1 percentage points, the share of other liabilities
declined 0.4 percentage points, while the shares of deposits and total capital increased 0.4 percentage points
and 0.1 percentage point, respectively (Table 2.5).

Observed annually, the share of cash and deposits with depositary institutions declined 1.0 percentage points;
the share of loans declined 0.9 percentage points, while the share of other asset items increased.

With respect to liabilities, the annual growth of share is evident with deposits (3.6 percentage points) and to-
tal capital (0.6 percentage points), while a decrease in the share was recorded with borrowings (3.7 percentage
points) and other liabilities (0.4 percentage points).

2.1.3. Banks’ lending activity

Although still restrictive, banks’ lending activity is trending up. At end-Q1 2012, total loans granted amount-
ed to EUR 1,963.9 million and they declined EUR 128.2 million (6.1%) y-o-y. However, loan placements in-
creased EUR 8.1 million (0.4%) in relation to end-2011. In Q1 2012 loans grew at an average monthly rate of
0.1%.

The most important loan beneficiaries were corporate and households sectors that accounted for 90.4% of to-
tal loans at end-QI 2012. However, at end-Q1 2012, the corporate sector was granted 0.1% more loans, while
the household sector was granted 0.6% less loans in relation to end-2011. Growth was recorded in all other
sectors, except for the household sector. At the annual level, the growth of lending activity is evident only in
the General Government sector (115.4%), (Table 2.6).

Table 2.6

Loan structure by sectors, end of period, EUR million and changes, %

2011 2012 March 2012 March 2012
March December March December2011 March 2011

Description/ Period

Financial institutions 89 10.7 10.9 16 224
Corporate sector 1,124.8 944.7 945.6 0.1 -15.9
Households 838.5 833.7 828.8 -0.6 -1.2

General Government

(Government, municipalities, funds) o4 1059 16> 100 154
Other 65.8 60.8 62.1 2.1 -5.7
Total 2,092.1 1,955.8 1,963.9 0.4 -6.1

Atend-Q1 2012, the maturity structure of total loans was predominated by long-term loans with 78.2%. The
share of long-term loans in total loans decreased in relation to end-2011 (79.7%) as well as in relation to March
2011 (79.9%), (Table 2.7).



Table 2.7

Maturity structure of total loans, %

2011 2012
Description/Period

March December March
Up to three months 58 4.1 53
From three months up to one year 144 16.2 164
From one year up to three years 203 19.9 19.3
Over three years 596 59.8 589
TOTAL 100.0 100.0 100.0

Observed by industries, the largest loan beneficiaries were: households (42.0%), trade (20.5%), other (9.1%),
construction (6.5%), services, tourism and hotel management (5.9%), and administration and other public
services (4.8%). The remainder of loans granted (11.3%) referred to: transport, warehousing, telecommunica-
tions, finance, real estate trading, mining, agriculture, hunting, fishing and energy sectors.

Observed by purpose, the majority of loans were granted for: liquidity (19.3%), housing loans (16.4%), “other”
(16.0%), construction and remodelling of buildings (13.2%), purchase of fixed assets (12.8%) and cash loans
(11.9%). During Q1 2012, significantly less Banks’ funds (10.4%) were used via: consumer loans, credit cards,
overdrafts, loans for refinancing obligations to other banks, loans for the preparation of tourist season, pur-
chase of cars and purchase of securities.

With regard to the currency structure, foreign currency loans'* accounted for 2.2% of total loans. FX risk of
Montenegrin banks was insignificant since the deposits in foreign currency made up 4.0% of total deposits,
and banks borrowings in foreign currency made up 8.7% of total borrowings.

The crisis in real sector influenced the regularity of meeting the obligations of corporate and households sec-
tors to banks, which reflected on an increase in the share of past due loans and restructured loans in total
loans over the one-year period. At end-Q1 2012, non-performing loans (C, D and E) accounted for 15.5% of
total loans maintaining the level recorded at end-2011, and recording a significant decline over a one-year
period (23.2%). However, the share of past due loans increased to 26.9% in relation to end-2011 (19.3%), even
though they recorded a slight decline in relation to March 2011 (29.5%). Restructured loans made up 14.9% of
total loans. Allocated loan loss provisions made up 5.2% of total loans (Table 2.8).

Table 2.8
Basic indicators of banks’ lending activities, %

2011 2012
Description/ Period
March December March
Non-performing loans (C, D, E)/Total loans 232 15.5 15.5
Past due loans/ Total loans 295 19.3 269
Loan loss provisions/ Total loans 55 5.1 52
Restructured loans/ Total loans 124 14.2 149

12 All currencies except euro



Box 2.1 - Financial sector stability in the new Europe region: Vienna Initiative 2.0

In January 2012, the European officials, international financial institutions and private banking groups
agreed on the revitalisation of the Vienna Initiative 2.0 with the aim of avoiding unrestrained decrease
in the lending activity of parent banks in the European emerging countries. The agreement strives for
better coordination of (home-host) supervision and banking sector regulation and analyzes a negative
spillover from the Euro area and the emerging countries. In addition, the initiative stresses the central
role of European institutions and international financial institutions in the acceleration of the above-
mentioned supervisory coordination and macroprudential surveillance.

This initiative was designed partly on the pattern of the previous Vienna Initiative agreement from
2009 which preserved the stability of the Eastern Europe financial sector after the crisis outburst. The
aims of the new initiative are far more modest than those set by the previous one which required that
the western European banking groups maintain the level of investments in the European emerging
countries.

The main goals of the Vienna Initiative 2.0 include the following:

(i) For the home country authorities to undertake the commitment to reconsider the influences
of the regulatory measures in the European developing countries and to efficiently communi-
cate with the authorities of the host country;

(ii) Forthe host country to undertake the efforts to develop local sources of financing;

(iii) Achieving an efficient communication between the home and host countries’ authorities in
order to avoid the limitation of the liquid assets earmarking;

(iv) For the European Banking Authority’s supervisory boards to perform control of the plans for
changes in the structure of capital and their influence on the host countries;

(v) Forinternational financial institutions to undertake the commitment to analyse risks, provide
counsel on policies and coordinate their support to the region.

Graph 1
Financial ties between Eastern and Western Europe
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With respect to the significance of regulatory coordination between home and host countries in the
environment in which the national authorities focus mainly on the problems of their own countries,
Vienna Initiative 2.0 attempts to bring together national and international authorities and interna-
tional financial institutions for the purpose of stimulating the coordination of policies for the European
emerging countries. Vienna Initiative 2.0 includes the representatives of the banks of the following
institutions: European Commission (EC), European Banking Authority (EBA), European Systemic Risk
Board (ESRB), European Central Bank (ECB as an observer), Bank for International Settlements (BIS),
International Monetary Fund (IMF), European Bank for Reconstruction and Development (EBRD), Eu-
ropean Investment Bank (EIB), World Bank Group (WBG), as well as the representatives of national au-

thorities.

2.1.4. Deposits

Total deposits with banks amounted to EUR 1,792.6 million at end-March 2012, being 1.3% lower as com-
pared to the end-2011 and 0.5% higher as compared to March 2011. In Q1 2012, deposits with banks recorded
an average monthly decline of 0.4% (compared to 0.1% in the same period of 2011).

In the bank’s deposits structure, household and
corporate sector deposits accounted for the main
share of 83.0% (Graph 2.6). Observed in relation
to end-2011, household deposits increased 0.1%,
while the corporate sector deposits declined
5.0%. At the annual level, both sectors recorded
increases at the rates of 8.4% and 1.4%, respec-
tively. Financial institutions’ deposits recorded
a decline in relation to end-2011 (2.3%) as well
as at the annual level (18.3%). At the end of the
observed period, the General Government sector
had 1.4% more deposited funds than at end-2011,
however, y-0-y comparison shows 32.3% decline
in deposits of this sector (Table 2.9).

Table 2.9
Deposits by sectors, changes, %

Graph 2.5
Deposits, EUR 000
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Description/ Period

March 2012 March 2012
December 2011 March 2011

Financial institutions
Corporate sector
Households

-2.3 -183
-5.0 14
0.1 84

General Government (Government, municipalities, funds) 14 -323

Other
TOTAL

-0.1 -12.1
-1.3 0.5




Graph 2.6

Deposits of households, corporate sector and total deposits,
EUR 000

INEEE Chief Economist Report - | quarter 2012

-~

2,000,000

1,800,000

1,600,000
1,400,000

1,200,000

1,000,000
800,000

600,000

|
|
|
Total deposits
B
|
| |

400,000
200,000
0

IV VEVIVITEX X X XII|I [V VEVIVITIX X X XH|\ [l
2010 201 2012

Graph 2.7
Maturity structure of deposits, EUR 000
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The deposit structure, observed by industries, re-
corded no significant changes in Q1 2012. House-
hold deposits were dominant (57.7%), followed by
deposits of the finance sector (7.3%), transport,
warehousing and telecommunications (6.6%),
energy (6.3%), trade (5.2%), administration, other
public services (3.6%), while the remaining 9.9%
referred to deposits of other sectors (agriculture,
hunting, fishing, construction, real estate trading,
and category “other”).

Maturity structure of deposits was still unsatis-
factory considering that the main share of total
deposits (82.1%) referred to short-term deposits,
of which demand deposits made up 37.2% and de-
posits with maturity up to one year were 44.9%,
while time deposits with maturity over one year
made up 179% of total deposits. However, the
deposits maturity structure shows an evident de-
cline in the share of demand deposits and an in-
crease in the share of time deposits with maturity
over 1 year (Graph 2.7).

2.1.5. Household and corporate sectors

The household and corporate sectors were the big-
gest fund depositors, as well as the biggest loan
beneficiaries. In Q1 2012, deposits of the house-
hold sector increased while deposits of the cor-
porate sector declined. As opposed to deposits,
loans recorded an increase in the corporate sector
and a decline in the household sector. Maturity
mismatch between the funds and the sources of

funds is still present because the deposits of both sectors are mainly short-term, while long-term loans prevail
in the structure of total loans in both sectors.

2.1.5.1. Households

Thw household sector is the main depositor in the Montenegrin banking system since 57.7% of banks’ depos-
its referred to this sector at end-Q1 2012. On the other hand, with a 42.2% share in total loans granted, this
sector is the second most significant loan beneficiary.

Deposits of the household sector have been on an uptrend since May 2009 (with the exception of January
2010, 2011, 2012 and March 2012). At end-Q1 2012, deposits of this sector amounted to EUR 1,034.0 mil-



lion, being 0.1% higher in relation to end-2011, i.e.
8.4% higher y-o-y.

Observed by maturity, household deposits are for
the most part (79.3%) short-term. Such a matu-
rity structure of deposits is not deemed the most
favourable; bearing in mind that this sector bor-
rows mainly with maturity over one year (90.3%
of household sector loans are long-term), (Graph
28).

Loans extended to the household sector declined
in Q1 2012. Over this period, they declined at an
average monthly rate of 0.2% which is a decelera-
tion of decline in relation to Q1 2011 when they
declined at a rate of 1.0%.

Graph 2.8
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At end-Q1 2012, household loans amounted to EUR 828.8 million or 0.6% lower than at end-2011 and 1.2%
lower than at end-Q1 2011. Compared to end-2011, increase of lending activity to this sector was recorded in
four banks, while decline was recorded in seven banks.

Loans extended to the household sector were for the most part long-term, with earmarked loans accounting
for the main share (49.1%). Earmarked loans were mostly housing loans and refurbishing loans which com-
bined accounted for 78.8% of earmarked loans. In addition to earmarked loans, a significant share of loans to
the household sector referred to cash non-earmarked loans (31.6%) and mortgage loans (19.0%).

Box 2.2 - Household sector indebtedness

At end-Q1 2012, as per the Credit Registry data, the number of natural persons which were credit-
indebted with domestic banks amounted to 103,757 or 401 clients less than at end-2011. Average
household sector indebtedness, measured by the ratio between this sector’s debt and the number of
indebted clients, amounted to EUR 7,584, declining EUR 451 in relation to end-2011. On the other hand,
per capita debt, measured as total loans to households/population number® ratio, amounted to EUR

1,269, recording a EUR 75 decline in relation to end-2011.

The deposits uptrend and a simultaneous decline in loans recorded over the past period have significantly
influenced a 2.7% increase in net savings of this sector in relation to end-2011 and it amounted to EUR 205.2
million at end-Q1 2012. In Q1 2011, net savings amounted to EUR 115.5 million (Graph 2.9).

13 According to the results of the 2011 census (source: MONSTAT), the population of Montenegro amounted to 620.029.




INEEE Chief Economist Report - | quarter 2012

Graph 2.9
Net debt/savings of households, end-period, EUR 000

However, regardless of the increase in net savings,
the problem of loan collection remains a signifi-
cant problem in the household sector. Past due
households™ loans accounted for 18.0% of total
loans granted to this sector, which is more than
at end-2011 (15.7%) and less than in Q1 2011

2.1.5.2. Corporate sector

As the most important loan beneficiary in the
Montenegrin banking sector, at end-Q1 2012, the
corporate sector was credit-indebted in the total
amount of EUR 945.6 million, making up 48.2%

The maturity structure of the corporate sector
deposits shows most of demand deposits (about
51%), which is indicative of the maturity mis-
match between the loans and deposits of this sec-

The corporate sector is the most important net
debtor in the Montenegrin banking system.
Loans extended to this sector are two times high-
er than the funds of this sector deposited with
banks. At end-March 2011, loans to deposits ratio
in the corporate sector amounted to 2.08 and it
deteriorated compared to end-2011 (1.98), while
it improved in relation to end-March 2011 (2.51).
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of total loans granted.
In the first three months of 2012, this sector’s loans grew slightly, at an average monthly rate of 0.04%, which
is a positive trend in relation to the same period of 2011 when loans granted to this sector declined at an aver-
age monthly rate of 2.3%.
The maturity structure of corporate sector loans showed that long-term loans accounted for the main share
(about 72%), with most of the loans with maturity over three years (47%).
Corporate sector deposits amounted to EUR 453.8 million at the end of the observed period, accounting for
23.3% of total funds deposited with banks. Compared with end-2011, deposits of this sector were 5% lower,
and in relation to end-QI 2011 they increased 1.4%.
Graph 2.10
Loans and deposits of the corporate sector, EUR thousand
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The corporate sector’s net debt amounted to EUR
4919 million at end-March 2012, being 5.3%
higher than at end-2011 and 27.4% lower than at
end-March 2011.
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Graph 2.11
Net debt of the corporate sector, end-period, EUR 000
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Box 2.3 - Enforced collection

At end March -2012, the Central Registry of Accounts recorded 58,218 accounts of legal and natural
persons that performed some activity. Of the total number of recorded accounts, 15,530 or 26.7% were

frozen at end-Q1 2012. The number of frozen accounts was 344 higher in relation to end-2011.

Graph 1
Total number of legal and natural persons whit frozen accounts
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The value of debt based on which the freezing was performed amounted to EUR 394.9 million, or EUR
17.3 million (4.6%) more than at end-2011. Top 10 debtors (0.07% of total debtors recorded), accounted
for 21.4% or EUR 84.4 millions of total frozen accounts.
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Graph 2
Total debt based on frozen accounts, EUR 000
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2.1.6. Banks’ foreign assets and liabilities

Banks' foreign assets' amounted to EUR 436.7 million at end-Q1 2011, and they declined 4.2% in relation to
end-2011 or 5.6% in relation to the same month 2011 (Table 2.10).

In the structure of foreign assets, deposits of banks accounted for the main share of 75.9%, followed by cash®
with the share of 13.7% and loans to non-residents with 10.4%.

Table 2.10
Banks’ foreign assets, end-period, EUR 000

2011 2012
Description/ Period

March June September December March
Deposits 347137 335313 440,596 347,492 331,610
Cash 71,203 86,311 68,741 63,090 59,612
Loans 44,159 44,596 34,504 45,028 45,480
Securities, without shares 0 0 0 0 0
Foreign assets, total 462,499 466,220 543,841 455,610 436,702

Foreign liabilities' amounted to EUR 802 million at the end of the observed period, recording a decline in re-
lation to end-2011 (0.2%) as well as at the annual level (11.5%), (Table 2.11). Foreign borrowings from non-res-

" Claims on non-residents
5 Cash in EUR and other foreign currencies

16 L iabilities to non residents
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idents accounted for the main share (60%) in banks’ foreign liabilities structure, followed by deposits (37.9%),
and securities without shares (2.1%).

The decline in banks’ foreign liabilities was a result of a decline in foreign borrowings. Thus, at end-March
2012, foreign borrowings amounted to EUR 481.2 million, recording a 2.3% decline compared to end-2011,
i.e.a21.7% decline in relation to end-March 2011 (Graph 2.12). Other foreign liabilities positions trended up
in relation to end-2011 as well as at the annual level, with non-residents deposits increasing 3.2% and 10.3%,
respectively, and securities without shares recording just a slight growth of 0.02% and 0.1%, respectively.

Table 2.11
Banks' foreign liabilities, end-period, EUR 000

2011 2012
Description/ Period
March June November December March
Loans 614,228 550,987 529,407 492,458 481,222
Deposits 275,849 325,128 296,420 294,699 304,266
Securities, without shares 16,456 16,458 16,460 16,462 16,465
Foreign liabilities, total 906,533 892,573 842,287 803,619 801,953

During Q1 2011, all banks used for-  Graph 2.12
eign borrowings. The largest amount  Foreign borrowings, EUR 000
of borrowings referred to Hypo Alpe

Adria Bank AG, EIB, Societe Gener- [ )
ale Group. 730000
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Long-term borrowings (90.9%) pre- Zggggg_ .
Vall?d in the maturity structure of 550,000
foreign borrowings. The currency 500,000
structure of foreign borrowings 450,000
showed that the banks largely bor- 400,000
rowed in euro currency (90.7%) 350,000
300,000
. I VXXX Iy XX o
Net foreign assets of banks amount- 2010 200 201
ed to EUR -365.3 million at end-Q1  \_ /)

2012 (while in QI 2011 it amounted
to EUR -444 million).
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Graph 2.13

Banks' foreign assets/liabilities and net foreign assets, EUR 000
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Graph 2.14
Foreign assets/liabilities share in banks’ total assets and liabilities, %
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2.1.7. Banks’ reserve requirements

Allocated reserve requirements amounted to EUR 169.6 million at end-March 2012, and they recorded a
decrease of EUR 1.2 million or 0.7% in relation to end-2011, and a y-o-y increase of EUR 5.6 million or 3.4%
(Table 2.12).

Table 2.12
Reserve requirements, deposits, borrowings, in EUR million

2011 2012
Description / Period
March June September December March
Allocated reserve requirement 164.0 162.6 161.3 170.8 169.6
Total deposits 1,783.6 1,837.3 1877.8 1,817.1 1,792.6

Total borrowings 650.7 590.7 566.4 5282 514.8
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The share of reserve requirements in total deposits of banks rose from 9.4% recorded at end-in 2011) to 9.5%

at end-March 2012 (Table 2.13).

Table 2.13
Reserve requirements to total deposits and borrowings ratio, %

2011 2012
Description/ Period
March  June September December March
Reserve requirements/total deposits 9.2 838 8.6 94 9.5
Reserve requirements/ (total deposits +borrowings) 6.7 6.7 6.6 73 7.35

Table 2.14 shows that reserve requirements to total deposits ratio and reserve requirements to banks’ assets

in Montenegro was amongst the lowest in the region.

Table 2.14
Reserve requirements to total banks’ deposits and banks’ assets ratio, %

Country/ Description Reservg ;(:)qol;::c:ments Reserve Arc:;qetilrements

Bosnia and Herzegovina 21.9% 13.0%
Montenegro 9.5% 6.2%
Croatia 11.9% 8.3%
Macedonia 12.7% 7.7%

Graph 2.15
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2.1.8. Banks’ capital

Total banks’ capital amounted to EUR 303.5 million at end-Q1 2012, showing a decline of 0.6% in relation to
end-2011, which was primarily a result of losses in individual banks. Five banks recorded annual growth of

capital, while capital declined in six banks.
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Graph 2.16
Aggregate solvency ratio, %
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Table 2.15
Solvency ratio, %

The solvency ratio of the banking sys-
tem was above the legally prescribed
minimum of 10% and it amounted to
15.93%.

Regardless of the fact that the sol-
vency ratio was above the statutory
minimum, it was the lowest relative
to the regional countries (Table 2.15).

Country

Solvency ratio

Croatia*
Serbia*
Macedonia

Montenegro

19.
19.1
17.
15.

59

*Q420Mm

Graph 2.17
Aggregate ROAE, %
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Atend-QI 2012 the return on average
equity of the banking system (ROAE)
was negative (-8.8%). However, this
ratio was positive in six banks.

The majority of banks were recapi-
talised during 2010 and 2011. Re-
capitalisation of one bank in the total
amount of EUR 12 million was also
performed in Q1 2012. Moreover,
Montenegrin banks had lower capi-
talisation levels than banks in the re-
gion. Capitalization index relative to
both assets and loans was the lowest
in the region (Tables 2.16 and 2.17).



Table 2.16
Total capital to assets ratio, %
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Country/Period December 2010 December 2011 March 2012
Montenegro 10.6 109 11.0
Serbia 19.7 211 218
Croatia 139 13.7 14.1
Macedonia 16.1 16.7 16.9
Bosnia and Herzegovina 11.9 14.2 14.6

Table 2.17
Total capital to loans ratio, %

Country/Period December 2010 December 2011 March 2012
Montenegro 14.1 15.6 155
Serbia 296 308
Croatia 20.3 19.9 20.3
Macedonia 285 294 29.7
Bosnia and Herzegovina 17.3 20.2 203

Graph 2.18
At end-Ql 2012, in the ownership  Aggregate financial result, in EUR 000
structure of banks’ capital, the state - -
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2.2. Interest rates
2.2.1. Lending interest rates

On total loans

Although a slight decline in lending interest rates was recorded in 2012, they remain high. Some banks con-
tinued to record losses in 2012 due to the clients’ increased defaulting caused by illiquidity still present in the
economy. Therefore, changes in the perception of the market are to be expected, and they were reflected in the
maintaining of high interest rates on certain categories of loans.
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Graph 2.19
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Graph 2.20
Annual WALEIR, by maturity, %
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Atend-Ql 2011, weighted average effective lend-
ing interest rates (WALEIR) amounted to 9.64%.
In relation to end-2011, WALEIR declined 0.09
percentage points, as well as 0.03 percentage
points at the annual level (Graph 2.19).

Observed by maturity (Graph 2.20), at end-Ql
2011, interest rates on short-term loans amounted
to 10.04%, and they were below the end-2011 level
by 0.23 percentage points. Interest rates on long-
term loans amounted to 9.61% recording a 0.08
percentage points decline in relation to end-2011.
At the annual level, short-term interest rates de-
clined 1.40 percentage points, while interest rates
on long-term loans increased 0.05 percentage
points.

On new loans

Pursuant to the 2011 Decision on Credit Regis-
try”, credit-guarantee institutions shall submit
to the Central Bank data and information about
credit indebtedness' of certain persons, namely
the balance of total debts and newly approved
loans.

Data and information on newly granted credits
should be submitted to the Central Bank no later
than a day following that of signing the agree-
ment on newly granted credit indebtedness,
starting from 1 November 2011.

Atend-QI 2012, weighted average nominal interest rate (WALNIR) on banks’ newly granted loans amounted
to 9.17% and the corresponding weighted average effective interest rate (WALEIR) was 10.35%. In that re-
spect, WAEIR on retail loans was 11.86% and on corporate loans, it was 9.69%. Observed by maturity, WA-
LEIR on newly granted short-term loans was 9.51%, while it was 11.07% on newly granted long-term loans

(Table 2.18).

70GM 27/11

'8 Loans, leases, credit cards, current account overdraft, guarantees, letters of credit and other claims based on which there is

exposure to risk



Table 2.18
Interest rates on newly granted loans, end-Q1 2012, %

Short-term Long-term Total

WALNIR 10.32 10.83 10.79
Retail

WALEIR 12.98 11.75 11.86

WALNIR 7.86 949 846
Corporate

WALEIR 9.32 10.32 9.69

WALNIR 7.99 10.19 9.17
Total loans

WALEIR 9.51 11.07 1035

Increased level of interest rates on newly granted loans in relation to interest rates on total loans is evident,
namely by 0.71 percentage points at end-Q1 2012. In addition, there is an evident increase in the interest
rates on newly granted loans over the period December 2011 — March 2012; therefore the WALEIR on newly
granted loans was 0.71 percentage points higher at end-Q1 2012 in relation to end-2011 (Table 2.19).

Table 2.19
Interest rates on newly granted loans, %

Retail Corporate Total

Total Total Up to 1 year Over 1 year Total
December WALNIR': 10.62 8.11 7.40 9.13 8.55
2011 WALEIR": 11.76 9.20 9.22 0.86 9.64
January WALNIR: 10.90 946 9.57 1031 9.96
2012 WALEIR: 12.12 11.20 11.95 11.14 11.52
February WALNIR: 10.93 8.25 8.17 93] 8.90
2012 WALEIR: 12.10 9.57 1001 10.27 10.18
March WALNIR: 10.79 846 7.99 10.19 9.17
2012 WALEIR: 11.86 9.69 9.51 11.07 1035

Interest rates on newly granted loans to natural persons were significantly higher than total weighted average
rates on newly granted loans (1.51 percentage points), as well as than rates on newly granted loans to legal
persons (2.17 percentage points).

2.2.2. Deposit interest rates

At end-QI 2011, WADEIR amounted to 3.14% which was 0.11 percentage points higher compared to end-
2011, and 0.10 percentage points higher compared to end-Q1 2011 (Graph 2.21).

Observed by maturity at end-Q1 2012, WADEIR was as follows: 0.29% on demand deposits, 4.41% on time
deposits up to 3 months; 4.85% on deposits from 3 months to 1 year, 5.36% on deposits from 1 to 3 years,
4.00% on deposits up to 5 years, and 3.53% on deposits over 5 years. The y-o-y growth was recorded in de-
posits with maturity up to three months (0.02 percentage points) and in deposits with maturity over 5 years
(0.11 percentage points), while the following categories recorded declines: demand deposits (0.19 percentage
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Graph 2.21
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points), deposits from 3 months to 1
year (0.45 percentage points), depos-
its from 1 to 3 years (0.18 percentage
points) and deposits with maturity
up to 5 years (0.54 percentage points).

WADEIR on household deposits
amounted to 343% and WADEIR
on corporate deposits amounted to
2.73%, whereby the first increased
0.05 percentage points and the latter
grew 0.17 percentage points in rela-
tion to end-2011. At the annual level,
WADEIR on household deposits de-
clined 0.25 percentage points, while
WADEIR on corporate deposits in-
creased 0.01 percentage point.

At end-Ql 2012, the difference be-
tween lending and deposit interest
rates (interest rate spread) on total
loans was 6.50 percentage points,
while at end-2011, it was 6.71 per-
centage points (644 percentage
points at end-March 2011). Due to
a decline in creditworthiness, the
interest rate spread remains rather

high.

Montenegro records the highest
spread in the region. Interest rate
spread of Montenegrin banks was
lower than that of Croatian and Ser-
bian” banks in HI 2011, while H2

2011 data showed an increase in interest rate spread of Montenegrin banks due to an increase in lending, and
adecline in deposit, interest rates. Interest spread kept its highest level in 2012 as well. The interest rate spread
of Macedonian banks was the lowest in the group of observed countries® (Graph 2.22).

¥ New methodology for the calculation of interest rates on loans and deposits of banks became effective as of 1 February 2012

 Interest rate spread of Macedonian banks was calculated as the difference between lending and deposit interest rates on the

current balances of total loans and deposits

2 The difference between weighted average effective lending and deposit interest rates on total loans and deposits of the system.

The latest available data.
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2.3. Micro-credit financial institutions

Total assets and liabilities of micro-credit financial institutions (MFIs) amounted to EUR 42.1 million at end-
Q1 2012, and they showed a decline of EUR 2.2 million or 5.0% in relation to end-2011. The y-0-y comparison
shows a decline of EUR 9.0 million or 17.5% (Table 2.20).

Table 2.20
Total assets and liabilities of MFIs, end-period, EUR 000

2011 2012
Description/ Period
March June September December March
MFls assets 51,092 47,536 44,309 44,371 42,132

The concentration in the MFIs sector was rather obvious. In that respect, one MFI accounted for 48.8% of
total assets, 41.5% of total loans and 54.9% of total borrowings.

Gross loans (76.4%) were dominant in MFIs assets at end-Q1 2012, while borrowings (45.8%) were dominant
on the liabilities side.

Total loans amounted to EUR 32.2 million at end-Q1 2012. They showed a decline of EUR 1.3 million (3.9%)
in relation to end-2011. Y-o-y comparison shows that total loans declined EUR 7.3 million or 18.5% (Table
2.21). Loan loss provisions made up 74% of total loans.

Table 2.21
Total loans of MFIs, end-period, EUR 000

2011 2012
Description/ Period
March June September December March
MFIs loans 39,513 36,813 34,329 33,501 32,203

Graph 2.23
MFl loans by industries, Q1 2012, %

Some 97.5% of loans were granted N
to natural persons. In the MFI loan
portfolio structure by industries, ag-
ricultural loans were still dominant
(36.1%), and along with loans to ser- 15%

36%

vices, hotel management and tour- Agriculture
ism sectors, they made up 68.8% of Services, hotel management and tourism
total loans (Graph 2.23). ® Trade
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33%
The share of long-term loans (87.0%)
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structure of loans. Past due loans made up 15.5% of total loans at end-QI 2012, which was lower than the
banking system level (26.92%).

Total MFIs liabilities” made up 53.8% of liabilities. The largest source of financing of MFI was through bor-
rowings, of which 89.5% of funds were taken from non-residents.

Total MFIs capital amounted to EUR 19.5 million or 46.2% of total liabilities and capital at end-Q1 2012.
Capital from donations accounted for 72.5% of total capital, while retained earnings and capital issued ac-
counted for 17.6% and 9.9%, respectively. Observed on the aggregate level, MFIs reported a profit of EUR 0.4
million at end-Q1 2012.

2.3.1. MFls interest rates
On total loans

At end-QI 2012, the weighted average nominal interest rate (WALNIR) on MFIs total loans amounted to
19.33% and the corresponding weighted average effective interest rate (WALEIR) was 28.68%. The WALNIR
increased 0.12 percentage points in relation to end-2011, and the WALEIR increased 0.14 percentage points
over the same period. At the annual level, the WALNIR on total MFIs loans declined 0.06 percentage points,
while the WALEIR increased 0.49 percentage points (Graph 2.24).

At end-Ql 2012, the WALEIR on

Graph 2.24 total short-term loans was 32.51%,
WANIR and WAEIR on total MFIs loans, % while on long-term loans it amounted
0,
p ~ t0 28.21%.
35
B WANIR ® WAEIR The WALNIR on loans to legal per-
30 g1 747 756 2758 277 275 2815 2t an s dbd 2657 38 sons was 18.38% and the WAEIR was

2749%. The WALEIR on short-term
loans and long-term loans to legal
persons amounted to 28.10% and
25.77%, respectively.

The WALNIR on loans to natural per-
sons was 19.36% and the WALEIR was
28.71%. The WALEIR on short-term
S " loans and long-term loans amounted
to 33.41% and 28.22%, respectively.

On new loans

At end-Ql 2012, the weighted average nominal interest rate (WALNIR) on newly granted loans by MFIs
amounted to 20.43% and the corresponding weighted average effective interest rate (WALEIR) was 31.28%.

2 Liabilities for taken loans and borrowings, conditional grants, subordinated debts and other liabilities



In that respect, the WALEIR on retail loans was 31.36% and 29.98% on corporate loans. Observed by maturi-
ty, the WALEIR on newly granted short-term loans was 32.29%, while on newly granted loans with maturity
over 1 year it was 30.84% (Table 2.22).

Table 2.22
Interest rates on newly granted MFls loans, end-Q1 2012, %

Short-term Long-term Total

WALNIR 20.73 2049 20.55
Retail

WALEIR 3291 30.82 31.36

WALNIR 18.80 16.32 18.66
Corporate

WALEIR 29.75 3393 29.98

WALNIR 2035 2047 2043
Total loans

WALEIR 32.29 30.84 31.28

Increase in the level of interest rates on newly granted loans in relation to interest rates on total MFIs loans
is evident, namely by 2.6 percentage points at end-Q1 2012. In addition, there is an evident increase in the
interest rates on newly granted MFIs loans over the period December 2011 — March 2012, so the WALEIR
on newly granted loans was 1.9 percentage points higher at end-Q1 2012 in relation to end-2011 (Table 2.23).

Table 2.23
Interest rates on newly granted MFIs loans, %

S e Retail Total
Year Month sector
Total Total Up to 1 year Over 1 year Total
WALNIR": 18.89 18.49 20.53 17.93 18.51
2011 December
WALEIR": 29.69 29.36 3335 28.24 29.38
WALNIR: 18.96 20.72 21.24 2037 20.61
January
WALEIR: 32.07 31.30 3353 30.54 31.35
WALNIR: 18.17 20.21 20.10 19.98 20.01
2012 February
WALEIR: 2793 32.14 32.84 31.33 31.75
P WALNIR: 18.66 20.55 2035 2047 2043
arc
WALEIR: 29.98 31.36 32.29 30.84 31.28

Comparison of interest rates at which banks and MFIs granted loans

Interest rates at which banks and MFls granted loans differed significantly. Specifically, the weighted average
nominal interest rate on total loans with banks amounted to 8.99%; the effective interest rate amounted to
9.64%, while the same rates with MFIs amounted to 19.33% and 28.68% respectively.

Banks granted short-term loans at WALEIR of 10.04% and MFIs at a rate of 32.51%. The WALEIR on long-
term loans with banks amounted to 9.61%, while it was 28.21% with MFIs (Table 2.24 and Graph 2.25).
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Table 2.24
Interest rates of banks and MFls, end-Q1 2012, %

Short-term Long-term Total
Banks MFls Banks MFls Banks MFls
Retail WALNIR 9.72 21.26 945 19.16 945 19.36
etai

WALEIR 1142 3341 10.15 28.22 10.16 28.71

WALNIR 8.77 18.60 8.64 17.74 8.66 18.38
Corporate

WAEIR 9.93 28.10 9.16 25.77 9.27 2749

WALNIR 8.83 20.81 9.00 19.15 8.99 19.33
Total loans

WALEIR 10.04 32.51 9.61 28.21 9.64 28.68
Graph 2.25
Interest rates of banks and MFls, %
(" \ The difference in interest rates at
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which banks and MFIs granted loans
was also obvious in newly granted
loans. Thus, at end-Q1 2012, MFIs’
WALEIR on newly granted loans was
20.93 percentage points higher than
the corresponding bank interest rate.



MONEY AND
CAPITAL MARKETS






Money and Capital Markets HEENI

3.1. Money market

Two 182-day T-Bills auctions were ~ Graph 3.1
held in Q1 2011. The total value of  T-Bills sold and corresponding interest rate, Q1 2012
issued T-Bills amounted to EUR 51

million. Of total T-bills issued, EUR 4 A
44.7 million or 87.7% were sold. Buy- T-bills sold in thousands Weighted average interest rate, %
ers at all T-Bills auctions were Mon- 45.000,0 7,00
tenegrin banks, and the Deposit Pro- | 400000+ 16,00
tection Fund appeared as a buyer at ;ggggg T \ 15,00
one auction. Weighted average inter- 25,000',0__ 182-day T-bills sold La00
est rate amounted to 4.73%. 2000004 ——Average interest rates 1300
15.000,0 + on 182-day T-bills 200

Total state’s debt arising from T-bills | 10.000,0 '
sold, including unmatured T-bills is- 50000 1 70

; 00 . 0,00
sugdh in 2011, amounted to EUR 65.3 19012012 28.00.201).
million as at 31 December 2012. L )

. Source: CBCG
3.2. Capital market ouree

The beginning of 2012 was marked by a significant decline in the turnover on Montenegro Stock Exchange.
January was marked by the lowest monthly turnover since March 2004, but monthly turnover declined even
further in February.

In Q1 2012, the Montenegro Stock Exchange recorded a turnover of only EUR 6.6 million, which is a 37.1% y-
0-y decline. Turnover was also lower in comparison to earlier years (Graph 3.1). An average monthly turnover
amounted to a mere EUR 2.2 million, which is below the average monthly turnover recorded in 2011 (EUR
4.9 million). A decline in turnover was followed by a drop in the number of transactions, therefore, in rela-
tion to Q1 2011, 60.4% less transactions were executed. In QI 2012, the entire turnover was recorded through
secondary trade.

Table 3.1
Comparison of SE turnover, %

January -March 2012  January —-March 2012  January -March 2012
Comparison of turnover in Q1 January -March 2011 January -March 2010  January -March 2009

-37,1 -54,3 =755

Source: CBCG calculations
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Graph 3.2
Turnover at the stock exchange
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Graph 3.3
Structure of the stock exchange turnover, Q1 2012 Turnover structure
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Source: Montenegro Stock Exchange

Table 3.2
Total turnover and turnover structure

JANUARY -MARCH 2009 JANUARY -MARCH 2010  JANUARY -MARCH 2011  JANUARY -MARCH 2012

Turnover
structure Absolute % of total Absolute % of total Absolute % of total Absolute % of total
amount turnover amount turnover amount turnover amount turnover

Shares 21,880,164 80.6% 7,160,254 49.3% 9,079,095 85,9% 5,620,089 84.6%
Mutual
investments 830,654 3.1% 718,009 4.9% 779,627 7,4% 718,198 10.8%
funds’ shares
Bonds 4,450,354 16.4% 6,655,814 45.8% 710,428 6,7% 306,672 4.6%
Total 27,161,172 100.0% 14,534,077 100.0% 10,569,150 100,0% 6,644,958 100.0%

Source: Montenegro Stock Exchange
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Graph 3.4
Turnover and the number of transactions with company shares
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Turnover and number of transactions of mutual investment funds
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Graph 3.6
Bonds' turnover and number of transactions
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Graph 3.7
Various types of bonds’ turnover

100%
98% 1
96% 1
94% 1
92%
90%

88%

Jan ' Feb ' Mar
= Frozen foreign currency deposits = Restitution bonds = Municipal bonds
Road recontruction bonds = Pension disability insurance bonds

k /)

Source: Montenegro Stock Exchange

Stock exchange indices

In the first three months of 2012, the stock exchange index Monex20 continued its positive trend recorded
at end-2011, and constantly trended up. On the other hand, the investment funds’ index, the Monex PIF, re-
corded monthly decline over the entire Q1.

Compared to end-2011, the Monex20 index at end-March recorded an absolute increase of 202.25 index
points or 2.2%, while Monex PIF declined 213.95 index points or 5.0%.



Graph 3.8

Montenegro Stock Exchange indices trend
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Table 3.3
General data on indices
MONEX 20 MONEX PIF

Value as at 31 March 2012 9,527.15 4,051.34

Absolute change of index in 2012 202.25 -213.95

Initial index value 1000.00 March 2003 1000.00 March 2003
Maximum value in 2012 9,807.33 23 March 2012 427297 12 February 2012
Maximum historical value 48,617.88 07 May 2007 50,780.54 7 August 2007
Minimum historical value 91857 14 April 2003 959.53 2 April 2003
Growth (decline) in 2012 2.2% -5.0%

Source: Montenegro Stock Exchange

Block trade

In Q1 2012, four block trades of EUR 4.5 million occurred in 2011, which made up 65.5% of total turnover.
The highest turnover through block transactions was made with shares of the Aluminium Plant (91.6%).

Box 3.1 - Joint operations of South East Europe stock exchanges

By ratifying the Agreement on Distribution of Data with the Vienna Stock Exchange, Montenegro Stock
Exchange joined the data distribution system of nine stock exchanges (the Vienna Stock Exchange and
the stock exchanges from: Budapest, Prague, Ljubljana, Bucharest, Sarajevo, Banja Luka, Macedonia
and Belgrade). In addition to the abovementioned stock exchanges, the Vienna stock exchange distrib-
utes data from electricity stock exchanges of Vienna and Prague via its information system. At present,




the Vienna Stock Exchange operates within the CEE Stock Exchange Group (in the major ownership of
Vienna Stock Exchange), which, in addition to Vienna Stock Exchange, includes the stock exchanges of

Budapest, Prague and Ljubljana.

At end-March 2012, representatives of eight South East Europe stock exchanges (Banja Luka, Belgrade,
Ljubljana, Podgorica, Sarajevo, Skopje, Zagreb and Tirana) signed the platform for joint operations for
the purpose of harmonisation and integration of the capital market. This manner of stock exchange
connecting is of high importance for the regional economic development.

Graph 3.9
Capitalisation®
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Capitalization

Market capitalisation at the Monte-
negro Stock Exchange amounted to
EUR 2.9 billion at end-March 2012.

Liquidity measured by turnover ra-
tio at Montenegro Stock Exchange
amounted to 0.001914 in March
2012.

Box 3.2 - Regional stock exchanges, selected operating indicators

Turnover at all exchanges in the region, except Sarajevo Stock Exchange, recorded y-o-y decline (Ta-
ble 1). The most significant turnover decline occurred at Zagreb Stock Exchange (49.1%) and Ljubljana

Stock Exchange (48.3%).

 The Securities and Exchange Commission provided the information on capitalisation until December 2010, and capitalisation
represented a monthly average of capitalisation at both Montenegrin stock exchanges (Montenegro Stock Exchange and Nex

Montenegro Stock Exchange).



Table 1

Changes in turnover and transactions at regional stock exchanges

January - March 2012

Number of transactions

SRR January -March 2011 —y—JJZT:Jaarry_—l\,\/lAaarrcc: 2281112
Belgrade Stock Exchange -42.5 -91.3
Zagreb Stock Exchange -49.1 -194
Sarajevo Stock Exchange 123.9 -46.6
Macedonian Stock Exchange -41.7 -36.7
Ljubljana Stock Exchange -483 -47.9
Montenegro Stock Exchange -37.1 -60.4

Source: Reports of regional stock exchanges

Over the same period, indices of all regional stock exchanges, except for Sarajevo, increased in rela-
tion to end-2011; at the same time, indices of all the regional stock exchanges recorded y-o-y declines

(Table 2).

Table 2

Changes in selected regional stock exchange indices

% of change
Stock exchange Index
March 2012/December 2011 March 2012/March 2011
Belgrade Stock Exchange BELEX15 6.6 -29.9
Zagreb Stock Exchange CROBEX 54 -19.9
Sarajevo Stock Exchange SASX-10 -3.6 -30.9
Macedonian Stock Exchange | MBI10 2.6 -21.2
Ljubljana Stock Exchange SBITOP 1.6 -28.0
Montenegro Stock Exchange | MONEX20 2.2 -25.3
Source: Reports of regional stock exchanges
Y-0-y analysis shows that market capitalisation declined at all regional exchanges.
Table 3
Comparison of market capitalisation of the regional stock exchanges
Stock exchange March 2012 / December 2011 March 2012 / March 2011
Belgrade Stock Exchange 42 -123
Zagreb Stock Exchange 1.6 -95
Sarajevo Stock Exchange -8.1 -48.6
Macedonian Stock Exchange -0.9 -12.7
Ljubljana Stock Exchange -49 -184
Montenegro Stock Exchange 4.8 -54

Source: Reports of regional stock exchanges
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Q1 2012 was marked by a series of adverse external and internal circumstances. International environment
had a negative effect on Montenegro’s economy and bad meteorological characteristics, affecting Montene-
gro at the end of January and the beginning of February, caused a significant decrease in economic activity
and, consequently, budget revenues. In addition, a portion of guarantees for the Aluminium Plant Podgorica
(KAP) was called in the amount of EUR 23 million, which required supplying additional funding.

4.1. Montenegro’s public finances*

According to Ministry of Finance estimate, in Q1 2012, source revenues* amounted to EUR 213.1 million, i..
6.3% of estimated GDP for 2012%. Compared to the same period of 2011 and the 2012 plan, public revenues
were 12.5% and 8.4% lower, respectively.

As for the structure of public revenues taxes accounted for the main share (61.3%), followed by contributions
(29%), whereas the remaining public revenues accounted for 9.7%.

Public spending in Q1 2012 amounted to EUR 250.8 million, i.e. 74% of estimated GDP. Compared to Q1
2011, public spending recorded the y-o-y decrease of 8.2%. In addition, current and capital expenditures also
decreased. Introduction of a special working regime during the two-week state of emergency, as well as the
application of stricter austerity measures implemented by the Ministry of Finance contributed to a decrease
in expenditures in Q1 2012. Expenditures declined at all levels, except in the case of subsidies, which in-
creased EUR 7.3 million in relation to the previous year and were related to repairing the consequences of the
state of emergency. Lacking funds recorded an increase, amounting to EUR 81.8 million at the end of Q1. In
Ql, the state was indebted in the amount of EUR 59.8 million through foreign sources of financing, i.e. EUR
20.4 million through domestic sources of financing.

Current public spending® amounted to EUR 238.8 million, or 7% of GDP recording a 7.3% y-o-y decrease.
Observed by economic classification, the largest expenditures items were social transfers (EUR 113.4 million

or 3.3% of GDP, mainly due to expenditures for pensions) and gross salaries (EUR 61.7 million or 1.8% of
GDP), while the capital budget amounted to EUR 11.9 million or 0.4% of GDP.

' The structure of Montenegrin public finances is comprised of the Budget of Montenegro with the State funds (Pension and
Disability Fund, Health Insurance Fund, Compensation Fund, Employment Agency and Labour Fund) and local government
budgets (Old Royal Capital Cetinje, Capital Podgorica and 19 municipalities).

 Total public revenues include revenues of the budget, state funds and local governments.
* Estimated GDP for 2012 amounts to EUR 3,405 million

# Public spending minus total capital expenditures
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Graph 4.1
Consolidated public spending, in EUR million
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4.2. Budget of Montenegro

As per preliminary data of the Ministry of Finance, in Q1 2012, total revenues of the Budget and State Funds*
amounted to EUR 270.3 million or 7.9% of estimated GDP. In the budget revenues structure, source revenues
accounted for 71.3%, while the remaining 28.7% related to privatisation revenues, donations, borrowings and
loans from domestic and foreign sources (Table 4.1).

Graph 4.2 Source revenues amounted to EUR 192.7 million,
Source revenues, in EUR million or 5.7% of estimated GDP. Relative to the plan,
- ~ these revenues are 17.2% lower, as a result of lower
]8388 e tax revenues, contributions, fees, duties and other
80100 " plan Q_ 012 revenues. In relation to Q1 2011, source revenues
g execution QI 2012. 0
70,00 execution 01 2011 decreased 11.9%.
60,00 '
20,00 In the source revenues structure, tax revenues
40,00 .
30,00 accounted for the main share (62%), followed by
20,00 contributions (32.1%), while the remaining 5.9%
1888 ] . referred to revenues from fees, duties, other rev-

&

enues and loan repayment revenues.

Value aded tax
Exscise

Collection of tax revenues (taxes and contribu-
tions) amounted to EUR 181.2 million, of which
direct taxes accounted for EUR 81.4 million and

Contribution for |

health insurance

Nontax revenues

transaction tax
Contribution for Pension | ——

Personal income tax
International trade and

Corporate income tax
and disability insurance

~indirect taxes accounted for EUR 99.8 million.

Source: Ministry of Finance

*% Revenues include source revenues (direct and indirect taxes and non-tax revenues), borrowings, donations, privatisation rev-
enues and loans from domestic and external sources.



Tax based revenues amounted to EUR 1194 million, recording a 21.1% decline relative to the plan, i.e. 14.3%
decline relative to Q1 2011. Decrease in the tax collection occurred due to significant deviations in the collec-
tion of excise duties, VAT and customs, which were primarily results of pronounced shortfall in liquidity and
problems in the industrial sector, as well as the state of emergency which paralysed Montenegro's economy
in February.

The collection of corporate profit tax increased 17.2% relative to the plan, and 12.3% relative to the 2011 com-
parative period, while revenues based on property turnover tax recorded a y-o-y increase of 29.6%.

Revenues from contributions amounted to EUR 61.8 million, recordinga 5.9% decrease relative Q1 2012 plan,
and a y-o-y decrease of 8%. A decline in the collection of contributions was mainly a result of past due collec-
tion of contributions for pension and disability insurance.

Table 4.1
Revenues of the Budget of Montenegro and state funds, January — March 2012

Plan Recorded Sharein Recorded Recorded in
Recorded .
January  January revenues  Share in relation January  relation to
¢ - March -March  January- in GDP tothePlan March January -
lpeeereile 2012 2012 March 2012 2011 March 2011
EUR EUR % % % EUR %
million million million
TAXES 151.41 11942 61.98 3.51 78.87 13941 85.66
Personal income tax 17.1 14.26 740 042 83.39 16.05 88.85
Corporate profit tax 46 539 2.80 0.16 11717 4.80 112.29
Property turnover tax 0.38 0.35 0.18 0.01 92.11 0.27 129.63
Value added tax 86.02 66.28 34.40 1.95 77.05 79.71 83.15
Excise Duties 32.08 24.73 12.84 0.73 77.09 28.63 86.38
Tax on international trade and 10.54 761 395 022 7220 9.05 84.09
transactions
Other republic taxes 0.69 0.80 042 0.02 115.94 0.90 88.89
Contributions 65.61 61.76 32.06 1.81 94.13 67.17 91.95
(Coral aviflems {9 P Em el 398 174 090 005 437 4140 420
disability insurance
Contributions for health insurance 2335 36.57 18.98 1.07 156.62 2266 161.39
i e S 193 2152 1117 063 1.11503 1.96 1097.96
insurance
Other contributions 053 1.93 1.00 0.06 364.15 1.15 167.83
DUTIES 512 261 135 0.08 50.98 343 76.09
FEES 2.83 237 1.23 0.07 83.75 4.08 58.09
OTHER REVENUES 6.98 537 2.79 0.16 76.93 402 133.58
Revenues from loan repayment 0.85 1.13 0.59 0.03 132.94 0.67 168.66
SOURCE REVENUES 232.80 192.66 71.28 5.66 82.76 218.78 88.06
Privatization revenues 2.50 0.39 0.14 0.01 15.60 1.15 3391
Donations 2.50 0.99 037 0.03 39.60 0.93 106.45
RN R el [ R 7295 59.82 213 176 82.00 048 12462,5
sources
Borrowings and loans from domestic
411 1644 6.08 048 400.00 8.00 205,5
sources
O YN O 11 SEIEEla )7 314.86 27030 100.00 7.94 85.85 229.34 117.86

MONTENEGRO AND STATE FUNDS

Source: Ministry of Finance



Graph 4.3
Budget spending in Q1 2012, in EUR million
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Total Budget expenditures in Q1 2012 amounted
to EUR 269.6 million or 7.9% of estimated GDP.
Compared to Q1 2011, budget spending was 1.8%
lower, and 19.3% lower in relation to the plan (Ta-
ble 4.2).

Consolidated Budget expenditures® amounted to
EUR 233.7 million, and made up 6.7% of the es-
timated GDP. Recorded expenditures for Q1 2012
were 25.2% lower than planned.

Current budget spending amounted to EUR 227.1
million or 6.7% of GDP, while the capital budget
amounted to EUR 6.7 million or 0.2% of GDP.

Current expenditures amounted to EUR 104.7 million or 35.8% less than planned in the reporting period.
Almost all expenditures, with the exception of expenditures for subsidies, were lower than planned, mainly
as a result of increased austerity of budget spending units, as well as activities unrealized due to the state of
emergency. Due to these circumstances, subsidies were 75.2% higher than planned, amounting to EUR 10.8

million.

In addition, significant 17% y-o-y increase in individual expenditures was recorded in the expenditures for
materials and services. To wit, the policy of budget drafting has changed, whereby consumer units, the ex-
penses of which were previously recorded within the transfers to public institutions item (which at the same
time recorded a significant decline), are now obliged to program their budget expenditures in detail upon

fixed items.

Observed by the budget expenditure structure (Table 4.2), about 25.2% of total budget expenditures for Q1
2012 referred to gross salaries, with as much as 48.5% referring to social welfare, while the expenditures for
materials and services accounted for 9.1% of budget spending. Capital budget accounted for a mere 2.8% of
spending which is indicative of an unfavourable and alarming structure of former budget spending.

Total budget expenditures were affected by debt repayments that were 49.3% higher than planned and
amounted to EUR 31.1 million, which is the y-o0-y increase of EUR 14.3 million.

In Q1 2012, the Budget of Montenegro recorded a deficit* of EUR 41.1 million or 1.2% of GDP.

 Total expenditures minus debt repayment

* Methodology for surplus/deficit calculation OGRM, 53/09



Table 4.2

Expenditures of the Budget of Montenegro and state funds, January — March 2012

Plan  Recorded Recorded Recorded in
. . Recorded .
January  January Sharein  Sharein Vs January  relation to
-March  -March expenditures GDP Ianr;ed -March  January -
DESE RTINS 2012 2012 P 2011 March 2011
EUR — EUR % % % EUR %
million million million
Current expenditures 163.19 104.7 4480 3.07 64.16 111.23 9413
Gross salaries and contributions paid 9434 5808 2594 173 62.52 7318 80.60
by the employer
Other personal income 2.74 1.54 0.66 0.05 56.20 335 45.97
Expenditures for material and 3597 2118 906 062 5888 1811 11695
services
Current maintenance 5.81 177 0.76 0.05 3046 3.62 48.90
Interests 14.38 7.95 340 023 5529 6.78 117.26
Rent 1.95 1.1 047 0.03 56.92 1.64 67.68
Subsidies 6.18 10.83 4.63 032 175.24 3.51 308.55
Other expenditures 1.82 1.34 0.57 0.04 73.63 1.04 128.85
Transfers for social welfare 120.58 113.26 4846 333 93.93 110.30 102.68
Transfers to institutions, individuals,
NGOs and public sector 8.00 4.24 1.81 012 53.00 18.09 2344
Capital budget 17.81 6.66 2.85 0.20 37.39 9.14 72.87
Borrowings and loans 0.64 045 0.19 0.01 7031 1.03 43.69
Reserves 214 441 1.89 0.13 206.07 267 165.17
CONSOLIDATED EXPENDITURES 312.36 233.72 86.68 6.86 74.82 25246 92.58
Repayment of debts to residents 4.60 13.74 5.10 040 298.70 447 307.38
Repayment of earlier debts 091 4.80 1.78 0.14 52747 537 89.39
Repayment of debts to non-residents 16.25 17.39 6.45 0.51 107.02 12.35 140.81
TOTAL EXPENDITURES 33412 269.65 100.00 7.92 80.70 274.65 98.18

Source: Ministry of Finance

Box 4.1 — VAT rates in EU countries

According to EUROSTAT, the average general VAT rate in the EU amounted to 19.2% 12 years ago, while
today it amounts to 21%, which is a mild increase in relation to last year's 20.7%. During the crisis
period, value added tax (VAT) increased in 18 EU Member States. VAT rates in the EU have been record-
ing high growth since 2008. In 2012, general VAT rates trended from 15% in Luxembourg and 17% in
Cyprus to 25% in Denmark and Sweden and 27% in Hungary.



Table 1
VAT Rates in the Member States of the European Union

EU countries Date of change Change in VAT rate
Czech Republic 1 January 2010 From 19% to 20%
Greece 15 March 2010 1 July 2010 From 19% to 21% to 23%
Spain 1 July 2010 From 16% to 18%
Ireland 1 January 2012 From 21% to 23%

Italy 17 September 2011 From 20% to 21%

Latvia 1 January 2011 From 21% to 22%
Hungary 1 January 2012 From 25% to 27%

Poland 1 January 2011 From 22% to 23%
Portugal 1 July 2010 1 January 2011 From 20% to 21% to 23%
Romania 1 July 2010 From 19% to 24%
Slovakia 1 January 2011 From 19% to 20%

Finland 1 July 2010 From 22% to 23%

Great Britain 1 January 2010 4 January 2011 From 15% to 17.5% to 20%

Source: European Commission “VAT Rates applied in the Member States of the European Union”, January 2012

4.3, Local Governments

Pursuant to the Law on Local Self-Government Financing, municipalities are obliged to submit their quar-
terly reports on planned and recorded revenues, planned and executed expenditures and budget leverage to
the Ministry of Finance, no later than 30 days following every quarter-end. Considering that municipalities
failed to submit their reports for Q1 2012, the Ministry of Finance carried out the estimate of revenue and
expenditures execution for the Q1 2012 based on reports on the budget execution and municipalities’ plans
for 2012 budget.

Estimated local government expenditures for Q1 2012 amounted to EUR 17.1 million or 0.5% of GDP, which
is the y-0-y decrease of 17.5%.

Spending was financed from taxes in the amount of EUR 11.3 million, duties in the amount EUR 0.8 million,
fees in the amount EUR 6.1 million and other current revenues in the amount of EUR 2.2 million. Estimated
total local government revenues for Q1 2012 amounted to EUR 20.5 million, or 0.6% of GDP which is a y-o-y
decrease of 17.3%.

Local government surplus for Q1 2012 was estimated in the amount of EUR 3.4 million or 0.1% of GDP (Table
43).



Table 4.3

Source revenues and expenditures of local governments, January-March 2012

Recorded Recorded RrZT:tri(;idth
Type of revenue January - March Share in GDP  January - March D Bl
2012.god 2011 2011
EUR million % EUR million %

SOURCE REVENUES 20.49 0.60 24.77 82.72
Taxes 11.31 0.33 14.51 77.95
Duties 0.85 0.02 1.03 8252
Fees 6.15 0.18 6.75 91.11
Other Revenues 2.18 0.06 248 87.90
EXPENDITURES 17.15 0.50 20.79 82.49
CURRENT CONSUMPTION 11.87 0.35 14.65 81.02
Current expenditures 7.27 0.21 9.32 78.00
eGr:)slsosya:ries and contributions paid by the 268 008 358 7486
Other personal income 1.74 0.05 233 74.68
Expenditures for material and services 147 0.04 1.84 79.89
Current maintenance 043 0.01 0.50 86.00
Interests 0.36 0.01 042 85.71
Rent 0.02 0.00 0.02 100.00
Subsidies 0.21 0.01 0.21 100.00
Other expenditures 0.36 0.01 042 85.71
Transfers for social welfare 0.10 0.00 0.11 90.91
'IF;r:kl;\I?Zeercttooirnstitutions, individuals, NGO and 353 010 an 85.89
Capital expenditures 528 0.16 6.14 85.99
Borrowings and loans 051 0.01 0.61 83.61
Reserves 0.46 0.01 0.50 92.00
DEFICIT/SURPLUS 3.45 0.10 4.14 83.33
Transfers from the Budget of Montenegro 0.12 0.00 0.16 75.00
Privatization revenues 2.00 0.06 1.58 126.58
Donations 0.80 0.02 091 87.91
Utilisation of local self-government deposits -2.00 -0.06 0.09
Borrowings and loans from domestic sources 4.00 0.12 5.09 78.59
Debt repayment 825 0.24 11.81 69.86

Source: Ministry of Finance

4.4, State funds

According to the Pension and Disability Insurance Fund of Montenegro™ data, in QI 2012, total revenues
amounted to EUR 91 million or 2.4% more than in the same period of 2011. The share of contributions, which
are the main source of the Pension and Disability Insurance Fund’s financing, in total revenues amounted
to 43%. This category of revenues was 5.6% lower compared to Q1 2011. At the same time, transfers from

1 Source: Pension and Disability Fund (preliminary data)



the budget, which account for 56.1% of total revenues, recorded an 8.9% increase relative to the comparative
period of 2011.

Total expenditures of the Pension and Disability Insurance Fund of Montenegro amounted to EUR 91 mil-
lion, which is a 2.4% y-o-y increase, yet 4.7% below the plan. Expenditure for pensions, accounting for 99.2%
of total expenditures, was the most significant expenditure item, while administrative expenses accounted
for 0.8% of expenditures. Expenditures for pensions increased 2.4% relative to Q1 2011.

Comparing the recorded revenues and expenditures, the Pension and Disability Insurance Fund ran a bal-
anced budget.

According to Health Insurance Fund of Montenegro data, in Q1 2012, total revenues amounted to EUR 21.1
million or 32% less than in the same period of 2011.

Total expenditures of the Health Insurance Fund amounted to EUR 21.1 million; therefore the Fund ran a
balanced budget in QI 2012. The main share in total expenditures referred to expenditures based on regular
activities (transfers to institutions, individuals, non-governmental and public sectors in the amount of EUR
17.8 million and transfers for social welfare in the amount of EUR 2.7 million), while the remaining funds
were spent for the operations of the Fund.

In Q1 2012, according to the Employment Agency of Montenegro data, total revenues were recorded in the
amount of EUR 6.6 million, exceeding the plan by 14.3%. In relation to QI 2011, total revenues increased
2.9%.

Expenditures of the Agency amounted to EUR 3.5 million, 38.6% less compared to Q1 2011 and 40% below
the plan. In total expenditures, 18.8% referred to current expenditures, while 59.4% referred to social welfare
transfers, 19.6% were transfers to individuals, institutions and public sector and 2.2% were capital expendi-
tures, borrowings and loans granted.

Comparing revenues and expenditures recorded in Q1 2012, the Agency operated with a surplus in the
amount of EUR 3.1 million. Outstanding liabilities of the Agency amounted to EUR 4.5 million.

According to the Investment and Development Fund of Montenegro data, total revenues amounted to EUR
0.6 million in Q1 2012 or 41.3% less than in Q1 2011. Total expenditures of the Fund amounted to EUR 0.4
million being almost two times higher in relation to Q1 2010.

Outstanding liabilities of the Fund amounted to EUR 0.7 million as at 31 March 2012.

Comparing revenues and expenditures recorded in Q1 2012, the Fund operated with a surplus in the amount
of EUR 0.2 million.

The Labour Fund, being a typical budget beneficiary financed from municipal and earmarked revenues,
recorded revenues in the amount of EUR 1.4 million and the equal amount of total expenditures in Q1 2012,
which is slightly below the plan. Expenditures for social welfare transters, i.e. funds for redundancies in the
amount of EUR 1.38 million represented the most important expenditure item.



Outstanding liabilities of the Fund amounted to EUR 2.1 million as at 31 March 2012.

In Q1 2012, the Restitution Fund recorded total revenues in the amount of EUR 22.8 thousand, which is 9.4%
more in relation to Q1 2011.

Total expenditures of the Fund amounted to EUR 20.6 thousand and they were 1.5% lower in relation to Q1
2011.

Outstanding liabilities of the Fund amounted to EUR 2.3 thousand as at 31 March 2012.

Box 4.2 — Measures of crisis adjustment in Serbia, Croatia and Hungary

In response to the global crisis, as of 2009, the majority of countries introduced numerous measures
aimed at reinforcement of their fiscal positions and, at the same time, the preservation of domestic
aggregate demand and economic growth.

Serbia adopted a package of measures for the prevention and mitigation of effects of the global crisis.

« A stand-by arrangement worth EUR 2.9 billion was ratified at end-March 2009.

« The Vienna Agreement was ratified.

+ The level of secured deposits increased from EUR 3.000 to EUR 50.000 for natural persons, en-
trepreneurs and small and medium enterprises, securing the stability of savings and prevent-
ing further bank runs.

« During 2009, foreign currency savings interest income tax of 20% was suspended in all com-
mercial banks, which was aimed at stimulating saving in order to provide cash to finance the
economy.

+ Reform of public finances was carried out — 97 laws were adopted.

« Reference interest rate decreased (from 17.5% at end-2009 to 9.5% in May 2012).

+ Reform of the pension system —old-age pensions criteria were changed and a decision was
rendered to increase the age limit for enforcement of old-age pension rights (by 4 months
every year, until 2023).

As of March 2012, Croatia increased its VAT rate from 23% to 25% and reduced the contribution rate
2%. Depending on the amount of monthly income, personal income tax rate amounts to 12%, 25%
and 40%.

As of March 2012, with VAT of 25%, Croatia became the second in Europe, sharing this position with
Scandinavian countries. As of 1 January 2013, the government shall lower VAT rate on non-alcoholic
beverages, beer and vine in catering companies to 10%. As of 1 March 2012, the Profit Tax Act became
effective, prescribing that dividends over HRK 12,000 (EUR 1,585) are to be assessed, and the Income
Tax Act pursuant to which the exempt portion of a salary increases to HRK 2,200 (EUR 290) and of pen-
sion to HRK 3,400 (EUR 449).

The property tax in Croatia includes only tax on passenger motor vehicles, tax on vessels and tax on
vacation houses. Therefore, the Croatian Government intends to initiate a discussion on the proposal
of property tax act.

Hungary took measures through which significant budget savings were achieved. A reform of the
pension system was executed through several steps:



+ Abolishment of the 13th pension.

« Change in the methods of pension indexation (abandonment of the so-called Swiss model of
pension indexation and the adoption of the model of indexation in accordance with the infla-
tion).

+ Freezing of minimum pensions.

+ Delaying the pension adjustment from 2009 to 2010.

+ Abolishment of the second portion of the 13th pension in 2009.

+ The abolishment of the pension adjustment from 2010.

- Shifting the age limit for old-age pension from 62 to 65 years.

. Limitation of disability pensions.

Other reforms:

« Abolishment of the 13th salary in public sector.

- Freezing of nominal salaries in the public sector.

+ Abolishment and limitation of subsidies for households.

- Decrease in the subsidies to agriculture.

« Decrease of 2/3 in the gas and heating subsidies.

« Decrease in medication subsidies.

- Decrease of 25% in home building subsidies.

- Freezing the resources in ministries.

« Freezing family allowances.

+ Abolishment of the decision on the increase of the family allowance from September 2009.
+ Lowering the limit for family allowance (from 23 to 20 years).
- Decrease in local governments subsidies.

- Decrease in the allocations for off-periods from 70% to 60%.
« Increase of VAT to 27%.
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According to the Ministry of Finance data, Mon-
tenegros public debt amounted to EUR 1,534.8
million at end-March 2012 or 45.1% of estimated
GDP for 2012. In Q1 2012, public debt continued
trending up and in relation to end-2011 it in-
creased by EUR 51.3 million or 3.5%.

Table 5.1
Structure of public debt, in EUR million

1.534.8
Total public debt

45.1% OF GDP

. 426.5
Domestic debt
12.5% OF GDP
1,108.3
External debt
32.5% OF GDP

Source: Ministry of Finance

State guarantees were EUR 388.7 million or 11.4%
of GDP, i.e. 25.3% of the public debt. With the in-
clusion of guarantees, the Montenegrin public
debt would amount to 56.5% of GDP, which is
very close to the Maastricht criterion and strongly
suggests that the public debt growth trend must
be stopped.

The public debt amounted to 137.2% of total re-
corded budget revenues™ in 2011.

The currency structure of the public debt is fa-
vourable. The entire domestic debt is in euros, as

PublicDebt HEENI
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is the major portion of the external debt (around 89.4%), whereas a part of the obligations toward the Paris
Club, as well as the obligations for IDA loans and the debt to EUROFIMA are in other currencies.

Interest structure of the public debt is also favourable. Of total amount of the public debt, 72.5% is at a fixed
interest rate, while the remaining 27.5% is at variable interest rate.

3 Excluding revenues from privatisation, loans and donations
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The Ministry of Finance’s deposits amounted to EUR 67.9 million as at 31 March 2012, including 38477
ounces of gold.

5.1. Domestic debt

Domestic debt continued trending up in 2012 and at end-March it was EUR 6.7 million (1.6%) higher in rela-
tion to end-2011. The growth of domestic debt was a result of an increase in a debt for commercial loans EUR
8.7 million, a debt of local governments of EUR 3.7 million, and a debt based on T-bills of EUR 0.7 million.
Liabilities based on loans with non-financial institutions recorded a decrease of EUR 6.4 million. Other public
debt categories remained unchanged.

Table 5.2
Domestic public debt structure as at 31 March 2012

Shareinthe  Sharein domestic Share in public

Creditor Debtstatus  ogtjmated GDP debt debt
EUR million
%
FFCD 89.0 2.6% 20.9% 6.1%
Local governments’ debt 87.5 2.6% 20.5% 6.0%
Liabilities arising from restitution 773 2.3% 18.1% 5.3%
Loans with commercial banks 63.1 1.9% 14.8% 4.3%
Loans with non-financial institutions 425 1.2% 10.0% 2.9%
Accrued pensions* 1.8 0.1% 0.4% 0.1%
T-bills 65.3 1.9% 15.3% 4.5%
TOTAL 426.5 12.5% 100.0% 29.2%

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

Graph 5.3
Structure of domestic debt, in EUR million

In the public debt structure, the highest share

4 = Unpaid pensions = Loans with commercial banks ) was of debt for frozen foreign currency deposits
Obligations from restitution Debt of local self-governments 0 )
0ld frozen foreign currency deposits = Loans with non-financial institutions (FECD), 209%, followed by local governments
Treasury bills debt of 20.5%, liabilities arising from restitution

450 18.1%, and debt arising from T-bills of 15.3% (Ta-

400 e 646 65,3 ble 5.2, Graph 5.3).

B 6 ’ 8y 05

300{ | 46 01 231 990

10| g0 ’ %94 890 , Total liabilities arising from restitution amount-

200 ’ 992 25 875 ed to some EUR 77.3 million, the same as at end-

1501 (462 46 795 ' 2011, because there were no compensations in Q1
OJ EY g ! 8 _—— ST

) o VO ‘ 10 Consolidated local governments’ debt amounte
Y 2011 200 ) toEUR 116.6 million and it included:




- 'The external debt based on contracts signed by the Government of Montenegro with foreign creditors
and sub-loan agreements concluded with municipalities, the total amount being EUR 29.1 million

(the amount of drawn funds);

« Domestic debt of local self governments to banks in the amount of EUR 87.5 million.

Debt arising from T-bills amounted to EUR 65.3 million and it is a result of T-bills issued through eight auc-

tions carried out over 2011 and in Q1 2012.

5.2. External debt

The external debt amounted to EUR 1,108.3 million or 32.5% of GDP. Relative to end-2011, the external debt

increased EUR 44.6 million or 4.2%.

Table 5.3
Structure of external debt, as at 31 March 2012

Debt External debt Share in Share in
Creditor status GDP external debt public debt
EUR million %

International Bank for Reconstruction and
Development (IBRD) 2337 6.9 21.1 15.2
International Financial Corporation (IFC) 34 0.1 03 0.2
Member countries of the Paris Club of creditors 106.6 3.1 96 6.9
International Development Association (IDA) 63.5 19 5.7 4.1
European Investment Bank (EIB)' 75.2 22 6.8 49
EBRD 22.7 0.7 20 1.5
Council of Europe Development Bank 10.0 03 09 0.7
European Union 55 0.2 0.5 04
Kreditanstalt fiir Wiederaufbau — Germany (KFW)? 116 03 1.0 08
Hungarian loan 12.6 04 1.1 08
Polish loan 104 03 09 0.7
Societe Generale - Education IT 0.3 0.0 00 0.0
French loan- Natixis? 8.5 0.2 0.8 06
EUROFIMA - Railways of Montenegro debt 249 0.7 2.2 1.6
Czech EXIM - Railways of Montenegro debt 300 0.9 2.7 20
Steiermarkische Bank und Sparkassen AG* 19.8 0.6 1.8 1.3
Erste Bank 18.8 06 1.7 1.2
Credit Suisse Bank 522 1.5 4.7 34
Exim Bank Hungary 35 0.1 03 0.2
Loan from Spain for the construction of landfill 49 0.1 05 03
Loan from Austria 10.1 0.3 09 0.7
EUROBOND 380.0 11.2 343 24.8
TOTAL 1,108.3 325 100.0 72.2

' EIB loans amounting EUR 47 million in total servicing state enterprises (Monteput, Airports of Montenegro and EPCG)
are not calculated in external debt, but are treated as guarantees.
2 Loans from KfW for the needs of water supplies are used by municipalities, but they are considered a part of external

debt.
3 Merchandise loan - EPCG

* Loan for financing the acquirement of fire engines for the Ministry of Interior

Source: Ministry of Finance



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

« 'The signing of new credit arrangement with the World Bank in the amount of EUR 59.1 million
(First Financial Sector Development Policy Loan IBRD-DPL),
- And other loans with the EBRD, IDA, KfW, Government of Spain and Exim bank in the total

amount of EUR 3.6 million.

On the other hand, the Ministry of Finance data show that the external debt decreased due to regular princi-
pal repayment in the amount of about EUR 174 million.

Graph 5.4

External debt, 2007 - Q1 2012, EUR million
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The external debt does not cover out-
standing debt liabilities to Libya, Ku-
wait, the Czech Republic, Slovakia
and UBS Bank on the basis of bonds
issued within the London Club (API
bonds). The debt to the governments
of these four countries was assigned
to Montenegro based on the distri-
bution of non-allocated debt and it is
resolved based on the Agreement on
Succession Issues™. As for the API
bonds, the Government of Montene-
gro and representatives of UBS Bank
signed an agreement on 29 August
2011 which defines the amount of
debt and repayment methods, thus
resolving one of the remaining debtor

issues. Debt to UBS Bank shall be repaid in two tranches. The first tranche was paid, while the remaining

tranche will be paid in QI 2012.

The previous analysis of the external debt involved the amounts of assets withdrawn per individual credit
lines. It should be noted that there are certain granted credit line funds which have not been drawn yet. The
total amount of available, undrawn assets amounts to EUR 170.9 million (Table 5.4).

# Allocation of non-allocated debt (5.88” of 38% for Serbia and Montenegro) Pursuant to the Agreement on Succession Issues
from Vienna from 29 June 2001, it is resolved with harmonized views within the Committee for the Division of Financial As-

sets and Liabilities of the former SFRY.



Table 5.4
External debt and the amount of undrawn funds, million EUR

Creditor Debt status Undrawn funds
International Bank for Reconstruction and Development (IBRD) 233.7 390
International Financial Corporation (IFC) 34
Member countries of the Paris club of creditors 106.6
International Development Association (IDA) 63.5 35
European Investment Bank (EIB) 752 455
European Bank for Reconstruction and Development (EBRD) 22.7 9.8
Council of Europe Development Bank 10.0 15.0
European Union 55
Kreditanstalt fir Wiederaufbau — Germany (KFW) 11.6 58.1
Hungarian loan 126
Polish loan 104
Societe Generale - Education IT 03
French loan- Natixis 8.5
EUROFIMA - Railways of Montenegro debt 249
Czech EXIM - Railways of Montenegro debt 300
Steiermarkische Bank und Sparkassen AG 19.8
Erste Bank 18.8
Credit Suisse Bank 522
Exim Bank Hungary 35
Loan from Spain for the construction of landfill 49
Loan from Austria 10.1
EUROBOND 380.0
TOTAL 1,108.3 170.9
Source: Ministry of Finance
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Graph 5.7
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of GDP. In addition to the already sig-
nificant amount of issued guarantees
in the previous period, the amount of
guarantees continues to trend up in
Q1 2012. This amount is still accept-
able; however, its upward trend in the
past few years is unsettling. It should
be noted that the above amount of
foreign guarantees refers to drawn
credit funds. Considering the total
underwritten amount, foreign guar-
antees reached the amount of EUR
519.0 million.

At end-March 2012, total domestic
guarantees amounted to EUR 31.8
million. Domestic debt with the guar-
antees amounted to 13.5% of GDP.

As the CBCG repeatedly stresses in
its reports (even before certain guar-
antees were called), prudence and
caution are necessary in the upcom-
ing period with regard to issuing
guarantees because they represent a
potential public debt.



5.4. Debt repayment

In the first three months of 2012,
debt repayment amounted to EUR
434 million or 1.3% of estimated
GDP for 2012. The debt repayment
(principal) was financed through for-
eign and domestic borrowings, dona-
tions, privatisation revenues and state
deposits.

PublicDebt HEENI

Graph 5.8
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5.5. Projection and sustainability of public debt

Inline with the projected GDP trends in the following period, a mild growth of overall public debt is expected,
primarily due to growing external debt. In addition, the necessity of further borrowing is expected in the
years of the maturity of issued Eurobonds because the regular revenues shall not cover their total amount.

Table 5.5

Projected amount and structure of public debt of Montenegro, 2012-2015

2012 2013 2014 2015
GDP in EUR million 3405 3.542 3.758 4.006
External debt in EUR million 1,306.5 14410 1,533.1 1,578.1
External debt (% of GDP) 384 40.7 40.8 394
Domestic debt in EUR million 399.0 353.1 3206 285.5
Domestic debt (% of GDP) 1.7 10.0 85 7.1
Public debt in EUR million 1,705.50 1,794.1 1,853.7 1,8763.6
Public debt (% of GDP) 50.1 50.7 493 46.5

Source: Ministry of Finance

The analysis of debt sustainability shows that the public debt is sustainable, however the pace of its growth
as well as the cost of its financing are alarming. Even though the public debt remains within the limits of
the Maastricht Criteria, any divergence from the projections of the public debt trend should not be allowed
because that would give rise to concerns about its amount. The fact that the public debt has been regularly
serviced is positive, while the growing possibility of certain guarantees to be called is rather worrying.
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Basic characteristics of the balance of payments trends in QI 2012 are the increase of the current account
deficit due to the increase of foreign trade imbalance, the continuance of the trend of the growth of revenues
from services and the inflow of current transfers to Montenegro, decrease of FDI inflow and lower private
sector’s and banks’ borrowings, with the simultaneous increase in the public debt.

As a result of the increase in the foreign trade deficit, as per preliminary data, the current account deficit
recorded a 15.9% y-o-y increase in Q1 2012, reaching the amount of EUR 216.7 million. The deterioration
of current account balance was a result of the decrease in export and the increase in import, leading to the
foreign trade deficit in the amount of EUR 278 million** or 21% more than in Q1 2011. Low competitiveness
of domestic producers, a high import of electricity, oil and il products remain a problem, and combined with
the growth of prices of energy-generating products in the global market, affect a further deepening of foreign
trade imbalance. The degree of imports/exports coverage in the observed period amounted to 24.3%, which is
a decrease of 9.2 percentage points compared to Q1 2011. The coverage of foreign trade deficit with surpluses
recorded at other current account sub-accounts amounted to 22%, recording a y-o-y increase of 3.5 percent-
age points.

The volume of invisible trade in Q1 2012 amounted to EUR 156 million recording a y-o-y increase of 22.9%.
The increase in the volume of visible trade was affected mostly by the developments in the travel-tourism and
transport sub-accounts. The fact that arrivals and overnights of foreign tourists trended up in Q1 is encourag-
ing, and it can be expected that Montenegro will also record significant revenues from tourism in 2012. In
the observed period, the services account surplus amounted to EUR 8.8 million while in the same period of
2011 this account recorded a deficit of EUR 4.5 million.

Positive results were recorded in the factor income and current transfers  accounts which recorded a surplus
of EUR 52.5 million, or 11.2% increase relative to Q1 2011. Surplus recorded in these two sub-accounts sig-
nificantly contributes to the mitigation of the foreign trade deficit.

Net FDI inflow in Q1 2012 amounted to EUR 54 million or 53.5% less than in Q1 2011. The downward trend
of FDI characteristic in the last two years points to the need for taking certain measures aimed at the im-
provement of the investment climate, in order to increase the FDI inflow, because the decrease of the inflow
of capital limits the space for the increase of economic growth.

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



In Q1 2012, the portfolio investments account recorded net outflow in the amount of EUR 2.7 million, while
the other investments account recorded net inflow of EUR 76.6 million. In the reporting period the state sec-
tor recorded an increase in borrowing, while banks and the private sector borrowed less compared to Q1 2011.

Table 6.1
Balance of Payments of Montenegro, EUR thousand

Q12011 Q12012 Change in %
A. CURRENT ACCOUNT -186,935 -216,720 15,9
GOODS -229,573 -277,993 21,1
1. Export f.o.b. 115,682 89,156 -229
2. Import f.o.b. 345,255 367,150 6,3
SERVICES -4,541 8,792
1. Revenues 61,253 82,439 346
2. Expenditures 65,794 73,647 11,9
INCOME 21,523 21,139 -1.8
1. Revenues 46,032 47,205 2,5
2. Expenditures 24,509 26,067 6,4
CURRENT TRANSFERS 25,656 31,342 22,2
1. Transfers to Montenegro 33,858 40,916 20,8
2. Transfers from Montenegro 8,203 9,573 16,7
B. CAPITAL AND FINANCIAL ACCOUNTS 157,762 142,876 -9,4
1. CAPITAL ACCOUNT -236 950
2. FINANCIAL ACCOUNT 157,997 141,926 -10,2
1. Direct investments-net 116,106 53,954 -53,5
1.1. Abroad 2,436 -18,311
1.2.To Montenegro 113,671 72,264 -36,4
2. Portfolio investments-net 14,079 -2,691
2.1. Assets -3,206 -766 -76,1
2.2. Liabilities 17,286 -1,925
3. Other investments-net -79,635 76,591
3.1. Assets -49,199 39,736
3.2. Liabilities -30,436 36,854
4. Change of CBCG reserves 107,447 14,072 -86,9
C. NET ERRORS AND OMISSIONS (-A-B) 29,174 73,844

Source: CBCG

6.1. The current account

The current account trends in Q1 2012 were influenced mostly by developments in the goods account which
recorded a growth in the foreign trade deficit of 21%. The trend of the decrease in visible exports and the
increase in visible imports negatively affected the balance of visible trade. Unlike the previous year, when
considerable increase in visible export was recorded, in Q1 2012 export recorded a significant 23% decrease.
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Table 6.2
Current account, in thousand EUR

Change
Q12007 Q12008 Q12009 Q12010 Q12011 Q12012 in %
2012/2011
A.CURRENT ACCOUNT (1+2+3+4)  -227,048 -413,347 -254,768 -240,332 -186,935 -216,720 15.9
1.GOODS -244,846 -427,087 -268252 -244,885 -229,573 -277,993 211
1.1. Export f.o.b. 116220 98976 76,509 60,339 115682 89,156 -22.9
1.2. Import f.0.b. 361,066 526,063 344,761 305224 345255 367,150 6.3
2. SERVICES 4,144 -18375 -16516 -23808  -4541 8792
2.1. Revenues 48944 62648 55170 50475 61253 82439 346
2.2. Expenditures 53088 81,023 71686 74282 65794 73647 119
3.INCOME 8608 20517 14186 4955 21523 21,139 -18
3.1. Revenues 22953 38150 40917 38431 46032 47205 25
3.2. Expenditures 14345 17633 26731 33476 24509 26,067 6.4
4. CURRENT TRANSFERS 13335 11,597 15815 23406 25656 31,342 222
4.1. Transfers to Montenegro 23,281 21,911 26402 30384 33858 40916 208
4.2. Transfers from Montenegro 9,946 10,314 10,587 6,978 8,203 9,573 16.7
Source: CBCG
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6.1.1. Visible trade®

In Q1 2012, according to preliminary Monstat data, visible export decreased while visible import recorded a
slight increase, which resulted in the growth of the foreign trade deficit. The foreign trade deficit amounted

% Methodological remarks: Data on foreign trade and balance of payment of Montenegro are shown according to the special
trading system. The CBCG performs adjustments of data furnished by Monstat for the purposes of compiling the balance of
payments in line with the IMF methodology (Balance of Payments Manual, Fifth edition, IMF, 1993). Import and export data
are shown in line with fob.
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Graph 6.3
Coverage of imports by exports in period 2005- March 2012, %
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to EUR 291.6 million recording an increase of
EUR 49.8 million compared to the same period of
2011. Total visible trade amounted to EUR 460.9
million or 0.7% less compared to Q1 2011.

Total visible export in the observed period
amounted to EUR 84.7 million, while the goods
were imported in the amount of EUR 376.3 mil-
lion. Low-processed products and labour inten-
sive products accounted for the major share of
exports, while consumer goods accounted for the
main share of imports. The coverage of imports
by exports in Q1 2012 was 9 percentage points
lower compared to Q1 2011.

After the growth recorded in 2010 and 2011, the
visible export declined significantly in Q1 2012.
The decline in the visible export was generally
affected by a decrease in the volume of domestic
exporters’ output as well as a 6.8% decline®® in
the export prices in the observed period. The de-
cline in exports was mainly due to the export of
aluminium and aluminium products. Significant
growths in exports both in 2010 and 2011 were
also generated through an increase in the export
of aluminium.

As per the SITCY classification, the export struc-
ture was dominated by products classified by
materials in the amount of EUR 46.7 million or
18.1% less compared to 2011. This sector’s prod-
ucts export accounted for 55.2% of total export
and its main share referred to the export of alu-
minium and iron and steel. Export of aluminium
(raw aluminium) in the observed period amount-
ed to EUR 38.6 million which is a decrease of
27.7%. Export of iron and steel amounted to EUR
6.2 million which is an increase in relation to Q1
2011 when it amounted to only EUR 2.1 million.

% Source: Producer price indices in Montenegro, March 2012, Monstat

% Standard International Trade Classification



Table 6.3

Visible export structure in the period January - March 2012, in thousand EUR

Sector January - January—-  Change  Share
March 2011 March 2012 in % in %
0 Food and live animals 3,5523 36523 2.8 43
1 Beverages and tobacco 3,243.8 2,8893 -109 34
2 Raw materials, except fuels 14,591.5 95187 -348 11.2
3 Mineral fuels and lubricants 24,292.8 124124 -48.9 14.7
4 Animal and vegetable oils and fats 91.0 3525 2875 04
5 Chemical products 2,0226 2,907.7 43.8 34
6 Products classified by materials 57,081.2 46,724.2 -18.1 55.2
7 Machines and transport vehicles 4,7954 4,717.5 -16 56
8 Various final products 1,535,1 1,468.8 -43 17
9 Products and transactions, otherwise not mentioned 0.0 212 0.0
TOTAL: 111,205.6 84,664.7 -23.9 100.0
Source: Monstat
The export of mineral fuels and lubricants (sec- ~ Graph 6.4

tor 3) amounted to EUR 12.4 million, or 48.9%
less compared to Q1 2011. The significant decline
in this sector’s export was mostly due to electric-
ity. Compared to Q1 2011, the export of electricity
recorded a decline of 49.5% or EUR 10.4 million.
After the products classified by materials and
mineral fuels and lubricants, the highest export
was recorded in sector 2 - raw materials except
fuels in the amount of EUR 9.5 million (34.8% de-
cline). Observed by sectors, the decline of export
was mostly a result of a EUR 11.9 million decline
in the export of mineral fuels and lubricants and
the decline of EUR 10.4 million in the export of
products classified by materials.

As per preliminary Monstat data, , the visible im-
port increased 6.6% y-o-y in QI 2012, mostly due
to the increase in the import of electricity and oil
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and oil derivatives. Consumer goods accounted for the main share of imports. In the period January- March
2012 the prices of imported products increased 2.4% affecting an increase in the value of imports. The open-
ness of Montenegro's economy and its dependence on import leave a vast space for the influence of external
factors on the country’s imports with possible inflation pressures on the economy.

According to SITC classification, the highest share of Montenegro’s import refers to mineral fuels and lubri-
cants category (sector 3) which amounted to EUR 86.6 million (23% of total import), i.e. 45.6% more com-
pared to 2011. Import of oil and oil derivatives accounted for the main share of import within this sector and



it amounted to EUR 44.8 million which is an increase of 16.3%. Import of electricity amounted to EUR 39
million, which is a significant increase in comparison to Q1 2011 when it amounted to EUR 18.1 million. The
increase of the import of electricity was mostly a result of bad weather conditions which induced an increase
in consumption as well as the growth of prices in the global market. The import of food and live animals
(sector 0) amounted to EUR 72.3 million, which is about the same as in 2011. The import of meat and meat
products in the amount of EUR 18.1 million accounted for the main share of imports within this sector, fol-
lowed by the import of coffee, tea, cocoa and spices in the amount of EUR 10.8 million (15.3% increase). The
import of machines and transport vehicles amounted to EUR 62.8 million recording a decrease of 3.9%. The
import of road vehicles in the amount of EUR 24.7 million (24.7% increase) accounted for the main share of
imports within this sector.

The growth of the visible import in the observed period was mostly due to an increase in the import of min-
eral fuels and lubricants, which recorded an increase in imports of EUR 27.1 million or 45.6%. The highest
increase within this sector was recorded in the import of electricity (EUR 20.9 million) as well as oil and oil
derivatives (EUR 6.3 million).

Table 6.4
Visible import structure in the period January - March 2012, in thousand EUR

January -

Sector Mach o k.
2011

0 Food and live animals 71,936.5 72,2759 0.5 19.2
1 Beverages and tobacco 8,717.0 9,928.0 139 26
2 Raw materials, except fuels 18,435.0 15,948.0 -13.5 42
3 Mineral fuels and lubricants 59,510.2 86,642.1 456 230
4 Animal and vegetable oils and fats 3,247.2 2,7919 -14.0 0.7
5 Chemical products 354127 33,3903 -5.7 89
6 Products classified by materials 48,185.1 47,5259 -14 12.6
7 Machines and transport vehicles 65,351.2 62,816.9 -39 16.7
8 Various final products 42,183.6 44,9542 6.6 11.9
9 Products and transactions, otherwise not mentioned 0.0 0.0 0.0

TOTAL: 352,978,4 376,273.1 6.6 100.0

Source: Monstat

A sizeable foreign trade deficit and a high dependency on imports are the acute problem of Montenegro’s
economy. The goods account imbalance is the main generator imbalance in the balance of payments and an
indicator of Montenegro's low competitiveness. For the purpose of improvement of the competitiveness and
strengthening the foreign trade position it is necessary to change the export structure and decrease the de-
pendence on imports. Montenegro's export is dominated by labour and resource intensive products at signifi-
cantly lower levels of processing, with a small share of technologically intensive products. Exports are largely
based on technologically intensive products and innovations would advance country’s economic prospects
exactly because of large additional value which is recorded at their sale. However, significant improvements in
the export structure cannot be expected in the short-term, because this would require time as well as consid-
erable investments. The key assumption for the improvement of competitiveness and stimulation of exports



lies in the modernisation of equipment and manufacturing process and in the attraction of FDI in export
production. Structural change is also needed directed towards increased import of equipment, machines and
technologically more advanced products and a decreased import of consumer goods. The best solution for the
major part of imported consumer goods would be their substitution.

Traditionally, the main share of Montenegro’s recorded visible trade referred to the CEFTA and EU countries.
In Q1 2012, the largest amount of goods was exported to the CEFTA countries, amounting to EUR 55.1 mil-
lion, making 65.1% of total export. Export to EU countries amounted to EUR 24.7 million, making 29.2% of
export. Most goods were exported to Croatia (EUR 25.3 million), Serbia (EUR 19.1 million), and Bosnia and
Herzegovina (EUR 6.1 million).

Observed by groups of countries, the highest import was recorded from the CEFTA countries (EUR 159.5
million or 42.4% of total import). Goods imported from the EU countries amounted to EUR 149.9 million or
39.8% of total imports. Observed by the country, most goods were imported from Serbia (EUR 106.4 million),
Greece (EUR 32.7 million) and Bosnia and Herzegovina (EUR 24.7 million).

Table 6.5
Structure of visible export and import in the period January-March 2011-2012, thousand EUR

Export Import Balance
January - January - January - January - January - January -
March 2011 March 2012  March 2011 March 2012 March 2011  March 2012
EU (27) 69,747 24,725 141,777 149,920 -72,030 -125,195
Greece 25,134 2,058 29,085 32,670 -3,950 -30,613
Germany 780 4,593 23,100 22,419 -22,320 -17,826
Italy 16,151 2,629 19,829 22,041 -3,677 -19,412
Slovenia 6,204 5173 14,370 15,422 -8,166 -10,249
The Netherlands 783 998 7,944 8,075 -7,160 -7,077
Romania 7 2,122 7,794 6,359 -7,788 -4,237
Great Britain 830 1,485 1,603 6,422 =773 -4,937
CEFTA 34,800 55,086 151,751 159,494 -116,951 -104,407
Albania 3,578 1,003 2,062 2,368 1,516 -1,365
z‘;i'z’;ic:ia 4181 6,124 28,388 24,723 24207 18,599
Croatia 549 25313 15,600 20,608 -15,051 4,704
Moldova 0 0 46 31 -46 -31
Serbia 23,499 19,054 100,428 106,440 -76,929 -87,386
Macedonia 151 300 4,774 4,752 -4,623 -4,452
Kosovo 2,842 3,293 452 570 2,389 2,722
EFTA 1,843 1,092 3,794 7,498 -1,952 -6,406
Other 4,816 3,762 55,656 59,362 -50,840 -55,600
Brazil 0 0 5,594 6,057 -5,594 -6,057
China 1 115 22411 21,773 -22,409 -21,658
Japan 212 246 4,714 3,452 -4,502 -3,205
Russia 530 644 637 3,289 -107 -2,645
USA 110 100 3,058 2,532 -2,948 -2/431
TOTAL: 111,206 84,665 352,978 376,273 -241,773 -291,608

Source: Monstat
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Graph 6.5
Montenegro's export structure by economic grouping
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Graph 6.6
Montenegro’s import structure by economic grouping
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A decrease in the share of exports
to EU countries is evident between
2005 and March 2012 with signifi-
cant fluctuations year after year. In
2007, visible export to EU countries
accounted for 69.2% of total export,
while in the period January - March
2012 this share declined to mere
29.2%. On the other hand, the export
to CEFTA countries increased from
28.9% in 2007 to 65.1% in Q1 2012
indicating that the establishment of
this organisation encouraged mutual
trade through the elimination of bar-
riers.

The highest import from the EU
countries in percentages was re-
corded in 2006 when it amounted to
47.3% of total imports; its share con-
tinuously declined by 2009, when it
started recording mild growth. Im-
ports from CEFTA countries can be
said to be generally trending up. Low-
est share of visible import from this
group was recorded in 2007 (33.6%),
while in the first three months of
2012 it amounted to 42.4% of total
imports.

Box 6.1 — Global visible trade in 2011

In 2011, the volume of global visible trade increased 5%, which is 8.8 percentage points lower in com-
parison to 2010 when global trade recorded an increase of 13.8%. The increase in the volume of visible
trade was additionally decelerated by the EU debt crisis, tsunami in Japan and floods in Thailand.



Graph 1 The highest growth of export
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6.1.2. Services

Montenegro recorded a surplus of EUR 8.8 million in international invisible trade in Q1 2012. The increase in
the revenues from transport, tourism and other business services contributed to achieving a positive balance
of this account. Total volume of invisible trade in QI 2012 amounted to EUR 156.1 million, recording a y-o-y
increase of 22.9%.



Graph 6.7

Services income structure in the period January- March 2012
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Graph 6.8

Services expenditures structure in the period January- March 2012
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and communication services amounted to EUR
4.1 million and EUR 3.3 million, respectively.

Transport services account in Q1 2012 recorded a surplus of EUR 7.9 million. Transport revenues amounted
to EUR 32.8 million or 28.2% more than in Q1 2011. Maritime and air transport accounted for the main share
of total transport revenues of 40.3% and 20.3%, respectively.

Maritime transport recorded revenues in the amount of EUR 13.2 million or 53.2% higher than in 2011. Posi-
tive results in the area of maritime transport were mainly due to the increase in the turnover in ports as well
asin transport of imported goods. It is expected that the purchase of a new ship “Kotor” and the revitalisation
of Montenegro's maritime fleet shall contribute to the increase in the maritime transport revenues in the near
future. Air transport revenues amounted to EUR 6.6 million or 7.7% less than in 2011.

Road transport recorded revenues in the amount of EUR 3.9 million, which is a 15.8% increase in relation to
Q1 2011. Significant investments in the improvement of road infrastructure, safety and quality of transport
(reconstruction and building of customs transits) recorded in the previous years contributed to the increase
in the transport revenues. Railway transport revenues amounted to EUR 3.6 million which is a 14.1% in-
crease compared to 2011 and it is a result of the increase in the volume of transport of goods.
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Graph 6.9

Transport revenues in the period January- March 2011 and 2012,
in thousand EUR
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Table 6.6
Transport revenues structure in the period January - March 2011 and 2012, in thousand EUR

Type of transport Q12011 59 ofzi)f;a:e I Q12012 & ofzzf;azre g C(Pz\g?g/ezsol:\;’)/o
Maritime 8,620 33.69 13,204 40.25 53.18
Railway 3,123 12.20 3,564 10.86 14.11
Air 7,202 28.14 6,646 20.26 -7.71
Road 3,397 13.27 3,932 11.99 15.76
Other 3,248 12.69 5458 16.64 68.05
TOTAL 25,590 100 32,804 100 28.19

Source: CBCG Graph 6.10

Transport expenditures in the period January- March 2011 and
2012, in thousand EUR
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Table 6.7
Transport expenditures structure in the period January - March 2011 and 2012, in thousand EUR

Type of transport Q12011 E of2.<(,)h1a1re 0 Q12012 kS ofzsz)l;azre Iz fzh (;nz%; (I)q ;)/;
Maritime 2,279 9.54 2,420 9.72 6.21
Railway 2,406 10.07 3,112 1249 2935
Air 6,531 2733 6,339 2545 -2.93
Road 11,789 4934 12,480 50.10 5.86
Other 889 372 558 224 -37.23
TOTAL 23,893 100 24,909 100 4.25

Source: CBCG

In QI 2012, estimated travel-tourism revenues amounted to EUR 11.1 million, recording a 19.7% y-o-y in-
crease as a result of the increase in the number of arrivals and overnights of foreign tourists. Surplus recorded
in travel area amounted to EUR 6.9 million, while in Q1 2011 it amounted to EUR 4.9 million. Significant
investments in tourism (“Porto Montenegro”, St. Stefan), as well as active promotion of Montenegro’s tourist
potentials have had a positive effect on promotion, and thereby the number of foreign tourists’ arrivals which
is on an upward trend. Although the correct results of the tourist season are evident after Q3 due to the sea-
sonal character of tourism, according to the results recorded in the first three months of 2012, it is reasonable
to expect considerable tourism revenues in 2012.

In Q1 2012, the communication services account recorded a surplus in the amount of EUR 1.6 million or
39.8% less than in 2011. In Q1 2012, communication services recorded revenues in the amount of EUR 4.9
million. Teleccommunications were the main contributor in this area. Expenditures in this area amounted to
EUR 3.3 million.

Revenues from other business services amounted to EUR 18.2 million, which is 41% more than in 2011, with
the main portion of revenues recorded from intermediation services (trade and other services) in the amount
of EUR 10 million, followed by provision of various business, professional and technical services (legal and
accounting services, consulting, engineer services etc.) in the amount of EUR 7 million. Other business ser-
vices account recorded a deficit in the amount of EUR 3.6 million or 23.6% lower than in Q1 2011.

The inflow of funds from construction works and installations of domestic companies in and out of Monte-
negro amounted to EUR 6.8 million. In Q1 2012, expenditures arising from the hiring of non-residents in
the area of construction amounted to EUR 4.1 million or 6.8% more than in 2011. In the observed period,
this services” sub-account recorded a surplus of EUR 2.7 million, while in Q1 2011 it amounted to EUR 378
thousand. Introduction of investments in the energy sector, as well as the reconstruction and building of new
hotel-tourist capacities were a great contribution leading to the surplus recorded in this account.

In QI 2012, Montenegro’s residents allocated EUR 2.9 million for international insurance services, and rev-
enues from this amounted to EUR 4 million. In the observed period, a surplus in the amount of EUR 1.1 mil-
lion was recorded in the area of insurance services.



6.1.3. Income

In Q1 2012, the income account recorded a surplus of EUR 21.1 million which is a 1.8% decline in relation to
2011. In the reporting period, total revenues grew 2.5% as a result of the increased inflow arising from sala-
ries and employees’ fees (employees” compensations); at the same time, a 6.4% increase in expenditures was
recorded as a result of the increase in outflow arising from interest repayment.

Revenues arising from fé?CtO.I‘ mC(?)mes amounte.d Graph 6.11
10 EUR 47.2 mllhon’ which is 2.5% more than in Revenues from factor income structure in the period January-
2011. The main share of the revenues was of em-  pjarch 2012
ployees” compensations in the amount of EUR

435 million, which is an increase of 1.7% com- 4

pared to 2011. Revenues arising from interna- 8%
tional investments income amounted to EUR 3.7
million. In the revenues from international in-
vestments income structure, the main share re-

fers to unpaid interests in the amount of EUR 3.6 92%
million, with the revenues arising from dividends Compensation of employees
amounting to EUR 68.5 thousand. m Income from international

investments

In parallel, expenditures arising from factor in- '\

come amounted to EUR 26.1 million or 6.4%
more than in Q1 2011. Of total expenditures,
EUR 23.6 million referred to income from inter-
national investments (investments in the form of loans, foreign direct and portfolio investments), while EUR
2.4 million referred to the wages of non-residents employed in Montenegro. Of total expenditures from in-
ternational investments, EUR 22.8 million referred to the repayment of interest, which is 9.2% more than in
Q1 2012.

Source: CBCG

6.1.4. Current transfers Graph 6.12
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ny, gifts and assistance) amounted to EUR 20.5 million. In the same period expenditures amounted to EUR
9.6 million, or 16.7% more in relation to 2011. In expenditures structure, the government sector accounted
for EUR 1.3 million, with EUR 8.2 million referring to other sectors. The outflow of cash arising from remit-
tances amounted to EUR 3.7 million, while the outflow arising from inheritance, gifts and various types of
assistance amounted to EUR 4.5 million, or 31.4% more than in Q1 2011.

Graph 6.13

Structure of financial account by investment categories, in
thousand EUR
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Graph 6.14
Total FDI inflow in the period 2011 — March 2012, in thousand EUR
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6.2. Capital and financial account

In Q1 2012, the capital and financial account re-
corded a net inflow of EUR 1429 million. Net
inflows were recorded in direct and other invest-
ments’ sub-accounts, while the portfolio invest-
ments’ sub-account recorded a net outflow.

As per preliminary data, a net FDI inflow in QI
2012 amounted to EUR 54 million or 53.5% less
thanin 2011. A new wave of crisis in the Euro area
and a downgrading of certain EU countries’ cred-
it ratings created uncertainties in the financial
market, causing a decline in the interest of foreign
investors for investing in general and therefore in
Montenegro. Total FDI inflow amounted to EUR
83.7 million, which is 34.3% less than in Q1 2011.

In the observed period, the highest inflow was
recorded from investments in real estates, in the
amount of EUR 43 million or 37.6% more than
in 2011. Investments in domestic companies
amounted to EUR 20.7 million or 61.4% less in re-
lation to QI 2011. The inflow of EUR 19.8 million
was recorded in the form of intercompany debt,
which is a 41.8% decline as well as an indicator
of companies’ lowered borrowing from parent
companies abroad. Inflow based on withdrawal
of cash invested by residents abroad amounted to
EUR 599 thousand.

Total outflow arising from foreign direct invest-
ments in Q1 2012 amounted to EUR 29.7 mil-
lion, being two and a half times larger than in
2011. The main share of outflow referred to loans
between connected legal persons (intercom-
pany debt) in the amount of EUR 13.5 million,
of which EUR 74 million referred to residents’



Graph 6.15
Structure of total FDI inflow in the period January — March 2012
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Box 6.2 - FDI trends in the region

Graph 1
FDI net inflow in the region, in EUR million
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relation to the previous year,
while the decline in FDI inflow
in Albania amounted to 14%.

In the past several years, Montenegro was the regional leader in the FDI inflow per capita. Despite the
recorded decline in the FDI inflow in 2011, Montenegro still holds the first place in the FDI per capita
which amounts to EUR 622.3. The second place belongs to Serbia, with EUR 256.6, while Bosnia and
Herzegovina, with EUR 77.7, records the lowest FDI inflow per capita.
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FDI per capita in 2011
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The analysis of the share of
FDIin GDP in the period 2006-
2011 shows Montenegro’s
dominance in comparison to
other countries in the region.
Montenegro recorded the
highest share of FDI in GDP
in 2009, with record 35.8%.
Nevertheless, FDI declined
in Montenegro as well as in
the region due to the global
economic crisis, resulting in a
decline of their share in GDP.
However, regardless of the
decline, the share of FDI net
inflow in GDP in Montenegro
still surpasses 10%. In 2011,
the highest shares of FDI in
GDP were recorded in: Mon-
tenegro (11.9%), Serbia (5.6%)
and Macedonia (4.1%).

In Q1 2012, total inflow arising from portfolio investments amounted to EUR 5.7 million, which is a signifi-
cant decline in relation to 2011 (EUR 33.5 million). In the observed period, the portfolio investments account
recorded a net outflow of EUR 2.7 million. Investments in domestic equities amounted to EUR 1.9 million,
while the inflow arising from the withdrawal of funds invested in foreign securities amounted to EUR 3.8
million. Simultaneously, the outflow of funds based on portfolio investments amounted to EUR 8.4 million,
with the major portion referring to residents’ investments in foreign equities (EUR 4.6 million). Outflow aris-
ing from the withdrawal of funds invested in domestic equities amounted to EUR 3.8 million.



In Q1 2012, the other investments account recorded a net inflow in the amount of EUR 76.6 million, while
in Q1 2011 this account recorded outflow of EUR 79.6 million. Banks’ deposits abroad recorded a decrease
of EUR 159 million, as well as banks’ liabilities arising from borrowings which recorded EUR 11.2 million
decrease. Private sector’s borrowings abroad declined. The inflow based on withdrawal of funds by the private
sector amounted to EUR 32.7 million, which is significantly less than in Q1 2011 (EUR 140.9 million), and
the outflow based on the repayment of principal amounted to EUR 36.4 million also declined in relation to
2011 (when it amounted to EUR 1174 million).

At end-March 2012, the CBCG monetary assets in foreign accounts and in the vault recorded a decrease of
EUR 14.1 million compared to 31 December 2011.
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HEDONIC INDICES OF REAL ESTATE PRICES FOR MONTENEGRO, JUNE 2012

In June 2012, the CBCG conducted its regular research on the movement of real estate prices in Podgorica.
The calculation of an average price in March 2012 was based on a sample of 72,917 apartments in the loca-
tions Podgorica 1, Podgorica 2 and Podgorica 3. According to the Real Estate Administration office in Pod-
gorica, of 82 cadastral municipalities, these three are the most representative parts of Podgorica since they
cover narrow urban settlements. The survey included a random sample of 2,500 housing units; 458 question-
naires were successfully completed, which means that total turnout of respondents was 18.3%.

The survey questions concerned the qualitative characteristics of housing units (manner of heating; internet
connection; number of rooms; number of balconies; etc.), aiming to assess relative effects of such qualitative
characteristics on the value of a housing unit. A subjective value of an apartment unit was assessed with the fol-
lowing 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: An
average price of a square meter of a housing unit* in June 2012 amounted to EUR 1.179, which is 2.5% more
than in December 2011. This brings us to a conclusion that over the past six months, the real estate prices
have been recording mild fluctuations ranging from +2.5% at the quarterly level. Observed annually (June
2011 - June 2012) in 2012, real estate prices recorded a slight growth of 1.4% in relation to June 2011, when
the price amounted to EUR 1.163.

Table 7.1
Chain and base hedonic indices of real estate prices, 2007-2012

Period Price in euros Chain index Base index
September 2007 1697.6 100.0 100.0
March 2008 17383 1024 1024
September 2008 15255 87.8 89.9
March 2009 1402.1 91.9 826
September 2009 1223.1 87.2 72.1
March 2010 11283 922 66.5
June 2010 11915 105.6 70.2
September 2010 11771 98.8 69.3
December 2010 1185.2 100.7 69.8
March 2011 1171.2 98.8 69.0
June 2011 1163.0 99.3 68.5
September 2011 1174.0 100.9 69.2
December 2011 1151.2 98.1 67.8
June 2012 1179.6 102.5 69.5

Source: CBCG, 2012

# Price of housing unit of average age in Podgorica
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Table 7.2

Summary statistics of average values; standard deviation; minimum and maximum prices by housing

category; in EUR

Variables

Obsﬁ;\/ed Medium  Standard Minimum Maximum

value Deviation price price

Average Housing Price
Average Housing Price - House

Average Housing Price - Apartment

341 11794 359.7 775 2500
135 1149.3 4419 778 2500
207 1198.5 29273 775 2500

Source: CBCG, 2011

Graph 7.1
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Descriptive statistics, Model sustainability testing, and Results of the econometric model of the hedonic
index in Montenegro

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

Table 7.3
Empirical results of average housing price model, June 2012

Variables Ratio Standard Error t-value P>t

Inmetar 0.13** 0.04 2.1 0.04
podgorical 0.08 0.04 144 0.15
podgorica2 0.06** 0.04 215 0.04
house 0.16%** 0.03 5.21 0.00
over_65msqr 0.347%* 0.03 9.12 0.00
up to 6_stories -0.05 0.03 -1.32 0.15
up to do 5g_old 0.12%* 0.05 2.1 0.04
5-10_years 0.09% 0.05 1.78 0.08
balcony_1 -0.124%** 0.04 -3.53 0.00
balcony_0 -0.32%** 0.07 -4.60 0.00
room_0 -0.07 0.05 -1.34 0.18
sobal -0.19%** 0.04 -3.56 0.00
soba2 -0.18*** 0.04 -3.55 0.00
telephone 0.06 0.05 142 0.19
electricity 0.43%%* 0.04 6.12 0.00
internet_available 0.087 0.04 0.19 0.86
garage_available 0.14%%* 0.04 2.82 0.00
Constant 1.95%%* 0.38 6.12 0.00
Diagnostics

Number of Observations: 390
up to do R_squared=0.70

UP TO VIF=4.1

Ramsey Reset test

F(3.280) =1.32

Prob > F=0.27

Note: * significance at 10%,** significance at 5%,*** significance at 1%

As seen in Table 7.2, the price of a housing unit, as measured by the significance level, is particularly relative
to the number of rooms (those with more than one bedroom are higher priced), as well as the availability of a
balcony, electricity as a source of heating, as well as a garage.

Table 74 below shows that in QI of 2012, the housing prices in Montenegro trended in the approximately
same range as in the region (Croatia, Slovenia and Bulgaria), recording somewhat stronger recovery in rela-
tion to these countries in which the prices are still stagnant. The speed of this market’s recovery will depend
primarily on the growth of credit activity and the attraction of FDI to the real estate sector. A marginal nomi-



nal semi-annual growth of 2.5% cannot yet be considered as a strong indicator of Montenegro’s real estate
market recovery.

Table 7.4
Movement of nominal housing prices in selected countries, March 2012

Annual changes Q-Q (%)
Country
Q12011/Q12010 Q12012/Q12011 Q12012/Q42011
INDIA- Delhi 18.87 3333 0.60
BRAZIL- Sao Paulo 2448 25.54 4.05
ESTONIA 215 13.90 1.01
AUSTRIA 2.36 11.04 8.54
PHILIPPINES - Makati CBD 384 10.68 438
ICELAND 1.19 8.82 112
TURKEY 3.67 7.93 2.60
RUSSIA 3.00 7.88 3.24
NORWAY 8.36 6.30 349
SOUTH KOREA 2.82 580 0.55
HONG KONG 24.37 541 1.39
SWITZERLAND 1.63 4.56 0.74
INDONESIA - 14 cities 448 3.59 0.82
SINGAPORE 13.77 347 -0.10
NEW ZEALAND -0.54 240 -0.10
FINLAND 4.20 0.87 1.27
UNITED STATES OF AMERICA -5.46 048 0.55
ENGLAND -0.44 0.24 -1.41
SOUTH AFRICA -0.28 0.08 -2.19
CHINA - Shanghai 1.34 0.00 -0.44
LITHUANIA -5 major cities -1.33 -0.35 -0.20
CROATIA -4.54 -1.00 0.23
SLOVAKIA -247 -2.29 -0.08
JAPAN-Tokyo 2.76 -2.34 0.70
UKRAINE - Kiev -745 -2.51 -7.14
LATVIA - Riga 823 -2.59 097
ISRAEL 13.94 -3.21 -0.63
SWEDEN 342 -3.68 -0.57
THE NETHERLANDS -1.22 -3.81 -0.92
BULGARIA -5.62 -4.31 -042
AUSTRALIA - 8 cities 0.14 -4.55 -1.06
SPAIN -4.72 -7.22 -3.08
POLAND - Warsaw 113 -7.34 -2.21
PORTUGAL -2.65 -7.38 -2.58
GREECE—Athens -6.25 -9.89 -242
IRELAND -11.13 -17.16 -4.94
MONTENEGRO -24 +1.42 +2.5

Source: Global Property Guide 2012 and CBCG 2012



INTERNATIONAL
ECONOMY







Following the decelerated growth of global economy in 2011, projections are gradually improving but the
risks remain prominent. Observed by regions, macroeconomic imbalances remain obvious, with significant-
ly uneven economic growth. Improved activities in the USA during H2 2011 and better policies in response
to the deepening of the economic crisis in the Euro area have diminished the threat of sudden global decelera-
tion. Accordingly, the uncertain recovery shall probably be continued in key advanced economies, with the
expectation of rather moderate activity in numerous developing countries.

Table 8.1
IMF assessments of selected macroeconomic indicators

2012 2013 2012 2013 2011 2012 2013
2010 2011 Change of forecasts Q4 on Q4
Projections in relation to January
2012 Assessment  Projection
GDP at the global level 53 3.9 35 4.1 0.2 0.1 3.2 37 4.1
Advanced economies 3.2 1.6 14 2.0 0.2 0.1 1.2 1.6 2.2
USA 3.0 1.7 2.1 24 03 0.2 16 2.0 26
Euro area 19 14 -0.3 0.9 0.2 0.1 0.7 -0.2 14
Germany 36 3.1 0.6 15 0.3 0.0 20 09 1.6
France 14 1.7 0.5 1.0 03 0.0 1.3 0.5 14
Italy 1.8 04 -1.9 -0.3 0.2 03 -04 -2.0 0.7
Spain -0.1 0.7 -1.8 0.1 -0.2 04 03 -2.5 13
Japan 44 07 20 1.7 04 0.1 -0.6 20 1.8
Great Britain 2.1 0.7 0.8 20 0.2 0.0 0.5 1.5 23
Canada 32 2.5 2.1 22 03 0.2 22 2.0 2.3
Other advanced economies 58 32 26 35 00 0.1 25 36 29
Newly industrialized countries in Asia 8.5 4.0 34 4.2 0.1 0.1 3.1 4.8 3.1
Developing countries 7.5 6.2 5.7 6.0 0.2 0.1 5.8 6.3 6.4
Central and Eastern Europe 45 53 19 29 0.8 0.5 38 1.6 36
Commonwealth 48 49 4.2 4.1 0.5 03 3.7 3.8 40
Russia 43 43 4.0 39 0.7 04 3.7 39 4.1
Developing countries in Asia 9.7 7.8 7.3 79 0.0 0.1 7.2 8.1 7.7
China 104 9.2 8.2 8.8 0.1 0.0 89 84 84
India 10.6 72 6.9 7.3 -0.1 0.0 6.1 6.9 72
Asian countries 5* 7.0 4.5 54 6.2 0.2 0.6 2.5 85 55
Latin America and the Caribbean 6.2 4.5 37 4.1 0.2 0.1 36 39 4.8
Brazil 7.5 2.7 3.0 4.1 0.1 0.1 14 4.7 34
Mexico 55 4.0 3.6 37 0.1 0.2 3.7 3.6 3.8
Middle East and Northern Africa 4.9 35 4.2 37 06 -0.2
Sub-Saharan Africa 53 5.1 54 53 -0.1 0.0
South Africa 29 3.1 2.7 34 0.1 0.0 26 30 37
EU 2.0 1.6 0.0 1.3 0.1 0.1 0.9 0.2 1.7
World trade volume 12.9 58 4.0 56 0.2 0.2
Advanced economies import 11.5 43 1.8 4.1 -0.2 0.2
Developing economies import 153 8.8 84 8.1 13 04
Advanced economies import 12.2 53 23 47 -0.1 0.0
Developing economies import 14.7 6.7 6.6 7.2 0.5 0.2

* Includes: Indonesia, Malaysia, Philippines, Thailand and Vietnam
Source: World Economic Outlook, IMF April 2012



The rate of global growth projections was corrected and decreased from 3.9% in 2011 to 3.5% in 2012 due to
the deceleration of economic activity in H2 2011 and H1 2012. For many economies, including the Euro area,
expected growth shall be significantly lower than projected by the IMF in January 2012. However, the activity
is expected to pick up pace in 2012, resulting in the expected growth of 4.1% in 2013. Euro area is projected to
move towards a mild recession in 2012 as a result of debt crisis and general decline of confidence, the impact
of fiscal consolidation as a response to pressures from the market. Due to problems in Europe, the group of
advanced countries is expected to record moderate growth of 1.4% in 2012 and 2% in 2013. The advance in
the labour markets of these countries shall remain slow, unemployment shall require financial support and
assistance in the development of working abilities. Real GDP growth in developing countries is projected
to decrease from 6.2% in 2011 to 5.7% in 2012; however, owing to macroeconomic policies” measures and
strengthening of foreign demand, growth of 6% is expected in 2013. The rest of Europe will be strongly af-
fected by the crisis spillover.

8.1. International Trends
8.1.1. Advanced countries
United States of America (USA)

In Q1 2012, the USA recorded the annual economic growth of 1.9% with the major share of growth of 1.16
percentage points referring to the growth recorded in motor vehicles industry. Regardless of the recorded
growth, this is still a significant deceleration compared to Q4, when growth of 3% was recorded. Export grew
atarate of 4.2% which is below the estimated 7.2%, while the import grew at a rate of 2.7%. Growth estimates
for 2012 and 2013 are 2.1% and 2.4%™, respectively.

As for the prices trends, annual inflation in March amounted to 2.9%, primarily due to the 1.7% growth of
fuel prices. Inflation forecasts for 2012 and 2013 indicate a downtrend to the respective 2.1% and 1.9%".
Unemployment rate at end-March amounted to 8.2% showing a mild decline in relation to year-end, when it
amounted to 8.5%. Decline in unemployment and the improvement of labour market conditions are expected
in the following period; however, the continuous growth of the number of long-term unemployed persons is

worrying,
Japan

In Ql, economic activity mildly recovered primarily due to the growth of public consumption. In the observed
period export also moderately recovered. In QI 2012, real growth of 1% was recorded, with the domestic
consumption growth of 0.9%. Personal consumption grew at a rate of 0.5%, public consumption grew at a
rate of 0.4%, and export grew at a rate of 0.4%, while import declined around 0.3 %. For 2012 and 2013, IMF
projected growth rates of 2.0% and 1.7%, respectively.

In Japan, in Q1 2012, industrial output recorded a 1.1% growth. Following a mild recovery at the beginning
of the year, visible exports recorded no change in March; therefore the average for Q1 2012 is approximate to
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the Q4 2011level. Regardless of the recovery recorded in March, real visible trade in QI averaged below the
level of the previous quarter. Private consumption strengthened over the past several months, while public
investments gained a new momentum.

Annual inflation rate in March amounted to 0.5% (from 0.3% in February) due to the growth of the prices of
energy and certain technical factors. Annual inflation not including food prices also increased from 0.1% in
February to 0.2% in March, while the annual inflation rate, excluding the prices of food and energy amounted
to -0.5%. At its last meeting on monetary policy, the Bank of Japan decided to maintain its target for unse-
cured overnight call rate at 0% to 0.1%. The decision was also made to extend the remaining maturity of Japa-
nese Government bonds which are purchased under the programme “one to two years” to “one to three years”.
Time frame for the application of this programme was extended for six months, to end-June 2013.

8.2. European Union

In Q1 2012, the stagnation of economies of the EU countries continued in view of the continuance of 2011
shocks, starting with the global deceleration of economic activity, an increase in the oil prices, further esca-
lation of the debt crisis in the EU Member States resulting in further fiscal contraction, and decline in con-
sumption as well as decelerated credit activity of the banking sector, due to the higher prices of the sources of
financing and accelerated deleveraging.

Atend-QI 2012 the growth of GDP in the Euro area countries stagnated (0%), while the EU countries record-
ed very moderate growth (0.1%), with obvious diversity of the economic activities trends. Recessive process-
es recorded in Greece (-6.2%), Portugal (-2.2%), Cyprus (-1.4%), Hungary (-1.3%), and the highest quarterly
growth recorded in Germany (1.2%) and Estonia (4%) are indicative of an uneven recovery.

For 2012 it is estimated that the EU will record zero growth while the Euro area should expect a mild reces-
sion of -0.3%"". According to the projections, recovery can be expected as soon as Q2 2012 owing to gradual
regaining of consumers’ confidence, fiscal consolidation in some Member States and an increase in exports.
Therefore, it is expected that the export shall become the main pillar of recovery in the region. Recent pro-
jections show negative growth rates for Belgium, Spain, Italy, Cyprus, The Netherlands, Slovenia, Hungary,
Greece and Portugal.

In 2011, inflation rose both in the EU and the Euro area (the annual rates amounted to 3% and 2.7%, respec-
tively"?). At end-QI 2012, inflation of 2.7% remains stable and unchanged in relation to the previous month.
Lowest inflation was recorded in Sweden (1.3%), Greece (1.4%) and Bulgaria (1.7%), while the highest infla-
tion was recorded in Hungary (5.5%) and Estonia (4.7%). Elements contributing to the growth of inflation
were an increase in the transport, beverages and alcohol prices as well as rents. In view of the expected drop
in GDP and weakening of the prices of goods, inflation is expected to stagnate in 2012, standing at 2.6% in
the EU and 2.7%* in the Euro area.

" Source: European commission ,Interim forecast”, spring 2012
2 Source: EUROSTAT
* Tbid.



Some of the risks identified in the EC autumn forecast have been realised. The one that remains is the high
risk of GDP growth decline in 2012 due to the persisting high degree of uncertainty. To wit, early indicators of
economic activity such as the Economic Sensitivity Indicator and OECD’s composite index show that no ma-
jor increase in economic activity is expected in Q2 2012. Mild recovery of activity can be expected no sooner
than in H2 2012 according to the EC projections that the implementation of policies aimed at recovery from
the crisis at the EU and Member States" levels will enable the overcoming of the debt crisis and, consequently,
lead to the reestablishment of confidence and the recovery of investments and consumption in the H2 2012.

8.3. Developing countries
BRIC economies

In H2 2011, the BRIC countries faced deceleration of growth of demand in external markets which caused the
deceleration of their own economic growth.

Table 8.2
Projections of 2012 GDP trends in BRIC economies

Countries 2010 2011e 2012p 2013p
Brazil 7.5 34 3.0 4.1
Russia 4.0 4.0 4.0 39
India 9.9 7.7 6.9 7.3
China 104 93 8.2 88

Source: OECD Economic Outlook, spring 2012

e- Estimate
p - Projection

After along period of high interest rates, there are some indications of a turnaround in the interest rates cycle
that is led by Brazil and China. The Central Bank of Brazil already reduced the reference interest rate in Sep-
tember 2011, whereas the Chinese monetary authority decreased the reserve requirement rate in December
2011. Moderate growth and inflation trending downward should create room for interest rates decline in
Russiaand India in 2012. A positive effect of these declines on economic growth may be expected in H2 2012.

Brazil

A slight growth of GDP of 0.2%"* was recorded in Q1 2012 in relation to the previous quarter (i.e. 0.8% y-
0-y), which is a continuance of the downward trend of economic developments that started in H2 2011. As
private consumption rose 1%, investments dropped 1.8%, recording the highest decrease since Q1 2009 and
becoming the key factor of the weak economic growth. Due to a sharp decline in imports, net exports was
positive Inflation pressures were pronounced in 2011 with the annual inflation rate of 6.6%, while in Q1 2012
the annual inflation gradually declined to 5.2% in March 2012. A decline in industrial output and the strains
on the real sector have influenced the change of Government’s regulation regarding capital accounts and the

* The Brazilian Institute of Geography and Statistics (Instituto Brasileiro de Geografia e Estatistica)



implementation of fiscal policy measures aimed at providing support to industrial activity. In 2012 and 2013
a gradual recovery is expected, with GDP recording respective growths of 3% and 4.1%", through increase
of private investments and public consumption. At the same time, inflation is projected to decrease to 5.2%
and 5%, respectively.

At end-2011, economic policymakers adopted measures aimed at stimulation of demand and investments,
which should induce the growth of domestic demand in H2 2012. The measures include: a reduction in the
reference interest rate and financial transaction tax aimed at attracting FDI, and a package of fiscal meas-
ures to support consumption and stimulate construction. The Central Bank’s monetary policy measures in
the form of reference interest rate reduction to 8.5% in September 2011 had a stimulating effect, while the
exchange rate trend in QI 2012 can result in an increase in exports, especially if the global trade records
expected growth. To wit, at the beginning of March, the exchange rate declined by almost 15% in relation to
USD, which is the record low in the past three years.

Russia

Strong economic growth recorded in Russia in Q4 2011 contributed to total growth of 4.3% in 2011. Accord-
ing to the EBRD assessments, similar economic growth* can be expected in 2012 (4.2%) and in 2013 (4.3%).
The IMF estimates also projected growth of 4% in 2012 with the growth relating mostly to the prices in the oil
market. According to the same source, the growth for 2013 was corrected to 3.9%, somewhat lower in rela-
tion to the projection from January 2012 (4.3%), mostly due to the expectations of a decline in the oil prices.
Average inflation in Russia amounted to 8.4% in 2011, while the EBRD projected average inflation of 4.7% for
2012. The annual inflation amounted to 3.7% in March 2012.

Situation in the labour market improved. The unemployment rate amounted to 6.6% in 2011 and in 2012
and 2013 it is expected to record moderate declines to 6.2% and 6%, respectively. Poor investor’s confidence
and turmoil in Europe affected the capital market, which still records outflows of capital. The Russian Rouble
remained stable in relation to the US dollar and the Euro regardless of the oil prices growth, and the Fiscal
Reserve Fund was restored for the first time after the crisis.

India

Preliminary projections show that real GDP growth in India amounted to 5.3% at end-Q1 2012, which is a
significant deceleration of economic activity in relation to the past two years. In Q1 2012, the industrial sec-
tor recorded a significant decline mostly due to a decline in manufacturing industry and the mining and
quarrying. A decline was also recorded in the agriculture sector. Bearing in mind the deceleration of public
as well as private consumption, coupled with a decline in industrial output, the IMF corrected projections of
the Indian economic growth by almost 1 percentage point in 2012 and 2013, projecting respective growths
of 6.9% and 7.3%.

> Source: World Economic Outlook, IMF April 2012
“ Regional Economic Prospects in EBRD Countries of Operations: May 2012
7 Source: World Economic Outlook, IMF April 2012



Monetary instruments, used over the past period for stimulating consumption, are expected to be replaced
with the implementation of restrictive measures bearing in mind India’s already chronic problem of inflation:
94% in 2011 and already 7.6% in Q1 2012. In addition, due to the increase in oil prices, the current account
deficit broadened, with a high probability of recording the fiscal deficit in 2012.

China

Economic growth in China decelerated, amounting to 8.1%" in Q1 2012 (in relation to the same period of
2012). In Q4 2011 economic growth amounted to 8.9%. Regarding production, the main pillars of growth
remain strong. The 11.9% growth of industrial output and 15.2% growth of trade indicate a strong contribu-
tion of these sectors. In addition, gross fixed investments continued their strong uptrend, reaching 20.9%.
Primary industry grew at a rate of 3.8%; secondary industry grew at a rate of 9.1%, while the tertiary indus-
try grew at a rate of 7.5%. Key risks for Chinese economy arise from large trade exposure to Europe due to
“overheating” of the real estate market, which showed signs of recovery in Q1 2012. Inflation remains high,
amounting to 3.6% in March, mostly due the growth of the prices of food, clothes and beverages.

South-Eastern Europe

Short-term economic prospects for the Southeast Europe remain weak, with growing uncertainties due to the
debt crisis in the Euro area. Vulnerability of the financial sector is of particular concern considering that the
majority of the banking systems in the region are owned by foreign banks and that most of these countries
rely on foreign funding. Regardless of the trends in H1 2011 when stronger growth was recorded, economic
activity weakened in H2 2011 and QI 2012. As per the EBRD" data, in 2012, the growth in this region might
amount to a mere 1%.

In Q1 2012, Croatian GDP, as per preliminary estimates, recorded the real y-o-y decline of 1.3%. Economic
activity indicators show highly unfavourable trends. Industrial output recorded a significant 6.2% decline.
Data for the first three months of 2012 are warning of a new weakening of construction activity, a 12% y-o-y
decline in the physical volume of construction works. Trends of physical indicators of tourist services de-
mand were very favourable in the reporting period. The total number of tourist overnights in commercial ac-
commodation facilities recorded the annual increase of 11.4%, with the increase of foreign tourist overnights
exceeding the increase of domestic tourist overnights. The annual inflation rate amounted to 2% in March
2012. Growth of inflation was mostly a result of the increase in the basic VAT rate from 23% to 25%. In addi-
tion, prices regulated locally (e.g. water supply and public transport in Zagreb) recorded significant increases
in March. In Q1 2012, developments in the labour market are still unfavourable. The number of persons in
employment continued to trend downward, the number of unemployed persons increased, in line with the
intensification of unfavourable real trends recorded at the end of 2011 and the beginning of 2012. Gross and
net salaries (real and nominal) stagnated in relation to end-2011. According to the new EC estimates, Croatia
shall record a negative GDP growth rate of 1.2 %.

As per Statistical Office of the Republic of Serbia, the real y-o-y decline in GDP in Q1 2012 amounted to 1.3%.
Observed by sectors, the most significant declines in gross added value were recorded in transport sector

‘8 ECB Monthly Bulletin, May 2012
* Regional Economic prospects, EBRS, May 2012



(5.1%), electricity, gas and steam supply (3.4%), trade (3.2%) and manufacturing sector (3.1%), while the most
significant real growth of gross added value was recorded in the construction sector (7.8%) and information
and communications (74%). It is estimated that the decline in economic activity will be compensated for by
the recovery of industrial output in H2 2012, primarily arising from starting of production in ferrous metal-
lurgy and motor vehicle industry. The National Bank of Serbia projected 0.5% GDP growth for 2012 and in
2013 it is expected to accelerate to 3%. The annual inflation rate in March 2012 amounted to 3.2%, being sig-
nificantly lower in relation to December 2011 when it amounted to 7%. The yo-y inflation declined mostly due
to a decline in the prices of unprocessed food. An average salary in March 2012 recorded the y-o-y nominal
increase of 13.1%, and a real increase of 9.6%. At the same time, the average salary without taxes and contri-
butions recorded 13.4% nominal increase and 9.9% real increase.

As per the EC estimates, Bosnia and Herzegovina recorded positive economic growth rate of 2.4% in 2011,
i.e. 3% according to the IMF estimate®'. The annual inflation rate amounted to 2.1% in March 2012. Reg-
istered unemployment in March 2012 recorded a y-o-y increase of 2.4 index points. In Q1 2012, exports
recorded a 10.6% y-o-y decline, while imports recorded a 0.2% y-o-y increase. Average monthly gross salary
in March 2012 recorded nominal y-o-y growth of 0.9%, while the average net salary recorded 0.7% y-o-y
increase. In the first three months of 2012, the average number of unemployed persons records a 2.7% y-o-y
increase. As per the IMF estimates, the economic growth rate®* in 2012 will be at the zero level, while the an-
nual inflation might reach 2.2%.

Preliminary estimates show that GDP in Macedonia in 201 Igrew at a rate of 3%. According to the Republic of
Macedonia State Statistical Office, GDP estimates for Q1 2012 indicate a decline of 1.4%, with the most sig-
nificant 9.8% decline registered in the construction sector, and respective 9.6% in the mining and quarrying,
manufacturing industry and electricity, gas and steam supply. In Q1 exports and imports declined 5.9% and
10.1%, respectively. In Q1 2011, the inflation rate amounted to 2.5%, while the annual rate in March amounted
to 1.4%. The labour force survey conducted in Q1 2012 shows that the unemployment rate amounted to 31.6%,
being 0.4 percentage points higher than in the comparative quarter in 2011. The IMF projections indicate that
the economic growth rate might amount to 2% in 2012, the same as the projected inflation rate by the same
source. As per the EC projections, the economic growth rate™ in Macedonia in 2012 could amount to 1.7%.

8.4. Interest rates
In Q1 2012, leading central banks kept their reference interest rates at their historical lows.

After regular economic and monetary analyses, the ECB decided in Q1 2012 not to change the interest rate.
Regardless of the signs of recovery and obvious stabilisation in the Euro area economies, certain risks remain.
To wit, due to an increase in the prices of energy-generating products and indirect taxes, it is projected that
the inflation rates will remain above 2% in 2012. The main goal of the ECB's monetary policy is to maintain
price stability in the medium term, and keep inflation within the target of 2%.

*0 EU Candidate and Pre-accession countries Economic Quarterly, European Commission April 2012
31 Source: World Economic Outlook, IMF April 2012

32 Source: World Economic Outlook, IMF April 2012

** EC, EEF (European Economic Forecast), spring 2012.
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Table 7.3
Overview and movement of reference interest rates of the selected central banks

Currency  Reference interest rate Level Last change Date of last change
EUR Refinance Rate 1.00% -25bp 14 December 2011
CHF Libor Target Rate 0%-0.25% -25bp 12 March 2009
CAD Target Overnight Rate 1.00% 25bp 8 September 2010
JPY Target Rate 0.10% -20bp 19 December 2008
GBP Repo Rate 0.50% -50bp 5 March 2009

usbD FED Funds Target Rate 0%-0.25% -75bp 16 December 2008

Source: Central banks of the observed countries

In the first three months of 2012, the Fed kept low interest rates ranging between 0% and 0.25%, and does not
plan to correct the rates in the long-term. In addition to this decision, the Fed is also reconsidering expanding
the bond-buying programme in order to stimulate the growth of the economy.

Over QI 2012, BoE — the Monetary Board of the Bank of England passed decisions to retain the reference
interest rate at the level of 0.5%.

BOJ — The Bank of Japan decided not to change its reference rate and leave it at the historical low (0%-0.1%)
in order to support the earthquake-stricken parts of the country. In addition to keeping the interest rate un-
changed and not expanding its bond-buying programmes, the BOJ announced the launching a one billion
yen (EUR 12 billion) worth programme through affordable loans in order to support the earthquake-stricken
sectors and areas.

8.5. Exchange rates

USD/EUR and JPY/EUR exchange rates

Q1 2012 was characterised by significant fluc-
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The USD/EUR amounted to 1.34 as at 31 March
2012, which is 3.2% higher value than at end-2011,
indicating the aforesaid euro appreciation. In the
first three months of 2012 the EUR/USD exchange
rate fluctuated between 1.27 and 1.34 USD for 1
EUR, whereas the average exchange rate amount-
edto 1.3L.

In QI 2012, the JPY/EUR exchange rate trended
positively, i.e. the euro appreciated against the
JPY. At end-March JPY/EUR exchange rate was
109.56 or 9.3% more than at end-2011. The JPY/
EUR exchange rate fluctuated during the Q1 2012
and ranged between 9725 and 111.11, whereas
the nominal rate in the first three months of 2012
amounted to 103.99.
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The euro depreciated against the British pound, reaching 2% lower value at end-March 2012 compared to
end-2011. Over the year the euro against the pound exchange rate was mostly stable, without significant fluc-
tuations. GBP/EUR exchange rate in the first three months of 2012 ranged between 0.82 and 0.85 pounds for

1 euro, while the average exchange rate was 0.83.

In Q1 2012, the euro depreciated against the Swiss franc by 0.9%. The EUR/CHF exchange rate was rather
stable in the reporting period, ranging between 1.20 and 1.22 francs for 1 euro.
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January

Higher excise duties on cigarettes and alcoholic beverages and lower excise duties on diesel fuel are in force
as of 1 January 2012.

The Government adopted the Pre-accession Economic Programme for the period 2011 — 2014 as one of the
most important documents drafted by the EU candidate states.

The American Heritage Foundation ranked Montenegro as 72nd on the list of global economic freedoms of
total 179 ranked countries, 4 positions better than in 2011.

The Government adopted a new Decree on subsidies for the employment of certain categories of unemployed
persons, pursuant to which subsidies for employers are increased.

A London-based company URS Scott Wilson was chosen as a consultant for compiling technical study for the
realisation of the Bar — Boljari highway.

Representatives of Crnogorska Komercijalna Banka and the European Investment Fund signed the EUR 20
million worth Agreement to support small and medium sized enterprises.

February

The Parliament adopted the Government’s decision to assume the debt of the Aluminium Plant in Podgorica
with Deutsche Bank in the amount of EUR 22 million.

The Privatisation and Capital Projects Council, and later the Government, adopted the 2012 Privatisation
Plan which envisages the sale of 11 companies via tenders.

March

The Government adopted a Decision on borrowing and issuing guarantees for 2012, pursuant to which up to
EUR 230 million is to be borrowed for the purposes of deficit financing, debt servicing and creation of fiscal
reserve.

The conclusion of the Central Bank and IMF meeting was that Montenegro's economic situation deteriorated.
The IMF did not project economic growth in 2012 and the Government was recommended to rationalise ex-
penditures, reduce salaries and the number of employees and increase taxes.
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Representatives of the Montenegrin and Turkish governments signed five cooperation agreements in Ankara.

According to the estimates of the WTTC, Montenegro will experience the strongest growth in the share of
travel and tourism industry in GDP in the next decade that will amount to 11.8% per annum.
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Annex A: Real sector developments

Table 1 - Overview of macroeconomic developments

Annexes HEENI

2011. 2012. (chain index)
Description
XI/XE 1 I M v \% viovi vl IX X Xl Xl
Industrial production (index) 926 954 1069 109.5
Consumer prices (index) 99.8 100.8 101.0 1004
Industrial producer prices (index) 984 101.0 1004 99.7
Source: Monstat
Table 2 — Industrial output
2012 LEVEL INDEX
Cohtribution M 112012 1112012 1l 2012
in 2011
22011 112011 112011 [-I112011
INDUSTRY TOTAL 100,0 103,9 109,5 959 85,3
MINING AND QUARRYING 6.2 78,5 96,2 954 100,7
Mining of coal and lignite 472 1004 88,2 107,5 1154
Mining of metal ores 1,1 - - - -
Other mining and quarrying 09 704 2355 94,4 70,0
MANUFACTURING 61,5 107,8 125,6 11,6 104,3
Manufacture of food products 6,6 104,7 1274 108,7 98,3
Manufacture of beverages 34 67,5 157,3 99,4 11,1
Manufacture of tobacco products 03 16,9 333 7,7 27,6
Manufacture of wearing apparel 0,2 63,1 97,2 81,0 107,2
E/\OarEufacture of wood and of products of wood and 27 504 4131 83,7 712
Manufacture of paper and paper products 0,7 54,9 104,0 58,7 584
Printing and reproduction of recorded media 04 77,1 86,9 79,2 92,1
Manufacture of chemical and chemical products 0,2 104,6 260,2 104,3 95,9
Manufacture of basic pharmaceutical products 6,3 216,7 1481 1354 116,2
Manufacture of rubber and plastic products 0,1 80,6 126,7 79,2 93,5
Manufacture of other non-metallic mineral products 7,1 95,7 104,9 92,5 954
Manufacture of basic metals 259 93,1 113, 102,5 98,8
Manufacture of fabricated metal products 24 134,0 180,6 1576,5 641,7
Manufacture of machinery and equipment 438 1223 123,22 120,1 119,6
Manufacture of furniture 01 80,2 91,1 85,2 1104
Repair and installation of machinery and equipment 06 48,0 90,9 41,7 45,8
ELECTRICITY,GAS,STEAM AND AIR COND. SUPPLY 323 1013 88,1 74,8 64,8

Source: Monstat
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Table 3 - Industrial production

Electricity, gas, steam and air

Total Mining and quarrying Manufacturing B T
Index Index Index Index
periodon  2010=100  MOntHly - odon 2010=t00 MMl o vdon 2010100 MOt - ooiedon 2010100  Monthly

e growth rate e growth rate ol growth rate B growth rate
2001. 99.3 885 1016 939
2002. 100.6 107.5 102.3 934
2003. 1024 1014 979 1175
2004. 1138 94.9 1131 121.0
2005. 98.1 100.2 102.5 86.6
2006. 101.0 1029 100.1 103.1
2007. 100.1 101.5 109.3 726
2008. 98.0 117.7 88.7 1319
20009. 67.8 34.5 614 97.6
2010. 175 158.7 97.0 1511
2011. 89.7 106.3 106.8 673

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

Feb 120.1 30 103.7 399 104.1 -0.2 141.2 34

Mar 1186 -1.3 1235 19.0 132.5 273 101.5 -28.1

Apr 954 -19.6 111.0 -10.1 104.3 =213 828 -184

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

2000. Jun 715 -1 9.7 -80.4 114.2 59 279 -45.7

Jul 62.8 -123 104 7.5 1024 -10.3 214 -235

Aug 56.7 9.6 164 579 959 -64 14.6 -314

Sep 61.5 84 101.5 517.8 105.3 9.8 4.2 -71.3

Oct 734 194 91.5 -9.9 934 -11.3 473 1025.8

Nov 723 -15 287 -68.7 782 -16.2 70.3 486

Dec 91.1 26.0 349 21.7 93.7 19.7 94.7 34.7

Jan 103.5 135 81.7 1335 66.0 -29.7 151.0 59.5

Feb 923 -109 65.0 -204 74.7 133 116.5 -229

Mar 1083 174 716 10.3 93.6 252 130.5 120

Apr 103.7 -4.2 90.4 26.2 1015 85 108.0 -17.2

May 932 -10.2 60.8 -32.8 94.8 -6.6 952 -119

2010. Jun 1014 8.9 94.1 54.8 1134 19.6 88.0 -7.6

Jul 87.0 -143 94.4 0.3 103.6 -8.6 66.0 -249

Aug 74.6 -14.2 1213 285 939 94 459 -30.6

Sep 955 279 1395 15.0 120.0 278 60.8 325

Oct 100.7 54 219.2 57.1 1136 -53 709 16.8

Nov 107.3 6.6 824 624 111.8 -16 105.1 481

Dec 132.8 23.7 79.7 -33 113.8 1.8 161.9 54.0

Jan 105.5 -20.5 90.1 13.0 822 -27.7 1353 -164

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

Mar 97.2 -2.7 87.7 95 103.3 7.9 91.1 -15.1

Apr 82.5 -15.1 89.2 17 94.6 -84 67.3 -26.1

May 70.5 -14.5 503 -43.6 103.5 94 334 -504

2011. Jun 824 16.9 81.7 624 117.0 13.0 409 225

Jul 87.1 57 99.6 219 113.7 -2.8 538 315

Aug 88.0 1.0 118.7 19.2 120.1 56 458 -149

Sep 935 6.3 226.6 90.9 115.5 -38 51.1 116

Oct 96.5 32 134.8 -40.5 114.5 -0.9 70.3 376

Nov 90.2 -6.5 1376 2.1 116.7 19 526 -25.2

Dec 83.5 -74 79.5 -42.2 104.3 -10.6 59.0 12.2

Jan 79.7 -4.6 89.5 126 86.3 -173 70.6 19.7

2012. |Feb 85.2 6.8 86.9 -29 91.6 59 774 9.6

Mar 933 9.5 83.6 -3.8 1152 256 68.1 -11.9




Table 4 - Industrial output

Annexes HEENI

2012 I I M \% \Y Vi vib v IX XI Xl
Chain index 954 1069 1095
22011 =100 88.7 949 1039
Month-on-month 755 853 959
Year-on-year 803 853
Table 5 — Consumer prices
2012 | Il 1l \Y Vv Vi VI Vil IX Xl Xl
Chain index 100.8 101.0 1004
22011 =100 1008 1025 1029
Month-on-month 102.7 1042 1027
Year-on-year 104.2 103.7
December 2011 =100 100.8
Table 6 — Producers’ prices of manufactured products
2012 I I M \% \Y Vi Vi vk IX XI Xl
Chain index 101.0 1004 99.7
22011 =100 994 998 995
Month-on-month 994 992 985
Year-on-year 993 990
December 2011 =100 101.0 101.5 101.3

Source: Monstat



INEEE Chief Economist Report - | quarter 2012

Table 7 — Prices

Producer’s prices of industrial Export Producer prices of Import industrial

Consumer prices

products industrial products product prices
Total Total Total Total
Annual Monthly Annual Monthly Annual Monthly Annual Monthly
growth rate growth rate growth rate growth rate growth rate growth rate growth rate growth rate
Jan 49 -0.2 57 -1.2 -22.6 -13.9
Feb 54 0.7 4.7 0.0 -213 -1.3
Mar 55 04 0.6 -1.6 -259 -14
Apr 54 0.6 0.1 0.3 -31 -0.6
May 48 0.1 -1.9 -0.5 -30.3 0.2
Jun 2.8 -03 -7.8 -1 -36 -8.2
2000.
Jul 2.1 -0.6 9.3 -14 -29.7 1.1
Aug 31 1.1 -99 0.6 -24 8.6
Sep 1.7 -03 -86 0.7 -289 -4.7
Oct 1.7 0.0 -8.1 0.5 -264 1.6
Nov 2.3 0.0 -7.2 03 -18.3 1.7
Dec 15 0.1 -34 03 -2.1 74
Jan 0.8 -0.3 -64 24 12.7 3.8 3.1 15
Feb 0.2 0.1 -6.2 -0.8 14.3 24 39 04
Mar 0.7 04 -4.6 -0.5 242 4.7 56 1.6
Apr 04 0.1 -34 1.5 343 6.5 6.6 1.1
May 0.3 -0.1 1.1 38 30.1 -28 6.1 -0.1
2010. Jun 02 -04 2.2 -0.7 356 -28 6.2 -03
Jul 1.0 02 29 -09 20.6 -13 9.0 2.0
Aug -0.1 0.1 25 03 132 20 10.6 15
Sep 0.3 0.1 16 0.2 22.1 32 8.0 -0.9
Oct 0.6 0.2 0.7 -03 156 -2.7 8.6 04
Nov 0.8 0.2 03 0.0 213 54 7.3 03
Dec 0.7 0.1 04 0.3 17.2 3.1 94 16
Jan 1.1 03 2.8 16 13.2 1.5 8.1 1.8
Feb 20 1.0 45 0.8 16.3 04 87 038
Mar 3.7 2.0 5.6 04 119 0.0 8.1 0.9
Apr 3.7 0.0 4.7 0.0 55 -0.1 8.1 0.7
May 36 -0.1 19 -0.2 9.0 09 7.6 -0.6
2011, Jun 35 -0.5 22 -03 1.7 -0.2 7.5 -0.3
Jul 3.0 -0.3 3.6 0.7 1.7 -1.0 5.6 -0.2
Aug 3.6 0.7 32 0.0 94 -0.3 56 13
Sep 34 -0.1 32 0.1 56 -0.7 57 -0.8
Oct 33 0.2 2.8 -04 6.7 -15 54 0.0
Nov 3.0 -0.2 2.8 -0.1 -0.5 -23 54 0.2
Dec 28 -0.2 1.0 -16 -6.3 -30 43 04
Jan 2.7 0.8 -0.6 1.0 -8.6 -1.1 3.1 0.8
2012. Feb 4.2 1.0 -0.8 04 -6.0 33 2.5 -0.1
Mar 2.7 04 -1.5 -0.3 -58 02 1.8 -0.1

Source: Monstat



Table 8 — Tourism

Annexes HEENI

2011 2012 Index
i i i i NTETYES Structure
Total 18,516 49,730 21,900 49,919 100.4 100.0
Arrivals domestic 5,292 15,456 5,681 13,865 89.7 278
foreign 13,224 34,274 16,219 36,054 105.2 72.2
Total 70,336 182,093 80,744 194,790 107.0 100.0
Overnights domestic 22,362 59,153 21,424 55,923 945 28.7
foreign 47974 122,940 59,320 138,867 113.0 713
Source: Monstat
Table 9 — Number of employed and unemployed people
Il LI} IV V VI VI VIl IX X Xl Xl
Employed*

2001. 114,536 113,500 113,542 113,663 113,943 114,137 114,106 114,024 115077 114,755 114,170 113,744
2002 113,594 113,597 113,953 113,663 113,943 114,137 114422 113,684 113526 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 110911 110,387 109,639
2004. 108,562 107,359 108,634 109,623 109,642 109,863 110,886 111,158 110,049 109,696 110,055 108,228
2004.*** 142,081 142,834 142,361 143,224 143,845 146,696 145160 142,634 143,447 143,113 143,992 142,438
2005.%** 142,145 142,072 141,298 140,959 142,248 145852 148,528 146,744 145,739 145923 145528 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 158392 158,164 157,458 157,739 159,223
2008. 160,450 161,105 162,737 162,307 165955 170,146 168916 168,488 167,722 168,583 169,079 169,160
2009. 169,305 169,670 170,607 172,549 174,218 178,839 178,622 179,016 176,936 175468 174,736 169,859
2010. 172,301 171,557 171,263 158211 158,716 159221 160,224 158535 157,570 157918 157,712 157,679
2011.%*** 157849 158,010 158,842 159,669 162,905 168,195 170,618 167,955 164,386 163,396 162,712 162,450

2012. 160,880 162,035 162,569

Unemployed**

2001. 81,238 82,158 82453 83,091 82629 82,140 81823 80,686 80952 80,668 80440 81,069
2002. 80,385 81,360 81,510 81961 81,602 81,041 81,116 80830 80,809 80,183 79894 76,293
2003. 76,584 76,077 76,165 74976 73520 69,735 66951 66277 67664 71,023 72544 68,625
2004. 69,573 71419 72378 72202 68993 64,572 60993 60,771 60447 59930 59387 58,950
2005. 59,115 58,774 58,075 57557 56,772 55199 53683 52494 51843 51,266 49886 48825
2006. 48,639 48656 49388 48651 45640 42560 40,220 39,093 38919 38747 38892 38876
2007. 39,104 39155 38,714 37571 35356 33393 32205 31271 31,156 31569 31,787 31,469
2008. 31,323 31,469 31,684 30,270 30,021 29,088 28660 27954 28276 286066 28645 28,366
2009 28921 29305 29,170 28616 27,785 27113 27,048 26,844 27313 28,731 29607 30,169
2010. 31,055 32375 33117 33188 32377 31,324 31,118 30,595 31,016 31,900 32,199 32,106
2011. 32,829 33062 32,748 32203 30,920 29816 29,128 29,078 29404 30,108 30,576 30552

2012. 31,339 31,495 31,562

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

Table 11 - Auctions of 182-day, EUR thousand

Annexes HEENI

Auctions Issue date Issued Sold Demand We:gth;ed
XLV Auction of 182-day 19.01.2012 7.000,0 5.200,0 6.200,0 5,92%
XLVI Auction of 182-day 28.02.2012. 44.000,0 39.528,5 40.528,5 457%
Total January - march 5100000 4472850 4672850

2012,




Annex D Table 12 - Consolidated Public Consumption* in Montenegro realized in the period 01.01-01.03.2012
%
I-112012 I-112011 .
DESCRIPTION realization in % realization in I—III'2012. in
EURmilion  ©F PP 2911 Eyr million ’e'at;%’; o

CURRENT REVENUES 213,15 6,26 243,56 87,51
Taxes 130,73 3,84 153,93 84,93
Personal income tax 18,81 0,55 22,12 85,04
Tax on profits of legal persons 5,39 0,16 4,80 112,29
Property taxes 2,75 0,08 3,26 84,36
Value added tax 66,28 1,95 79,71 83,15
Excise Tax 24,73 0,73 28,63 86,38
Tax on international trade and transactions 7,61 0,22 9,06 84,00
Local Taxes 4,36 013 545 80,00
Other revenues of the Republic 0,80 0,02 0,90 88,89
Contributions 61,76 1,81 67,17 91,95
Pension and disability insurance contribution 36,57 1,07 41,40 88,33
Health insurance contributions 21,52 0,63 22,66 94,97
Unemployment insurance contributions 1,74 0,05 1,96 88,78
Other contributions 1,93 0,06 1,15 167,83
Duties 345 0,10 4,46 77,35
Fees 8,53 0,25 10,83 78,76
Other revenues 7,55 0,22 6,49 116,33
Receipts from the repayment of loans 113 0,03 0,68 166,18
CONSOLIDATED EXPENDITURES 250,75 7.36 273,04 91,84
CURENT PUBLIC EXPENDITURES 238,80 7,01 257,77 92,64
Current expenditures 111,96 3,29 120,50 92,91
Gross salaries and contributions charged to employer 61,67 1,81 76,76 80,34
Other personal earnings 3,28 0,10 567 57,85
Expenses for supplies and services 22,65 0,67 19,92 113,70
Current maintenance 2,19 0,06 412 53,16
Interests 8,31 0,24 7,20 115,42
Rent 1,13 0,03 1,65 68,48
Subsidies 11,04 0,32 3,72 296,77
Other expenditures 1,69 0,05 1,46 115,75
Transfers for social protection 113,36 333 110,42 102,66
Transfers to institutions, individ. NGO’s and public sector 7,65 0,22 22,04 34,71
Total capital expenditures 11,95 0,35 15,27 78,26
Borrowings and loans 0,96 0,03 1,64 58,54
Reserves 4,87 0,14 3,17 153,63
DEFICIT/SURPLUS** -37,60 -1,10 -29,48 127,54
Payment of debts to residents 14,99 0,44 573 261,61
Payment of debts to nonresidents 17,39 0,51 12,35 140,81
Payment of liabilities from the previous period 11,80 0,35 15,93 74,07
Payment of guarantees 0,00 0,00 0,00 0,00
Privatization revenues 2,39 0,07 2,52 94,84
Donations 1,79 0,05 2,06 86,89
E)c;rr:gwmgs and loans from foreign sources and project 59,82 176 048 12462.50
Borrowings and loans from domestic sources 20,44 0,60 13,09 156,15

Source: Ministry of Finance

*Consolidated public expenditure includes the Budget of Montenegro and 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 securities in the country and abroad.



